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The ABB X2000 high speed tilting train has a 


train go 50 per cent faster top speed of 220 kilometers per hour. It cuts the 


on existing tracks ? journey between Stockholm and Gothenburg 


. It's good for the passengers, too. Traveling tir 


from four and one-half hours to just under three. It’s good for 


the Swedish railways. Passenger traffic is up 20 percent. 





ne is shorter, safer 


and of better quality. The carriages are quieter and more comfor- 


E — = table, tilting on bends to disperse most of the centrifugal force. 





Gne i built X2000 self-steer through curves, so you can step the pace 





p 40 percent in perfect safety. That means it can run on tracks 


We i ` built almost a century ago, saving billions. 


Yes, you can. 





king back into the line 





example by feeding power generated in bra 


i for re-use. And best of all, there is no need to tear up miles of 


countryside for new rights of way. 
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LETTERS 


The problem remains —^ ^. 
In reference to Of men id. mice by 
Jonathan Friedland [11 Junel, you don't 
need a political economist to tell you that 
the Suchinda government was no aberra- 
tion. Although Friedland's image of indus- 
trialists and bar girls manning barricades 
for democracy is arresting. He does, of 
course, not mean to suggest that all sectors 
of society share equal commitment to, or 
need for, democracy. — 

Friedland says that business failed to 


put economic stability ahead. of their 'ex- - 


pedient relationship with the leadership. 
In fact, an intimate relationship between 


business, military and bureaucracy fuels 
Thai economic stability. and ; growth. This. 


voice of the greater mass of Thai people. 

When Suchinda left office, we sighed 
with relief, and the problem didn't go 
away. Now Anand is appointed, we sing 
God save the King, but the poem hasn't 
gone away. 

The real question is not economic sta- 
bility but who wields power. Should it be 
a self-interested elite clinging to the institu- 
tions of Thai society? The people? Or more 
of one and less of the other, perhaps at the 

nse of economic stability? 

^n four months there will be an election. 


I hope the struggle i in Thailand will yield a 
parliament that more accurately reflects the 


interests of the Thai p pm 
FIERE | STEPHEN BAILEY 
Migration distorts Uo 


I hope that readers of the REVIEW do not 
accept too readily the message of the So- 
cial Indicators chart REGIONAL BRIEFING, 
28 May], that exporting is demonstrably an 
antidote to rural poverty. 

The indicator on the horizontal axis of 
the graph shows the decline in rural pov- 
erty. Because of the mass migration of ru- 





ral poor to major cities in the countries. 
shown on the graph, a more meaningful. 
graph would show the effect of exporting 


on the overall urban and rural p 

UN estimates for population by: the year 
2000 in some indicative cities from the 
countries cited: Jakarta 13.3 million, Seoul 
13.8 million, Bangkok 10.7 million, Bom- 
bay 16 million, Calcutta 16. 5 million, Ma- 
nila 11.1 million, Karachi 12 million. 


Karachi is particularly interesting, given 
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replacement of small-scale. local mari 


cause of t 





crops and grazing land by large-scale. ca 


-= crops for export, and aggravation of 1 


urban to rural imbalance i in. "WERDE dist 
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A deal for everyone : 
Of the auction reete issues. det, are c 
rently being debated in Taiwan, the ti 


most controversial and problematic are t 


proposed Taiwan Aerospace/McDonn 


Douglas MD17 joint venture and the ne 
-— for a new high performance fighter for i 
- "air force. Separately, both issues have 


ceived excellent coverage. I do not, ho 
ever, recall reading or hearing about a 
proposal to connect them. 

_ It is widely known that McDonn 
Douglas, in addition to building comm 
cial airliners, is also one of the US' larg 
defence contractors and that its producti 
line includes some of the world's b 
fighter aircraft. Perhaps a deal could 
struck in which Taiwan would acquire 1 
coveted seeds of an aerospace industry a 
a first rank fighter, while the US would ; 
a major military contract (during a peri 
of decreasing defence expenditures) ani 
much-needed cash infusion for a troub) 
corporation and industry. Not to menti 
how such a deal would help correct | 
US-Taiwan trade imbalance. 

One major obstacle, but by no mei 
the only, will be getting US Governm 
approval for the fighter sale. The F 
which was refused. before, would remai 
non-option as it is a General Dynar 
product, but both the F15 and F/A18 
made by McDonnell Douglas. The F 
perhaps the world's best fighter, is tra 
tionally a difficult aircraft to transfer « 
to sensitivity over its. extraordinary ca’ 
bilities, but the F/A18. Hornet e pr 
less objectionable. — 

Such a deal might help China to rea! 
that it's bullying, meddling and lack of 
gard for the concerns of others has direc 





contributed to closer bonds between, an 
. mutual. Strengthening | of, its two bigg 
antagonists. mM 


dd 


Sorrediion 
Bangkok Land [SHROFF, 11 June] says that 


sales of Bangkok developments totalled Bah 
40 billion (US$1.6 billion) in the 14 month 


For more than a century and a half. Patek Philippe has been known a 
the finest watch in the world. The reason is very simple. It is made 
differently. It is made using skills and techniques that others have lost 


or forgoite Ti. [t is made W ith attention to de tail very lew pe ople would 


notice. It is made. we have to admit. with a total disregard for time. H 
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PATEK PHILIPPE 


(CCE NEV/E 


a particular Patek Philippe 
movement requires four 
vears of continuous work t« 
bring to absolute perfection 
we will take four years. Thi 
result will be a watch that 
is unlike any other. A watcl 
that conveys quality from 
first glance and first touch. 
A watch with a distinction: 
generation after generation 
it has been worn. loved and 
collected by those who are 
very difficult to please: 
those who will only accept 
the best. For the day that 
vou take delivery of your 
Patek Philippe. you will have 
ac quire d the best. Your watch 
will be a masterpiece. quieth 
reflecting vour own values. 
A watch that was made to 
be treasured. "— 
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Liquid crystal displays, 
with their flat, compact 
screens, have spawned a 
4 generation of notebook 
RS © computers and electronic 
- diaries. Soon, they will be appearing in 
many other consumer items, relegating 
. the TV set's bulky. cathode ray tube to 
an also-ran. This huge market will be - 
dominated by the Japanese, whose 
companies have been the only ones 
< willing and able to try to perfect LCD 
. technology — an expensive and 
-fiendishly difficult business. As 
correspondents Bob Johnstone and 
Mark Clifford report, Taiwan and. 
South Korea would like access to the 
technology, too — but Japan is not 
. playing. Besides the new markets that 
-will open up, it can expect to parlay its 
.LCD expertise into a stronger share of 
- computer sales. It will also advance 
-. nearer the ultimate goal of wall- 
c mounted high-definition TVs. 


: Picture power 38 
Victory by default 38 - 

Screen partners 40 — 

More art than science 42 
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Cambodi: Peace: Problems. 

An international donor conference 
awards aid to the ailing Cambodian 
i economy, but the refusal of the Khmer 








INTELLIGENCE 


Logged Off 


- An abortive attempt by an Indian 

i company to obtain a powerful computer 

-. from IBM's Australian subsidiary is seen 

| by Western officials as an attempt to get 

. around the US embargo on transfers of 

. supercomputers to India's scientific 
establishment. Such transfers are banned 
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senior officers’ ability to 
„cream off supplie : 
i commissions s th 


Rouge to cooperate with. UN operations 
in the country jeopardises the peace 
process 8 


Japan : Peacekeepers 

Japan’s armed forces, trained | 
for operations in à cold dinate: 
are unenthusiast about x m 
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operation 8- aoe 
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Thailand : : Arms E 


Procurement | 
Thailand's military - 
inventory owes more Š 
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Institute in Bangalore re 18 months 
because New Delhi will not agree to its 
proposed safeguards. 


Tree Muggers 


UN officials implementing last October's 
Cambodian peace plan have taken their 
first steps to halt the massive export of 
logs by the country's four rival factions, 
who are raising funds to run their 
administrations and prepare of next 
year's elections. Visitors to the southern 
Lao town of Pakse, long a conduit for 
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. Japan: Budget Cure 
Prime Minister Miyazawa is a 
<- defy his financial bureaucrats and kick- 

start the economy. with a supplementar 

s budget. some time in Tuy 16 | 


China's inner circle 
. elderly leaders, hi 


Malacca Strait : Piracy — 

Pirates believed to be based in the 
islands of Indonesia's Riau province 
have dramatically stepped up their - 
raids on ships using the Malacca Strait 
and the narrow seas south of 
Singapore 14 


tall s set to 








| China: Li Xiannian - 


The death of Li Xiannian, one of 







às again focused 
attention on the struggie | to succeed 
Deng Xiaoping 17. | 


India : Dam Controversy 
A report on a World Bank-funded 
river dam project raises questions 

over environmer tal i sues sant. 


export nearly 1.2 million cubic metres. 
timber during 1992, or roughly four 
times the sustainable level. 


Friendship Tours 

President-elect Fidel Ramos of the 
Philippines, who has said he wants to 
upgrade relations between Manila and 
Taipei, has been invited to visit Taiwai 
before his inauguration. While it is 
unlikely that Ramos will be able to 
accept the invitation until he has settle 
in office, his sister, Sen. Leticia Shahan 
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oblems of people displaced by the 
oject 18 


ingkong : Tensions 

nsions between Britain and China 

rer Hongkong reached a new peak 
hen the British Foreign Office called in 


üna's ambassador i in. London to protest E 


ainst a Chinese statement on the — 
lony. 19 


ingkong : Airport 

ie government tries to dispel the 
iyth' that construction costs of the 
'w airport are ranging out of | 
ntrol 20 


reign Relations :  Malaysia-Singapore - 
series of pin-pricks administered 
ainst the backdrop of a longstanding 
spute over a South China Sea — . 
and has damaged neighbourly 

s 21 


ikistan : Violence in Sindh - 
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South Korea : Finance E 
The country's financial system, long ir in 


. need of repair, is set for wide-ranging 
liberalisation as the Finance Ministry 
bends to increasing pressures. In a move 
that distinguishes the present promises em 
- of reform from previous ones, the a E 
ministry has set a detailed timetable for — | 


liberalisation. It is also negotiating a 


"World Bank loan to upgrade its 
financial-services sector 34 
| Lift-off for stage two 34 


Japan: Industry | 
Newspapers and Tv companies are being - 

badly hit by a sharp fall-off in 
advertising as businesse 





promotional spending 36 


india : "Markets 
|. The coui ntry's first overseas equity 
T issue by! Reliance Industries, receives 
; political violence escalates in Karachi, a 
e Pakistani n is Lini to extend lits: . 





disastrous. reception, putting 


three other proposed issues in 
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sia have run into static from China — 
prime target 25 
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iere has been à st 





d human rights in Asia 26 


iai military's 
volvement in state 
terprises, Ministry 
Finance officials 

? studying ways 
change one of 

ai Airways 
ternational's 

ticles of 

sociation that 

ites the chairman 
ould be the air 

"ce commander. While the ministry is 
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Kaset. 


2s EE fel Gon, So pni to Pip its 1 main a 
-food-processing businesses into publicly » 
X listed Indocement 45 m 


Bangladesh : Budgets 











Ainister Saifur Rahman cuts 


^ ealism = E taxes and allocates a record sum for the : 
nong US p policymakers over a 


power sector in an effort to stimulate 


s POA 46 


opposed to Kaset who, as concurrent air 
force chief and supreme commander of 
the armed forces, was deeply involved 
in the army's massacre of scores of 
unarmed demonstrators in Bangkok 
during May. 


Power Cut | 
Japan's Foreign Ministry has seen its 
political influence at home seriously 
weakened by the absence of its minister, 
Michio Watanabe. Officials complain 
that since Watanabe was suddenly 


Zia t E * oua 


s cut back their x 


South Korea : Companies 
The government is forced to bail out 
Sammi Steel, the country's leading 


specialty steel maker 46 
. Thailand: Policies 
Bangkok scrambles to restore its image x 
asa aplace ti to tao Must 47 
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Remember the Alamo 


A gun battle near the Sikh holy city of 
Amritsar on 9 June is rapidly becoming 
an embarrassing human-rights case for 
New Delhi, as well as causing red faces 
among the Indian military and police. 
When a force of 300 police officers 
surrounded a house in Behla village, 


many were pinned down by heavy fire. 


One of their responses was to use local 
villagers as human shields, and seven 
were subsequently killed. Their other 


vas 








Khmer Rouge decries UN aid, blocks peace process 


t the end of the ministerial confer- 

ence on the rehabilitation and re- 

construction of Cambodia in To- 

kyo on 22 June, Indonesian For- 
ign Minister Ali Alatas took the floor to 
'ropose the unanimous adoption of a dec- 
aration on Cambodia. 

The proposal was seconded and the 
lelegates from 33 donor nations and 12 
i'0n-governmental organisations broke into 
ipplause. One person who did not was 
<hmer Rouge representative Khieu 
'amphan. “He just sat there, stony-faced,” 
aid a participant sitting across from Khieu 
'amphan. 

. Khieu Samphan had little to be happy 
ibout. Throughout the day he had heard 
lelegate after delegate condemn the 
Khmer Rouge for its non-compliance with 
he UN peace plan. US Deputy Secretary 
f State Lawrence Eagleburger even broke 
he established diplomatic practice of not 
'ffending the Khmer Rouge and reminded 
he'audience of the genocide that had been 
‘ammitted in Cambodia during Khmer 
e rule in the late 1970s. 

The proceedings of the conference, and 
| harsh attack on the Khmer Rouge by 
-ambodia's head of state Prince Norodom 
sihanouk, were a dramatic demonstration 


of the isolation of the Khmer Rouge. Yet 
the delegates left the conference wonder- 
ing how they could rebuild Cambodia if 
the Khmer Rouge continued refusing to 
implement the peace accord it signed in 
Paris last October. 

On the aid issue alone, the Tokyo con- 
ference was a success beyond the expecta- 
tion of its organisers. The UN had asked 
for US$600 million, but the donors pledged 
an additional US$280 million. The gener- 
osity of the international community did 
not, however, lift the pall of anxiety that 
hangs over Cambodia. 

The uncertainty is due to the refusal by 
the Khmer Rouge, the most powerful fac- 
tion in Cambodia, to disarm its forces. 
Without the disarming and demobilisation 
of troops of all the four contending fac- 
tions, Cambodia cannot hold a national 
election and create a stable situation — as 
envisaged by the Paris peace accord. 

The four Cambodian factions — the 
Phnom Penh regime led by Prime Minister 
Hun Sen, the Khmer People's National Lib- 
eration Front, the followers of Sihanouk 
and the Khmer Rouge — plan to meet 
again in Phnom Penh on 2 July to try to 
resolve the problem. But observers hold 
out little hope of Khmer Rouge coopera- 
tion. 

The obstinacy of the Khmer Rouge and 


the frustration of the international comur 
nity at the Tokyo meeting, some of whe 
made veiled threats that force might 

used against the Khmer Rouge, highlight 
the issues threatening the peace process 

Under the UN plan the disarming 
70% of the estimated 200,000 troops of 
the four factions was to start on 13 Jui 
But the Khmer Rouge even refuse to alk 
access to the UN Transition Authority 
Cambodia (Untac) to areas under its « 
trol. Therefore, the Tokyo meeting a we 
later, which was meant to secure 2 
pledges from the donors, turned into 
mainly political gathering. 

In the event, the Tokyo declarati 
adopted by the ministers of donor cot 
tries, including China, expressed "seric 
concern" over the difficulties Untac F 
encountered in implementing the agr: 
ment and especially over the "refusal 
one party" to allow the necessary depk 
ment of Untac in the area under its contr 

The Khmer Rouge has a convenient 
cuse for its refusal to cooperate with 1 
UN. It has claimed that there are tens 
thousands of Vietnamese troops still left 
Cambodia, though the Paris accord 
quired the withdrawal of all foreign forc 
Without giving any positive proof of 
claim, the Khmer Rouge has charged tl 
Untac has not verified the continued pr 








,. ^ el 





ie four faction leaders: Khieu Samphan, Norodom Ranariddh, Hun Sen and Son Sann. 


ice of Vietnamese on Cambodian soil. In- 
'stigations by Untac have not yet un- 
rthed any Vietnamese soldiers still hid- 
g in Cambodia. 

A frustrated and angry Sihanouk, who 
id in the past often bent over backwards 
accommodate the Khmer Rouge, lashed 
it at them. He said it would be impossi- 
e to meet the Khmer Rouge demands, 
'ecause I know them so well. | doubt we 
n improve their bad behaviour. Their fi- 
il aim is to take power by force." 

The reason the Khmer Rouge keeps 
irping on the Vietnamese threat, says one 
S analyst, is that the Khmer Rouge want 

take power not in the name of a Maoist 
eology but to "save" Cambodia from the 
aditional enemy, Vietnam. 

Whatever the undeclared Khmer Rouge 
rategy of wresting national power might 
», the group has yet another unreconciled 
jevance against the UN plan. It has ac- 
ised Untac of failing to take over the ad- 


wuria during World War II] to Malaysia. 
or one thing] our military vehicles are 
Xt equipped with coolers. ^ 

Other problems worrying the SDF are 
opical di and language barriers. 
Jur soldiers are trained in a germ-free 
‘eenhouse,” said another military offi- 
al. "Even when we do dangerous res- 
ie work at home, we don't have to 
orry about matters like access to clean 
ater. ^ 

Reflecting such anxieties, dozens of 
'F officials have been ringing a hotline 
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ministration of the country from the Hun 
Sen government and also charged that aid 
by foreign donors — by way of budget 
subsidies and balance-of-payment support 
to the Phnom Penh administration — will 


only bolster the regime. 


In the course of lengthy peace talks in 
the late 1980s, the Khmer Rouge had de- 
manded the dismantling of the Phnom 
Penh regime as a precondition for elections. 
199] Paris agreement de- 
legitimised the Phnom Penh regime, but 
left its administration intact for the sake of 


The October 


stability in the run-up to the elections. 


With the collapse of the Soviet Union, 
the principal foreign backer of Hun Sen's 
government, the continued financial health 
of the Phnom Penh regime became highly 
questionable. As Untac chief Yasushi 
Akashi told the Tokyo meeting, the de- 
mand for budgetary support to Phnom 
Penh flowed from the "imperative need to 
stem the present inflationary pressures" 


sitional Authority in Cambodia, has asked 
for a corps of 400-700 engineers from the 
SDF. Another 7-8 SDF members will moni- 
tor the ceasefire and 75 policemen will 
help to supervise the general election 
scheduled for next spring. Medical help 
has also been sought, but the spr’s medi- 
cal staff is understaffed even at home be- 
cause of recruitment difficulties. 

The bright side is that overseas mis- 
sions may provide a good chance for the 
SDF to improve its image at home. Be- 
cause of its controversial status — 
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and "prevent the civil service, in particul 
school teachers and health workers, fro 
disintegrating.” 

Akashi's assurance that such aid cou 
be distributed equitably to the areas und 
the administration of all the parties is 
little comfort to the Khmer Rouge. “Th 
are not willing to open their books to U 
administrators to get a little packet 
money,” says one Washington analyst. E 
sides, the Khmer Rouge, generously aid: 
by China and earning revenue from t 
sale of timber and precious stones, is à 
parently in no immediate need of cash. 

By proposing sizeable aid for Camb 
dia the participants at Tokyo re-emph 
sised their determination to ensure the i1 
plementation of the agreement. But what 
the Khmer Rouge continues to block t 
implementation? A senior US official at t 
Tokyo talks, speaking on the condition 
anonymity told the REVIEW that in that ca 
“the settlement may end up being only 
partial settlement. It will be a settleme 
with those who cooperate." Asked wh 
the UN would do if the Khmer Rouge d 
not simply sulk in its hideouts but engag) 
in military confrontation, the official sai 
“We have been thinking about that. The 
will be a cost to those who absent the! 
selves or obstruct the implementatic 
They will pay some price." 

Some Western officials have suggest 
that the UN may impose economic sar 
tions on the Khmer Rouge, blocking 
gem and timber trade. The UN might al 
call on Peking to shut down the Khir 
Rouge radio station operating in southe 
China. The extent of Chinese cooperati 
with the other Security Council memlx 
is another uncertain factor. The senior 1 
official acknowledged that sanctions mig 
not be effective. “There are other optio 
available but I can't go into detail," 
added. 
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INITED STATES 


Bad dream 


candidate 


?erots views on trade, security begin to worry Asia 


y Susumu Awanohara in Washington 
ith undeclared independent pre- 
sidential candidate Ross Perot 


l l maintaining an impressive lead 


ver contenders Republican George Bush 
nd Democrat Bill Clinton in poll after poll, 
sia's America watchers are increasingly 
terested in what this enigmatic Texas bil- 
onaire thinks of Asia and what a Perot 
residency would mean for the region. For 
ie most part, Asians, and particularly the 
panese, do not like what they see. 

So far Perot has not announced a com- 
rehensive programme and has avoided 
2ing specific on most issues. Until a pro- 
amme is issued with the help of high- 
wered advisers he has been talking to in 
cent months, Perot analysts will have to 
ean hints from his homespun "sound 
tes" scattered in media reports. 

But now, those who are interested in 
2rot’s views on trade and economy evi- 
ently feel they have enough information 
‘know what his impulses are, if not what 
? will do. Indeed, some stress that Perot 
is already had a tangible impact, forcing 
th the US administration and Congress 
. put the federal budget deficit back on 
e agenda and sending the Mexican stock- 
arket into a spin through his opposition 
‘the North American free trade agree- 
ent (Nafta), under negotiation with 
anada and Mexico. 

Some Japanese worry that Perot's gen- 
ally tough comments on Japan — relat- 
g to trade, defence burden-sharing, com- 
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Missing 

2 d x 

evidence 

Ross Perot stepped out of harm's way by 
 reneging on his promise to testify in the 
. US Senate on the fate of American pris- 
 oners of war (POW) and those missing in 


action (MIA) during the Vietnam War. But 
his refusal to testify looks likely to haunt 
him. 





Perot: protectionist leanings. 


petitiveness and lobbying — may prompt 
the other candidates to match him if such 
views prove popular. Americans who are 
variously concerned about "unfair" trade, 
Asia's defence “free ride,” the decline of 
US competitiveness and foreign influence- 
buying in Washington are already rallying 
under Perot's — albeit mostly blank — 
banner. “He is our best hope,” says Clyde 
Prestowitz of the Economic Strategy Insti- 
tute think-tank, who shares many of these 


concerns. 


Polls show that Americans think the 
economy is their most vital concern and 
that Perot, among the presidential candi- 


dates, is best able to handle it. According 


against testifying in late June "or anytime 
before the November election," fearing "a 
political circus." 

On the next day, responding to an 
irate note from Kerry, Perot blamed re- 
cent press reports "recasting my role in 
the POW/MIA matter." These rts said 
that Perot had tried to drum up business 
with the Vietnamese during his POW /MIA 
talks, which he vigorously denies. 

Separately, there has been controversy 
after a report that in 1986 Perot launched 


invectioahoane nf tho then vi^onrociulant 


to the Associated Press, 42% of America 
polled chose Perot as the best person 

handle the country's economic problen 
compared with 19% for Bush and 18% f 
Clinton. 

Perot's stand on Nafta is now we 
known. He told the New Republic mag 
zine: "[If] I can build a factory in Mexic 
pay my labour [US$1] an hour, hire a 2 
year-old work force, have little or no heal 
care, little or no retirement, have no [x 
lution or environmental controls, then 
you are the greatest businessman in t] 
world . . . trying to compete with me in t] 
US, you can't even get into the ring wi 
those numbers." 

Discussing the likely transfer of low-et 
manufacturing jobs from the US to Mexi« 
under Nafta, Perot told the Los Angel 
Times: “Do we need to make clothing 
this country? Of course we do. Do we neg 
to make shoes in this country? Of cour 
we do." He has stressed that the US mu 
maintain its manufacturing base to rema 
a superpower. 

Critics have seized on these comment 
arguing that Perot is a protectionist wł 
fails to understand the theory of ^compar. 
tive advantage" which proves that trac 
can be beneficial to both low-wage an 
high-wage countries. Perot says he is fe 
“free and fair” trade. 

Critics have also jumped on Perot's su; 
gestion that, if elected president, he woul 
retaliate against unfair Japanese trade pra 
tices. He told the Los Angeles Times that I 
would adjust the “tilted deck" of trac 
with Japan "in a very nice, diplomatic wa 
In this case [make] the Japanese say: We 
take the same deal on cars we've given yc 
[Americans]’.” He added: “You [Japanes 
could never unload the ships to this cou 
try.” 

Protesting against charges of protectior 
ism, Perot’s spokesman said what his bos 
meant was that "if we [the US] had th 


dated 15 June, Kerry detailed conditior 
Perot had laid down for his testimony ¢ 
well as various excuses Perot later gaw 
for not testifying. Perot had claimed t 
have evidence that US pows were bein 
held in Southeast Asia, Kerry reminde 
him, adding that Americans were entitle 
to a hearing. 

The National League of Families (c 
POW /MIAS), accusing Perot of “playin 
politics with the accounting for our mis: 
ing loved ones," called on Kerry to issu 
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ame distribution barriers they [the Japan- . 


'se] have, their ships would be in the har- 
our unable to unload their cargo." 

Despite highlighting the budget issue, 
'erot obviously has not yet thought 
hrough the datinting mathematics of re- 
lucing the budget deficit. 

However, he offered one unique pro- 
osal to help reduce the budget deficit: 
harge Japan and Germany US$50 billion 
'ach to offset past US costs for protecting 
hem. Perot told talk-show host David 
‘rost in April that: "I would go to them as 
riends, and politely and diplomatically go 
hrough this with them and say, we just 
an't keep doing this . . . I think they're 
'robably wondering why we didn't come 
arlier." 

On the US regaining manufacturing 
ompetitiveness, Perot is honest about 
American weaknesses. He has said: "Japan 
s our rival, not our enemy . .. Bashing a 
“oyota won't make a better car." He also 
idvocates more government support for 
ndustry and clearly thinks of Japan as a 
nodel. ^In Japan, they have an intelligent, 
upportive relationship between govern- 
nent and industry . . . We have an 
dversarial relationship," he told Business 
Veek. But Perot disavows "industrial 
'olicy," though he has publicly marvelled 
t the past successes of Japan's Ministry of 
nternational Trade and Industry and 
hided the ineffectiveness of US trade ne- 
otiators. 

Perot has also fulminated about Wash- 
ngton's "revolving door" phenomenon, in 
vhich US trade officials often leave gov- 
rnment to work for foreigners, notably the 
apanese. He told talk-show hostess Katie 
-ouric he would pass laws restricting for- 
ign lobbying. "You can't become a for- 
ign lobbyist and make US$30,000 a month 
fter you hang around the White House 
or a few years, which is the favourite game 
ight now," he said. = 





kapem Ai piace d Solar 
aid these men may have 


languished in 
rison longer because of Perot's refusal 
» say what he knew. 
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Behind the throne 





Hamos aide holds key to party realignment 


By Rigoberto Tiglao in Manila 
LU 1986, the sleepy- -eyed Jose de 


Venecia seemed to be heading for 

early retirement: his international con- 
glomerate, Landoil Development Corp., 
was struggling with US$60 million worth 
of foreign debt and the new government's 
Presidential Commission on Good Govern- 
ment (PCGG) was trying to link him with 
the fallen dictator Ferdinand Marcos. 

Six years later, the 54-year-old de 
Venecia — re-elected as congressman from 
president-elect Fidel Ramos' home prov- 
ince of Pangasinan — is suddenly emerg- 
ing as the country's second most powerful 
politician. He is the secre- 
tary-general of Ramos’ 
party, the Lakas ng Edsa- 
National Union of Chris- 
tian Democrats (Lakas- 
NUCD). More important, he 
is tipped to be elected as 
the speaker of the 200-seat 
House of Representatives, 
a position fourth in line of 
succession to the presi- 
dency and traditionally à 


tional political support. 

De Venecia is consid- 
ered Ramos' closest confi- 
dante, ranking a notch 
higher than the new presi- 
dent's sister, Sen. Leticia 
Shahani. He seems to have 
instigated the former gen- 
eral's bid for the presi- 
dency. Once Ramos decided to run, it was 
de Venecia who guided his politically in- 
experienced boss through the maze of Phil- 
ippine politics. 

In the past two weeks, de Venecia has 
deftly scored some crucial political points. 
In a way that would have been unimagina- 
ble barely six weeks ago, Ramos staged 
cordial "reconciliation" dinners at de 
Venecia's house with his rivals in the 11 
May presidential elections, first with 
Marcos' widow Imelda and then with his 


erstwhile foe Eduardo Cojuangco. 
Tha ale€ ee 
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de Venecia: front-runner. 


One day after the 22 June joint sessi 
of congress that officially proclaim: 
Ramos as president, four major new 
papers came out with identical analys 
predicting that de Venecia would becor 
house speaker, defeating outgoil 
President Corazon Aquino's young 
brother, Jose Cojuangco. Apart from t 
pivotal position he holds as the pre 
dent's brother, Cojuangco is the secretar 
general of Lakas ng Demokratikon 
Pilipino (LDP), until now the largest par 
in congress. 

De Venecia is likely to become the ne 
Speaker because of the peculiar realig 
ment of parties in the 200-member low 

house. Although the LI 
* has a majority with ' 

members, it is on the ver, 
: of breaking up. Repor 

claim that 20 members w 
leave the party to jo 
Lakas-NUCD. This will i 
crease the lower hou 
strength of Lakas-Nuc 
from its present 51 me 
bers to 71. Added to tl 
are the 48 congressmen 
Eduardo Cojuangco's N 
tionalist People's Part 
which is firming up i 
alliance with Lakas-NUC 
— apparently one ot 
come of the Ramo 
Cojuangco talks. The Li 
eral Party, which has 
congressman, has alrea« 
announced its support 
the Ramos party. 

The fallout from the defeat of the ot 
going lower house speaker, Ramon Mit 
in the presidential elections also seems 
be helping de Venecia’s bid for tl 
speakership. Mitra reportedly believes th 
Jose Cojuangco secretly dumped him di 
ing the elections, after officially endorsii 
him as the LDr's presidential candida 
Because of this he has asked his supporte 
not to support Cojuangco in tl 
speakership contest. 

Reflecting his past business activities, « 
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*hina-US agreement on 
irison-made goods 


» After nine months of talks, the US and 
‘hina have reached a tentative agreement 
n blocking prison-made exports from 
‘hina. Importing such goods violates US 
iw. Under the agreement, American 
fficials will be able to visit Chinese 
risons, camps and companies suspected 
f exporting prison-made goods to the 

IS. However, it is not clear how 

romptly requests for access will be 
ranted, and the Chinese leadership has 
et to approve the agreement. US 
'overnment officials and human rights 
roups say China has exported various 
rison-made goods which have been sold 
1 the US by such companies as Sears, 
oebuck and Levi Strauss. China has in 
Ye past denied using prison labour to 
roduce exports. 


idia, US meet on 
uclear arms control 


A team led by US Deputy Under- 
ecretary of State Teresita Schaffer held 
ilks with Indian officials on nuclear non- 
roliferation issues in the South Asian 
»gion. No details were issued, but the 
lks — held in New Delhi on 18-19 June 
- are understood to have covered the 
roposal for a five-nation meeting 
volving the US, Russia, China, India 
nd Pakistan, to work towards a nuclear 
rms control regime. 


aiwan scores again 
ver diplomatic ties 


- The West African nation of Niger re- 
stablished diplomatic relations with 
aiwan on 19 June after switching 
cognition to the Chinese Government in 
374. This brings to 30 the number of 
yuntries with envoys accredited to 
aipei. The two governments are 
egotiating an assistance programme. 
liger has kept its embassy in Peking 
pen, though China is expected to expel 
liger’s diplomats soon. 


ieven in stock exchange 
orruption trial freed 
* All seven defendents in the Hongkong 
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in return for facilitating the listing of 
companies on the exchange. A crucial 
factor in the acquittal was a ruling by the 
Court of Appeal on another case on 18 
June, which eradicated the offence of 
unlawful ion as being inconsistent 
with Hongkong’s Bill of Rights, passed 
last year. Trial judge Justice Mortimer 


instructed the jury that under the Court of 


Appeal ruling, it was up to the 
prosecution to prove that the defendents 
did not have permission, lawful authority 
or reasonable excuse to accept the shares. 


Acehnese demand 
asylum in Malaysia 


P Forty-three people from Indonesia's 
northwestern province of Aceh — where 
the Indonesian army last year suppressed 
a long-festering separatist movement — 
have camped outside the UNHCR office in 
Kuala Lumpur claiming they are refugees 
and demanding political asylum. Some 
300 other Acehnese are currently under 
detention in Malaysia pending 
deportation, but this is the first group to 
mount a protest. 


_ Social indicators 


Washington stops 
aircraft sale to Pakistan 
pm The US has impounded three naval 


reconnaissance aircraft that American 
manufacturers were about to deliver to 
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(US$132.3 million) against its claim for 
compensation over a nuclear reprocessin 
plant deal. France failed t honour a 
contract signed in the 1970s for the supp 
of the plant. Paris has proposed that the 
loan — repayable over 40 years at a 
nominal annual interest of 0.4% — be 
used for buying French goods. Pakistan 
has not yet responded. 


Indonesian police 
stop Sukarno seminar 


P Police stopped a 
literary discussion 
marking the 22nd 
anniversary of former 
president Sukarno’s 
death on 20 June, 
saying it lacked a 
proper permit. More 
than 5,000 people had 
gathered at Sukarno's 
home in Blitar, East 
Java, to discuss the book Bung Karno 
dalam Pergulatan Pemikiran (Sukarno in the 
Struggle of Thought), published last year. 
The opposition Indonesian Democratic 
Party had regularly invoked memories o 
Sukarno as a national hero in its 
campaign during the recently concluded 
parliamentary elections. 





da 


Sukarno. 


New South Wales 
premier resigns 


M Premier Nick Greiner of New South 
Wales resigned on 24 June after 
Australia's Independent Commission 
Against Corruption found that he had 
behaved corruptly in his appointment of 
former politician to a lucrative job in the 
public service. His resignation ended a 
five-day political crisis for his Liberal 
Party state administration, one of 
Australia's two non-Labor state 
governments. 


Jakarta cracks down 
on publications 


> The Indonesian Government last wee 
banned four publications, including a 
Legal Aid Foundation report on the trial 
of 15 Acehnese accused of separatist 
activities. Also banned were two books: 
Chinese, Javanese and Maduranese, for 
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TO DEAL WITH 
THE MONKEY 





of the monkey), will be your depth of understanding 

of We events and developments of 1991 (the year of 
the ram). Changes have swept through the s 
region, altering business, political and 
financial outlooks. Any move without 
reference to accurate information could be a move in the wrong 
direction. For 32 years business leaders, scholars and politicians from 
around the world have relied on the “ 


P^ 0: of the keys to succeeding in Asia in 1992 (the year 





Asia Yearbook" for that accurate 
information. The all-new 33rd edition, compiled and edited by 
journalists and staff of the Far Eastern Economic Review is now 
available. "Asia 1992 Yearbook" covers the major events in Asia and = 
also provides a country-by-country analysis of the various political, (gi YEARBOOK 
social and economic scenes. 





Mail, Fax or Phone: Far Eastern Economic Review, / PISCOUNT Tt T 
G.P.O. Box 160, Hong Kong. Fax: (852) 572 2436, Phone: (852) 832 8338. ^ IE SCRIBE | 
Please rush me the just published ASIA 1992 YEARBOOK (hardback) at HK$315, US$39.95, £24, Y5,600, S$71. 50 or MSI 17, 50e: ich or (softback) | 
at HK$235, US$29.95, £18, Y4,200, $$53 or MS88 each. 
No. of hardback copies No. of softback copies bv airmail* bv surface | 
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rms procurement driven by profit rather than need 


he Thai military, last in the news for- 


re demonstrations in Bangkok, has. 
me under closer scrutiny in the after- 
ath. One potentially embarrassing issue . 
whether Thailand buys weapons more 
| the basis of commissions paid to mili- 
ty officers and effective lobbying by arms 
‘alers than because of any apparent na- 
mal-security need the country has for the 
ms. 

The wide range of weapons in the Thai 
ventory testifies to the possibility of a 
rruption-driven procurement process. 
ie army, for example, operates six makes 
Chinese, British and US tanks, while the 
‘force has seven types of combat aircraft. 
rent orders. include US tanks, Czecho- 
viss trainer aircraft, a Spanish 
‘ier and assorted Chinese 





wships. - 
Arms sellers freely though anony- 
ously. admit that commissions to senior 
litary decision makers are essential in 
curing contracts. These kickbacks vary 
dely according to the types of contracts 
d countries involved, but average 15- 


% of any deal. Commissions for spare 





its role in quelling pro-democracy - 


checks conducted by the US Government 
on their arms sales, especially if they are 
funded through the official foreign military 
assistance programme. Observers estimate 
that only a 1% commission was paid on 
the US$350 million sale of 18 General Dy- 
namics F16 fighters to the Thai air force a 
few years ago, though the US company 
also provided plenty of free accessories, 
such as computers and associated software. 

Most commissions, however, are cash 
payments channelled through local arms 
dealers or paid directly to senior military 
officers. The scale of payments range ac- 
cording to the officers' rank and their role 
in awarding of contracts. Analysts say the 
highest commissions are given to the 
armed forces' top generals, including the 
supreme commander and chiefs of the 
three armed services. 

Arms dealers estimate these senior of- 


ficers can make as much as US$50-100 mil- 


lion in commissions and income from other 
business dealings during a normal three- 


to-four-year tenure. One local arms dealer 


estimates that a former general, during his 
tenure in the late 1980s, earned around 
US$50 million, though a sizeable propor- 
tion of this would have been shared with 
subordinates. 
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ranging kickbacks between foreign con 
panies and senior Thai officers, Nouvi 
rutana Phathanodom, widely regarded ¿ 
the most influential arms merchant in Tha 
land, is estimated to control almos halfe 
all arms deals with the countr 
through his company Commer | 
ates. | 

The commissions are usual ide 
in the value of the contracts, which are o 
ten significantly higher than for the sam 
equipment sold to other countries. A’ 
Chief Marshal Kaset Rojananin, the hea 
of the air force and supreme commande 
last year tried to get the government 4 
agree to the purchase of 38 Italian-Brazi 
ian AMX fighter-trainers at almost US$2 
million per aircraft, or more than twice th 
cost of such an aircraft on the internationi 
market. 

The sale was blocked by the then an. 
present Prime Minister Anand Panyar: 
chun, who was concerned at the arme 
forces’ runaway spending programme: 







Military chiefs have already spent th 


country's defence budgets for the ne» 
three to four years on new arms purchase: 
according to industry analysts, and the 
still have a weapons wishlist valued at sev 
eral billion US dollars. Defence appropria 
tions for 1992 was Baht 69 billion (US$2. 
billion), or 15% of the national budget. | 
This process has encouraged all thre 
armed services to amass arms. Besides th 
Chinese purchases, the army has brough 
more than 150 M48A5 and M60A3 heav: 
tanks and 100 Stingray light tanks from th 
US. It is also considering buying severa 
hundred more surplus and discountes 
M60 tanks from the US Government. = 
The air force is buying another 18 F16 
at more than US$500 million, and — as; 
replacement for the cancelled AMX deal — 
wants to acquire 36 cheaper Czech L39 j je 
trainers and a number of Swiss PC9 turbo 
prop trainers. The acquisition of three. EX 
Hawkeye airborne early warning aircraf 
is under serious consideration, though gov 
ernment accountants are bucking at the 





. cost of the US$400-million deal. 


The navy’s helicopter carrier, now un 
E construction in Spain, is equipped: witl 
a “ski-jump” that will also allow it to oper 
am Harrier-type aircraft. In addition, 
navy is considering buying 30 A7E C 9 
attack aircraft from the US. | 
Although military chiefs claim weap 
purchases are carefully evaluated, fon 
observers point to several instances where 
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'IRACY 


Raiders of Riau 


\larming surge in attacks on shipping 





y Michael Vatikiotis in Kuala Lumpur and 
ames Bartholomew in London 


small boat creeps up on a slow- 
A, moving merchant ship passing 
4 through the Phillips Channel south- 
vest of Singapore in the dead of night. 
Ainutes later a group of men armed with 
ong knives clamber aboard, hold up the 
rew and take off with all the personal be- 
ongings and money they can find. The 
aiders’ high-speed craft soon vanishes in 
ae maze of tiny islands that 
ringe the busiest sea-lane in 
outheast Asia. 

Incidents like this — 44 were 
eported between January and 
Aay this year — have raised 
ears in shipping circles that 
(riracy is now so rampant in the 
egion that it threatens to dis- 
upt the flow of goods through 
he Malacca Strait. Joanne Long 
f the International Maritime 
jureau (IMB) in Kuala Lumpur 
rgues that if the trend contin- 
tes unchecked, freight rates 
ind insurance premiums could 
»e affected. 

Shipping organisations are 
oncerned about the frequency 
ind ferocity of these attacks. This year 
lone the Singapore National Shipping 
Association reported 21 incidents of pi- 
acy. 
The Hong Kong Shipowners Asso- 
jation has urged the colony's government 
o take official action. In London, the Na- 
ional Union of Maritime, Aviation and 
shipping Transport is “very disturbed" at 
he growing number and intensity of 
»iracy attacks in the region, and has called 
or the problem to be given immediate at- 
ention. 

So far, insurance rates have not been 
iffected. But Eric Ellen, IMB director in Lon- 
lon, says that the rates have not reflected 
he probability of a major claim, such as 
hat resulting from a piracy-caused oil-spill 
yr collision. 

The fear is that with a crew under at- 





taken place in the Phillips Channel, a dis- 
aster would have been virtually inevita- 
ble," the report says. 

In sum, it seems that an oil spill disaster 
is waiting to happen because not enough 
is being done to address the piracy prob- 
lem. 

Piracy has plagued the Malacca Strait 
for as long as traders have plied these wa- 
ters. In the fourth century AD merchants 
trading between China and India carved 
out overland routes across the Three Pago- 





Riau islands provide a haven for pirates. 


The Batam 


connection 


By Michael Vatikiotis in Batam 


Indonesia's Batam Island is a fast-grow- 
ing haven for foreign investment, most of 
it coming from neighbouring Singapore. 


das Pass (on the Thai-Burmese border) a1 
the Kra Isthmus to avoid the pirate-infest 
waters further south. Today, with abo 
700 ships passing through the straits ea 
week, finding alternative routes is a le 
realistic option. à 

Figures suggest that the incidence 
piracy at current levels is a recent pheno) 
enon. The Singapore National Shippi 
Association has seen the number of 1 
ported attacks on its members swell frc 
just three in 1989 and 32 in 1990 to 61 li 
year. 

A security source in Kuala Lumpur su 
gests that the frequency of attacks could 
related to a traffic-separation scheme int 
duced in the Malacca Strait less than a de 
ade ago. 

The system obliges ships to use a la 
system to ease congestion and reduce t 
chances of collision. One of these lanes us 

Phillips Channel, where a lar 

§ number of the most recent | 

tacks have occurred. Ships mi 

reduce their speed consideral 

to negotiate the reef-and-islan 

strewn channel, giving pirat 

ample opportunities to boa 
ships. 

The pirates themselves c 
believed to operate mostly 
Indonesian waters. Judging 
the language and accent ov: 
heard by ships crews under 
tack, the majority are Indos 
sians. Merchant seamen s 
they operate out of the maze 
islands clustered to the south 
Singapore which are part of 
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instead. 

"The problem here is that the cost 
living is high, and the wages are lo 
said a migrant from west Sumat 
A part-time taxi driver from Med 
complains it took him three months 
find his job. Angrily he points to one 
the many luxury housing complexes ! 
ing built for Singaporeans. “Every da 
new company is formed by Singapo 
ans, but we Indonesians stay poor," 


Paradoxically, Batam and the surround- 
ing mosaic of islands straddling the re- 
gion's busiest sea-lanes are also a haven 


uen 

re may be a connection. Batam is 
part of the economic-growth triangle that 
includes Singapore and the Malaysian 
state of Johor. A flood of foreign capital 


complains. 

Tunku Nursuhud is the district offi 
for a cluster of 17 islands lying off Batz 
most of which look onto Si agapo! 
modern skyline. From his office 

Padang, Nursuhud presic 
over a traditional Malay village comn 
nity. 
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onesia/s Riau province. 

Another area where attacks com- 
only occur is close to Indonesia's 
nambas Islands in the South China 
a. Islands close to the Karimata 
raits, off west Kalimantan on Bor- 
'o, have also been identified as a 
gh-risk zone. 

Unlike more organised piracy in 
e Gulf of Thailand and off the Phil- 
pines, where hijacking ships for 
eir cargoes is virtually routine, the 
racy prevailing around the Ma- 
cca Strait amounts to little more 
an house-breaking at sea. 

Attacks of this kind may involve 
ss financial loss but occur with 
ore frequency, and therefore 
reaten greater disruption to ship- 
ng. In September last year, inci- 
nts were reported on 12 days out 
the month. 

"I do not believe they are organised into 
ndicates, nor are they very professional," 
id a Malaysian security source. "They are 
well organised," agrees a Malaysian 
ipowner, one of whose ships had been 
acked in the past month, "but they are 
»ll-equipped." 

Most attacks involve small groups of 
en armed with long knives and real or 
«e hand-guns in high-speed boats. Their 
ief demand is for cash from the master's 
fe, watches, marine binoculars, portable 
lio equipment and cameras. Sometimes 
2 crews are tied up, and those who 
sist beaten or slashed with knives. In 
me instances petrol bombs have been 
ed. 





‘Zone of danger 





Curiously, one report speaks of men 
who were “well-groomed and spoke some 
English.” They also generally ask where 
the captain is from, and in at least one case, 
fled a ship commanded by an Indonesian. 
There are no reports of Indonesian-flagged 
ships being attacked. 

Malaysian and Singaporean shipowners 
suspect collusion between the pirates and 
some Indonesian officials — possibly cus- 
toms authorities. Diplomatic clarification 
from Jakarta has been sought by at least 
one Asean country over this matter. An- 
other suggestion is that employees at the 
maritime surveillance radar unit on Batam 
Island are passing information on shipping 
movements to the pirates. 


z For the time being shipowner 
E are being advised to tighten on 
È board security. But one shi € 

‘ pown 
complained of the added costs thi 
involved because of the extra crev 
required to stand watch durin; 
critical hours. 

Several shipping sources sais 
they are advising their ships to stee 
clear of areas where the pirates ar 
known to operate from. But thi 
causes delays of many hours arx 
does not always guarantee safety 
The radar that most ships carry i 
unable to detect the small woode 
or fibre-glass boats used by th 
pirates, and the attacks usually com. 
without any warning. 

The shipping industry wouk 
rather see some action taken by th: 
three governments who share thes 
waters: Malaysia, singapore and In 
donesia. My only request,” said one ship 
owner, "is for all three governments t 
come to a decision on surveillance of thy 


area." 


However, the scope for cooperation i 
limited. Neither Singapore nor Malaysii 
can do very much: they claim most of thi 
attacks occur in Indonesian territoria 
waters, where they have no jurisdiction 
The Indonesian naval base at Tanjunj 
Pinang on Bintan Island is reported to havı 
only two patrol boats policing the area, anc 

even these are too slow to catch the pirates 
who use 150-hp outboard motors on small 
shallow-draught boats. 

A local official on Batam argues tha 
while it is possible to patrol the area anc 
stop boats that are suspected of piracy 
proof is hard to come by. "The equipmen 
they use is simple — the sort any local fish 
erman would carry. They almost never try 
to sell their stolen goods here,” the officia 
said. Nonetheless, official sources say soma 
50 arrests have been made in the pas 
month. 

Long suggests the problem is not s 
much that the authorities are negligent o 
lax, but that "the pirates have become more 
sophisticated." 

Recent attacks involving petrol bomb: 
have raised the spectre of a ship with : 
flammable cargo catching fire and causing 
an environmental disaster. 

As the problem intensifies, Singapore 
fears that piracy may begin affecting the 
flow of traffic into its port, an importan 
source of revenue for the country. Already 


there have been some calls for shipping t 
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?remier squares off for fiscal policy battle 


ly Anthony Rowley in Tokyo 


ith the political battle over Ja- 
pan's role in UN peacekeeping 
operations now behind him, 
rime Minister Kiichi Miyazawa has an- 
ther fight on his hands — pushing 
hrough major fiscal stimulation of the na- 
ional economy against stiff opposition 
rom financial bureaucrats. 

Miyazawa's reputedly Keynesian incli- 
iations to increase public spending are be- 
ng bolstered by political expediency. His 
uling Liberal Democratic Party (LDP) faces 
ipper house elections on 26 July. Before 
hat looms a Group of Seven (G-7) summit 
vhich will stress Japan's international obli- 
rations on economic stimulation. 

The LDP may well push through à sup- 
lementary budget of around ¥5 trillion 
US$39 billion) by early July. This would 
all short of international expectations such 
is those fostered by LDP vice-chairman 
jhin Kanemaru, who in campaign 
ipeeches has hinted at extra spending of 
1p to Y7-8 trillion. 

US President George Bush was assured 
xy Kanemaru during a recent meeting in 
Nashington that Tokyo would bolster pub- 
ic spending in the current fiscal year. This, 
;lus the fact that (according to the OECD) 
apan is running the biggest budget sur- 
slus among leading industrialised coun- 
ries, is likely to increase G-7 pressure for 
l'okyo to be more generous. 

Except for Kanemaru — who has à 
'eputation for supporting public construc- 
ion spending — senior LDP figures such as 
the chairman of the party's policy research 
x»uncil, Yoshio Mori, have argued that Y5 
Tillion should be the upper limit for in- 
creased government spending in the year 
:o 31 March 1993. 

Although the LDP has swung round 
from its earlier position that the stockmar- 
ket holds the key to economic revival in 
lapan to regarding fiscal stimulation as the 
only way of avoiding recession, it appears 
anxious to avoid opening a wider debate 
on the government's finances. So too are 
opposition parties. This may partly reflect 
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rity reserves, which the OECD claims should 
be netted off against the national debt. 
They would also be consolidated within 
the national budget accounts if Japan fol- 
lowed IMF practice. 

This has been of largely academic inter- 
est up to now. But the Japanese economy 
is slowing sharply from the 5% real annual 
growth rates enjoyed during the boom of 
the late 1980s to 3.5% in fiscal 1991 and 
threatening to decline much more swiftly 
this year. Therefore, the need for contin- 
ued fiscal stimulus is growing. 

Supplementary spending packages are, 
part of a rolling budget process in Japan, 
but the last one of any significant size — 
Y5.9 trillion in fiscal 1987 when Miyazawa 
was finance minister — was accompanied 
by a protracted and deep monetary easing 
which seems unlikely to be repeated in the 
near future. 

Severe inflation in land and stock prices 
resulted from the easy money policy, and 
central bank (Bank of Japan) governor 
Yasushi Mieno is stub- 
bornly resisting political 
pressure from Kanemaru 
and others to cut official in- 
terest rates further. 

Unless Mieno is over- 
ruled or even removed pre- 
maturely from office — a 





tional pressure for generous governme 
spending is mounting. 

Private capital spending — which h 
accounted for about one fifth of GNP a! 
two thirds of GNP growth in recent ye: 
— is set to go into reverse with a 9% dr 
in manufacturing investment during t 
current fiscal year, according to the Min 
try of International Trade and Industry. 

The other major engine of Japanese es 
nomic growth — private consumpti 
which accounts for around 60% of GNP a 
20% of recent annual economic growth 
has also slowed sharply as the advei 
^wealth effect" of falling land and stc 
prices has taken its toll on consumer a 
business confidence. 

Despite the enormous strength of 
pan's balance of payments, the so-call 
external sector contributes only arou 
1096 of GNP on a net basis, so that the sco 
for relying on this for economic growth 
limited. A continuing trade surplus is 
any case attracting international critici: 
and demands for greater stimulation 
domestic demand. 

This shifts the emphasis squarely be 
onto fiscal policy. To fully compensate 
the slowdown in private capital spendi 
alone — which until recently was incre. 
ing by around ¥8 trillion a year — a st 
plementary budget of the order hinted 
by Kanemaru might be needed. 

Some Y2.5 trillion of the Y27 trillion e 
marked for central and local-governm« 
public works programmes in fiscal 1* 
has already been “front-loaded” into : 
first half of the year, in order to kick-st 
the economy. This leaves a hole in seco: 
half allocations which the government F 
hoped would be filled by a natural pick- 
in economic activity. 

This has failed to materialise. The 
lease on 12 June of the Bank of Japan's : 
est business-confidence survey show 
confidence had declined sharply in Ma: 
as manufacturing inventories continue 
mount and production to level off agai 
a background of stagnant final demand 

Although figures released by the c 
cial Economic Planning Agency on 16 Ju 
showed Japan's GNP to have increased 
1.1% in the first quarter 
calendar 1992 after a 0. 
decline in the final quai 
of 1991 — thereby avoid 
a technical "recessic 
which assumes two c 
secutive periods of ne 
tive growth — the i 
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on Komei Party appears to favour sup- 
ly-side measures like reducing taxes to get 
ie private economy moving again. 

An early supplementary package ap- 
ears inevitable. But the gamble will be 
ver whether or'hot it succeeds in produc- 
ig the needed spin-off effect on confidence 
! maintain momentum in fiscal 1993 and 
?yond. 

According to broker Russell Jones of 
BS Phillips & Drew in Tokyo, a Y5 trillion 
ackage would probably be financed 
rough the issue of Y2 trillion in central 
vernment "construction" bonds plus Y1 


trillion in local authority bonds and ¥2 tril- 
lion from the postal-savings system. 

But this spells trouble. Apart from the 
fact that Japan does have a high ratio of 
"gross" debt to GNP — because of heavy 
reliance on debt financing prior to the “fis- 
cal consolidation" programme of the 1980s 
— further issues of government bonds 
could put upward pressure on market in- 
terest rates at a time when even the central 
bank is trying to guide them lower. 

This could be avoided if social security 
surpluses which were accumulating at an 
average rate of more than Y10 trillion a year 


during the 1980s were employed to financ 
public works. 

These social security surpluses are dt 
signed to fund the state's obligations to a 
ageing population, and some critics charg 
that to use them for fiscal stimulatio 
would be tantamount to raiding the per 
sion fund of Japan Inc. Others, like Jone 
see it more as a case of dipping into tł 
piggy bank. Increased spending nov 
would generate more tax and social sect 
rity surpluses in coming years — just as 
did following Miyazawa's last big-spenc 
ing programme in 1987. 


CHINA 


Mortal state 


Death has claimed the first of 
China's so-called Eight Immor- 
tals, the uneasy coalition of octo- 
genarians that seized behind-the- 
scenes control after the 1989 
Tiananmen massacre. The de- 
mise of hardline ex-president Li 
Xiannian, 83, bodes an intensifi- 
cation of the struggle to succeed 
reformist "paramount leader" 
Deng Xiaoping, 87. 

Li, a Long March veteran and 
self-trained economist, rode out 
the 1966-76 Cultural Revolution 
relatively unscathed — partly by 
the expedient of criticising Deng, 
with whom he never saw eye-to- 
eye on economic liberalisation, even dur- 
ing the reformist 1980s. 

Mao-jacketed and austere, Li retained 
the central planning instincts and per- 
sonal mannerisms of an old-style com- 
missar throughout his career. As a re- 
sult, he was relegated to largely ceremo- 
nial positions in the Dengist era. He 
served as China's figure-head president 
in 1983-88, and then assumed the chair- 
manship of the rubber-stamp Chinese 
People's Political Consultative Commit- 
tee, the post he occupied at the time of 
his death. 

But he wielded influence out of pro- 
portion to his official functions, largely 
through his patronage network. In par- 
ticular, he cultivated the offspring of vet- 
eran cadres — the so-called “princelings” 
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Li in 1946 and recently: old-style commissar. 


provide cover for the combatants. And, 
if the landscape gets defoliated in com- 
ing months, the fighting could well heat 
up." 
Factional in-fighting looks set to in- 
crease in the run up to the communist 
party's 14th Congress later this year. 
Deng may use the meeting, probably his 
last, to enshrine his legacy of economic 
liberalism for years to come, and put in 
place his hand-picked successors to im- 
plement it. In a bid not to be left out in 
the cold, second-generation political 
leaders scrambled over each other in à 
bid to pay lip-service to Deng's reforms. 
Premier Li Peng, an old-school cen- 
tral planner, put himself in charge of a 
new cabinet "leading group" to promote 


mayor of Shanghai, will have day-to-day 
charge of the group. The more conserva- 
tive Zou recently visited Zhejiang in 
Shanghai's booming industrial hinter- 
land, where he endorsed the Dengist 
nostrum of faster growth rates 
for economically better-endowed 
ons. 

In addition, politburo public 
security chief Qiao Shi visited the 
neighbouring province of Jiangsu 
at about the same time, relaying 
a similar message. Even Central 
Standing Committee member 
Song Ping, one of the more con- 
servative “Immortals,” climbed 
on the reformist bandwagon with 
an appeal in the northwestern 
border province of Xinjiang to 
"further liberate thought" and 
speed up development. 

Despite these apparent efforts 
to spread the reformist message, 
China's official media has failed 
to publicise Deng's recent visits 
to a Peking steel works, a Tianjin ship- 
yard and a handful of ailing public en- 
terprises in China's northeast. 

In each case, Deng preached the twin 
gospel of greater management autonomy 
and faster growth rates for economically 
strong enterprises and regions. Although 
unmentioned in the local media, Deng's 
forays are much discussed on the politi- 
cal grapevine, and his remarks at the 
steel mill reportedly form the basis of the 
party's internally distributed Document 
No. 4. 

An analyst who claims to have seen 
the document reports that "on close 
reading, it is not necessarily a statement 
of strength by Deng. He seems to admit 
that his prescriptions can only be applied 
in pockets, implicitly conceding a lot of 
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Dam under fire 


Norld Bank report rekindles environmental row 


y Susumu Awanohara in Washington 
nd Rita Manchanda in New Delhi 


ne of the world’s biggest hydro- 
D electric and irrigation projects along 

the Narmada River in western In- 
ia, already under way for five years and 
artly financed by the World Bank, has 
een declared deeply flawed and unfit for 
ompletion without a fundamental rethink. 
his is the finding of an independent study 
ommissioned by the bank itself. 

How the bank will respond to the first- 
f-its-kind study is being watched closely 
- by those who fear the bank would press 
n with the project after taking token re- 
redial measures, by others who fear the 
tudy would set a precedent and jeopar- 
ise other World Bank-funded projects, 
nd by many groups in between the two 
xtremes. 

The Narmada Valley Project is part of a 
»ng-term scheme to harness the 1,300-km 
iver flowing from Madhya Pradesh state 
1 central India to Gujarat in the west. The 
ardar Sarovar dam is the first of several 
ams on the river and is expected to irri- 
ate 2 million ha of land in Gujarat, supply 
vater to towns and industry, and generate 
,200 MW of power. The estimated cost of 
he dam, power station and canals is 
J5$1.5 billion, of which the World Bank is 
'roviding US$450 million. 

The Narmada project has been fraught 
vith controversy ever since it was author- 
sed by a special tribunal in India in 1979. 
or those who have followed the project, 
ne 360-page study, released in Washing- 
on on 18 June, contained little new infor- 
aation. What was striking was the extent 
» which the study team, led by a former 
dministrator of the UN Development Pro- 
ramme, Bradford Morse, proved to be in- 
leed independent. 

Morse stopped short of calling for 
crapping the project. But he urged the 
ank to “take a step back,” halting work 
intil more adequate resettlement and re- 
iabilitation benefits could be ensured for 
ome 70,000 villagers who will be dis- 
laced or otherwise affected, and much 
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lier and found great hostility towards the 
project among villagers. Morse charged 
that the governments and the bank, an- 
xious to carry out the project, ignored their 
own standards of resettlement compensa- 
tion and environmental preservation. 

The Morse report pointed out, for in- 
stance, that the state governments in India 
did not recognise that tribal people had any 
legal claim to land they had been cultivat- 
ing for generations or using as commu- 
nally controlled grazing pastures. "At bot- 
tom, we discovered that the human and 
environmental concerns have been subor- 
dinated frequently to the engineering and 
construction demands, which led to very 
severe problems," Morse said. 

Environmental and human-rights 
groups generally welcomed the independ- 
ent study, though many doubted that the 
World Bank and New Delhi would now 
take fundamental corrective measures be- 
fore proceeding with the project. Such is 


together organised international oppositi 
to the project, insisted that the Narma: 
project should be abandoned entirely. Bt 
abandoning the project appears to be o 
of the question since so much money h 
been sunk into it and tht prestige of t 
World Bank and the Indian Government 
at stake. Instead, some Indian officials ha 
chosen to damn the Morse report. 

Babubhai Patel, Gujarat state's develo 
ment minister, charged that the report w 
prejudiced and had not adopted a “fi 
approach." Patel said the report had r 
gone into the famine conditions in parts 
his state which would be alleviated by t 
Narmada project. 

There was also no dearth of critics 
the World Bank's approach to massi 
dam projects worldwide. Smitu Kothari, . 
anti-Narmada project activist from Ind 
suggested that the "centralised and seci 
tive" bank was structurally ill-equipped 
remedy the adverse effects of its ov 
projects. Nevertheless, he said, the ba: 
should try harder — by insisting c 
among other things, independent reviey 
of planned projects and the "informed cc 
sent" of affected parties. Kothari said inc 
pendent reviews were urgently needed 1 
the World Bank's other water projects 
India, Indonesia and Thailand. 

A World Bank official said private 
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the distrust between these groups and In- 
dian officials. 

The human-rights group Asia Watch, 
which has monitored official use of intimi- 
dation and naked force against opponents 
of the project, warned that construction is 
likely to continue with increasing resort to 
force to silence the opposition. That it was 
business as usual was highlighted by 
Madhav Chitale, the top bureaucrat in the 
Water Resources Ministry. Chitale insisted 
that work on the project was progressing 
“satisfactorily” and the rehabilitation pro- 
gramme was “ahead of schedule.” 

Shukla said that the Gujarat state gov- 
ernment had assured him that, in respect 
of the displaced people, an autonomous 
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that the study appeared to be “a cost-c 
analysis, not a cost-benefit analysis” a 
hoped that it would not strengthen t 
hand of those who argue that “all dai 
are automatically wrong.” 

The World Bank is taking the stu 
seriously but wants to proceed with t 
projects. Bank president Lewis Preston s 
in a statement: "It is clear that performar 
[of the bank and the borrower] . . . F 
fallen short . . . The independent revi« 
provides extensive documentation and, 
some cases, a fresh perspective . . ." ] 
added, however, that the bank continu 
to support the project and that further cc 
struction should come after it is “adjust 


to whatever extent is required." 
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Straight talk 


3ritain toughens stance on colonys future 


y y Stacy Mosher in Hongkong 
T ensions between Britain and China 





over Hongkong reached a new peak 

on 19 June, when the British Gov- 
mment called in China's ambassador in 
ondon to receive a verbal protest about 
'hat it sees as Chinese interference in the 
;lony's internal affairs. 

Britain's objection to a Chinese “warn- 
ig” about appointments to the colony's 
xecutive Council (Exco), or de facto cabi- 
et, is the strongest indication yet that 
ondon has taken a new stance in its 
longkong policy. The move came less 
yan à month before the arrival of the 
lony’s new governor, Chris Patten, but 
ie sudden increase in tension appears to 
2 only obliquely related to the change of 
overnor. 

What is curious about the current situa- 
on is the way Chinese unhappiness about 
ritain's handling of plans to build a new 
'ongkong airport at Chek Lap Kok has 
2come interwined with political issues to 
'eate a web of misunderstanding and sus- 
icion between the two governments. 

Peking's long-standing reservations 
ver the airport costs came to a head early 
ı May, when the Hongkong Government 
inted that China was not fulfilling its re- 
;»onsibility to expeditiously approve 
Jdget proposals on the project. 

According to the Sino-British Memo- 
indum of Understanding on the new air- 
ort, signed less than a year ago, Chinese 
ficials agreed to approve the Hongkong 
overnment's financial proposals within a 
ionth of being presented with them. But 
ie Chinese side has claimed that the most 
cent batch of figures is incomplete, espe- 
ally in the light of alleged cost escalations. 

Prime ministers Li Peng and John Ma- 
r met on 13 June in Rio de Janeiro while 
oth were attending the Earth Summit, and 
'reed to arrange urgent high-level talks 
ver the dispute. Neither the participants 
or the date of the talks have yet been de- 
ded. 

Friction over the costs of the airport co- 
cided with speculation over the Un sie? 
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than his predecessors from the diplomatic 
service. The loss of appeasement-minded 
foreign policymakers, such as Sir Percy 
Craddock and Sir Geoffrey Howe, has also 
set off alarms in Peking. 

The diplomatic conflict escalated rap- 
idly following a meeting in Peking of the 
Sino-British Joint Liaison Group (LG) in 
mid-June. At the end of the session on 18 
June, the leader of the Chinese team, Guo 
Fengmin, publicly criticised both the 
Hongkong Government's handling of fi- 
nancial arrangements for the airport and 
Britain's alleged plans to appoint members 
of the United Democrats of Hong Kong 
(UDHK) to Exco. 

Although Peking con- 
siders the UDHK a subver- 
sive group, party leaders 
Martin Lee and Szeto Wah 
are believed to be contend- 
ers for appointment after 
Patten takes office. 

Guo insisted that Peking 
should be consulted on 
Exco appointments as part 
of the "closer cooperation" 
between Britain and China 
during the latter half of the 
transition period stipulated 
in the Sino-British Joint 
Declaration. Hongkong's 
out-going governor, Lord 
Wilson, who has previ- 
ously been criticised as being "soft" toward 
Peking, delivered an unexpectedly sharp 
rebuttal. Wilson said Exco appointments 
are a matter for the Hongkong governor 
alone. 

The next day, Alastair Goodlad, Bri- 
tain's newly appointed minister responsi- 
ble for Hongkong, summoned China's 
ambassador to Britain, Ma Yuzhen, to is- 
sue a strong protest over Guo's statement. 
Goodlad said Guo's comments were in- 
consistent with the Joint Declaration stipu- 
lation that the JLG should not play a role in 
the colony's administration. 

Local political analysts see Britain's 
move as unprecedented since London and 
Peking began discussions over Hong- 
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Wilson: sharp rebuttal. 


Party has backed the government's hard 
line, with the party's spokesman « 
Hongkong, George Foulkes, saying: "TI 
British Government needs to stand vei 
firm, otherwise they might as well har 
over Hongkong now." 

It remains to be seen how Peking w 
respond to the diplomatic warning, thoug 
the critical factor will be Britain's stance c 
the airport. In the past, London has place 
priority on having the airport in operatic 
before Hongkong reverts to Chinese sove 
eignty in 1997, Britain's concern with tin 
ing has enabled Peking to exert politic 
leverage -by threatening not to approx 
funding arrangements. 

But Peking has also made clear that 

wants the project to go through withoi 
undue delay. If Britain decides to forgo tl 
honour of cutting the ribbon on the ai 
port, China will be left with responsibilit 
for ensuring the mammoth project's su 
cess, and will lose its trump card in th 
game for political control. 
As the two sovereig 
* governments throw fac 
$ saving measures to th 
2 wind, local politicians hay 
been trying to milk wha 
ever benefit they can fro 
the conflict. A trip to Lor 
don in mid-May by leade; 
of the UDHK fuelled the d: 
bate on political refor) 
through what was widel 
perceived as a favourab 
reception by Major. Goot 
lad visited the colon 
shortly afterwards, wher 
he sparked a barrage « 
criticism by suggestin 
amendments could t 
made to the Basic Lav 
Hongkong's post-1997 constitution. 

Apart from the UDHK, the Cooperatix 
Resources Centre (CRC) — the colony 
main conservative political group — and 
new left-wing party, the Democratic All 
ance for the Betterment of Hong Kon 
(DABHK), have entered the fray on both th 
airport and democratisation issues. Men 
bers of both the CRC and the DABHK decrie 
Goodlad's remarks on the Basic Law. 

On the airport issue, conservative an 
pro-Peking politicians have been highl 
critical of the British Government's pos 
tion. In early June, CRC members visite 
Peking, with what seemed to be the dot 
ble objective of passing on their concern 
over the airport and consolidating the! 
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vort blues 


3overnment fights myth of spiralling costs 


y Michael Westlake i in Hongkong 


hinese officials and Hongkong peo- 
ple who find the past few weeks' 
welter of information about new air- 
ort and other infrastructure costs confus- 
1g could be forgiven to some extent. The 
resentation of the facts by the Hongkong 
iovernment has at times seemed reluctant, 
nd only recently has enough detail been 
leased to clarify the picture. 

Having said that, given the high- -level 
anking and financial advice available 
rithin Chinese institutions, it is difficult to 
void the conclusion that at least part of 
Ye Chinese officials' apparent ignorance of 
1e effects of inflation is wilful — for politi- 
al reasons. 

And the Hongkong Government has 
ot helped its image by what looks like an 
ttempt to gouge cash from air- 
ort-related businesses to help 
) pre-fund new airport costs. 

Government and Provi- 
onal Airport Authority (PAA) 
pokesmen are adamant that 
stimates given last year for the 
ost of 10 airport or related 
core" projects were as close as 
ould be expected, given that 
etailed planning had not then 
een done. The result was an 
stimated capital cost for the 
irport alone of HK$44.8 billion 
J5$5.74 billion), and for all 10 
rojects — most of which were 
ue to happen regardless of the 
irport — of HK$98.6 billion, 
oth denominated in March 1991 dollars. 
In early April, with the Chek Lap Kok 
irport master plan completed and other 
rojects' costs further refined, the govern- 
ient published new estimates which 
howed an apparent increase of 13.8% in 
1e cost the 10 core projects (HK$115.12 
illion in March 1991 dollars). This was 
wer reduced to HK$1122 billion because 
f “double counting" of some project ele- 
vents under different headings. 

: The largest individual increase was for 


je airport railway, which apparently 
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culating in the media, with local politicians 
of all stripes jumping on the bandwagon to 
express concern to their constituents. Chi- 
nese officials began wagging fingers about 
cost "overruns," and called for better su- 
pervision of the projects. 

On 30 April, new government figures 
for the airport alone were drawn up for 
presentation to an Asian Development 
Bank (ADB) conference in Hongkong in 
early May. These showed a rise in airport 
costs of 3.3% to HK$46.3 billion in March 
1991 dollars. A parallel PAA paper for ADB 
delegates gave the cost to the PAA's succes- 
sor, the future Airport Authority, as 
HK$38.2 billion in March 1991 dollars. This 
figure excludes government and tenant fa- 
cilities which will be paid for separately. 

The PAA paper also included an esti- 
mate for the cost of the airport in 1997 dol- 
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lars, or “money of the day." The 1997 dol- 
lar figure, HK$55.4 billion, caused no sur- 
prise to bankers. But the media, apparently 
unfamiliar with the term “money of the 
day," depicted the inflation-corrected fig- 
ure as a "surge" in costs. 

The government had been issuing its 
revised costs and forward 1997 dollar esti- 
mates to Chinese officials as they became 
available, in the hope that delegates to the 
ADB meeting could be presented with Chi- 
na's approval of the project. 

Instead, China prevaricated, and ex- 
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ws, showing Chi 
robust business 
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rising to HK$22 7 billion à year in 2010. 

The government is to inject HK$13.6 b 
lion in equity into the Airport Authoril 
which will also take on loans of HK$2: 
billion — both figures in March 1991 d« 
lars. In 1994 the equity injection stops - 
totalling HK$16.6 billion in money of t 
day — and the loans begin to be drav 
down. 

Repayment of the loans is set to beg 
in 1998, finishing in 2005 at a total 
HK$37 billion in money of the day. T. 
airport is thus intended to be debt-fr 
eight years after opening, based on wh 
the PAA and its bankers say are very co 
servative estimates of air-traffic growt 
The figures show dividends starting 
2005 and accumulating to HK$56 billis 
by 2010 on an investment of taxpayel 
money of HK$16.6 billion — both figus 
in money of the day. 

With the release of the new airport cas 
flow estimates, media coverage of the a 
port itself became more positive. But t 
government is still having tro 
ble with China with regard 
an extra HK$5.9 billion 
"callable equity" for the PAA, 
sum designed to protect agair 
cost overruns during the ne 
airport's construction. 

China persists in describii 
this sum as debt. PAA spoke 
men point out that this is n 
intended to be used, and is n 
even money set aside. Rather 
is a form of insurance for ler 
ers, and in any case it will i 
longer be needed when the a 
port opens. 

The government has al 
had problems with allegatic 
of favouritism in the award of contracts f 
the 10 projects. Claims that British consu 
ants and contractors have been favour 
have fed China's suspicions that Britain 
determined to raid Hongkong's resourc 
before the 1997 handover. 

Figures provided by the governme 
show that as of 20 June, of 40 consultanci 
awarded, 14 had gone to Hongkong coi 
panies of British origin, seven to Briti 
firms, five to US concerns with the re 
scattered among Hongkong, Japane: 
Dutch and multinational groupings. Al: 
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n unresolved tussle over a tiny is is- 

land and a series of incidents, in- 
A cluding the detention of Singapore 
shermen by Malaysian authorities, have 
rained bilateral relations between the two 
eighbours to a degree not seen for many 
ears. Aggravating the tension, and add- 
ig a personal edge to it, has been a row at 
polo tournament involving the brother of 
1e sultan of Johor, the Malaysian state im- 
vediately to the north of Singapore. 

Singapore was part of Malaysia until it 
rent its own way in 1965, and periodic 
Ónsions between the two countries are not 
ncommon. What distinguishes t the latest 
»w from those of the past is that it is being 
onducted in a very public manner and 
rith wide coverage in the media. 

Some observers in Singapore attribute 
re recent flare-up and the open id in 
rhich it is being conducted to a 
esire on the part of Malaysia 
) test the new leadership of 
ingapore's Prime Minister 
oh Chok Tong. 

Others, in Malaysia, say that 
1e new twist in bilateral rela- 
ons is due to Singapore's un- 
nllingness to accept a small- 
rother role in their relations 
nd an attempt by it to flex its 
uscles. 

The top leaders of both 
ountries have made some ap- 
eals for calm. But they have 
een neither sustained nor 
rong and, in any case, do not 
em to have prevented even cabinet mem- 
ers from both sides from appealing for 
ugh action. Since both countries control 
reir domestic media tightly, many obser- 
ers feel that the leadership of both coun- 
ies are at least condoning the wide and 
onfrontational coverage that the events 
re getting. 

Singapore went to the extent of deliver- 
ig a formal diplomatic protest to Malay- 
a on 8 June over the arrest of seven Sin- 
apore fishermen who allegedly trespassed 
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the customary leniency extended to bona 
fide fishermen who strayed across borders, 
warned that it too might be forced to act 
against Malaysian fishermen caught in Sin- 
gapore waters. The Malaysian media, 
meanwhile, have been reporting that Sin- 
gapore’s authorities have also been harass- 
ing Malaysian fishermen, a claim which 
has been denied. 

Malaysia’s Deputy Foreign Affairs Min- 
ister Abdullah Fadzil Che Wan is reported 
to have said that incidents of fishermen 
being detained for border violations are 
routine and that he was surprised that Sin- 
gapore was “so worked up” over the inci- 
dent. 

Part of the reason for that may lie on a 
rock called Pedra Branca by Singapore and 
Batu Putih White Rock Island by Malaysia. 
It is about 55 km northeast of Singapore 
and houses the Horsburgh lighthouse as 
well as a radar station. It has been admin- 
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istered, according to the Singapore authori- 
ties, from Singapore for 150 years and is so 
tiny that most atlases do not show it. 

Both countries have agreed in principle 
to settle the dispute through diplomatic 
channels and the exchange of documents, 
but the negotiations have dragged over the 
past 10 years. 

This has provided an opportunity for 
Malaysia's opposition Parti Islam (Pas) to 
score points at the expense of the ruling 
National Front government. Pas says the 
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form of a prince in a private helicopter. | j 
an incident that was not reported by tl 
Singapore or Malaysian media, the fohi 
sultan's brother made a surprise and ill 
gal landing in April in Singapore 
Thomson Road polo grounds during 
tournament. Singapore police were said : 
have detained him brietly and told him n 
to do it again. 

Sources say that the sultan himself hi 
on à few previous occasions been allow« 
to land his helicopter in Singapore's pa 
grounds, but that Singapore authoritii 
were not prepared to tolerate this by oth 
members of the Johor royal family. No 
mally, small civilian aircraft in PANE 
are required to land at Seletar airfield. . 

Singapore has hitherto been careful n 
to offend the Johor royal family, who: 
members maintain close personal ties wit 
powerful Singapore politicians and form 
cabinet members, such as E. W. Barker ar 
Lee Kuan Yew, the former prime minist 
and current senior minister. The Joh 
royal family also owns large tracts of lan 
in Singapore. 

In seeking to reconcile these oppose 
strands in the Singapore-Malaysia relatio: 
ship, some observers link the treatmei 
meted out to the arrested fishermen to th 
reception the sultan's brother receive 
when he landed in the po’ 
ground. Significantly, it wi 
marine police from Johor ar 
not the Malaysian navy whic 
arrested the Singapore fishe 
men. 

Military relations betwies 
Malaysia and Singapore ai 
also ambivalent. At one leve 
Malaysian authorities haver 
newed calls for Singapore 
military aircraft to stay awe 
from Malaysian air spa 
something that will be diffi 
to do given that the two cou! 
tries are separated by a ve 
narrow strait. 

On the other hand, the first militas 
exercises involving the two countries' à 
mies were concluded in peninsular Mala’ 
sia last month. And, as part of the histo 
cal legacy from the days when the tw 
countries were one, Malaysia still mai; 
tains a 72 ha naval base in the Woodlanc 
area of Singapore. 

Furthermore, the economic future of 
hor is becoming increasingly entwine 
with its southern neighbour. One symb 
of this inter-dependence i is the planned se 
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ost Muslims are impressed by 
the irony of the West's current 
concern with "Islamic funda- 
EL. mentalism" given that, for the 
reater Se of the Cold War, Islam was 
erceived as a faithful Western ally shar- 
ig an aversion to "godless" communism. 
or the West the issue today is not Islam 
self but its political expression, which 
»presents interests that diverge from those 
t the West. 

. This divergence became clear after the 
ictober 1973 Arab-Israeli war, when the 
rabs used oil as a political weapon 
rainst their patrons in the West. The Is- 
mic revolution in Iran, which removed a 
ro-Western despot during a popular re- 
olt inspired by Islam, accentuated the 
asm. And last year's Gulf War pitted 
opular Islam — in the shape of the Mus- 
m masses from Morocco to Malaysia who 
ded with Saddam Hussein — against the 
stablishment Islam of the regimes which 
acked the US-led coalition. 

Some recent events affecting the Mus- 
m world highlight the problems: 

» Manfred Worner, Nato's secretary-gen- 
‘al met Alexei II, the patriarch of the Rus- 
an Orthodox Church, during a late Feb- 
lary visit to Moscow. At the meeting 
forner warned that “Islamic fundamen- 
lists are increasingly strong in Central 
Sia" and this development “does not 
ieet the interests of Nato." The warning 
ras in sharp contrast to the welcome ac- 
xded. to the revival of Christianity in 
astern Europe and Russia. 

-To establish a direct bridgehead in Cen- 
al Asia, US Secretary of State James Baker 
ished there in mid-February at a time 
then five of the six Central Asian repub- 
cs were joining the Economic Coopera- 
on Organisation founded by Pakistan, 
‘an and Turkey. The US also applied 
ibtle pressure on these republics to switch 
‘om their Cyrillic script to the Latin one, 
istead of the Arabic alphabet used in most 
fuslim countries. 

* The West pushed for UN sanctions 
gainst Libya for its alleged involvement 





t the 1988 bombing of an airliner which 
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West acquiesced. In contrast, the West's 
continued support for Saudi King Fahd 
despite his refusal to allow free elections in 
the kingdom underlines the West's prefer- 
ence for authoritarian regimes over popu- 
larly elected Islamic democracy. 

P While the West has shown an eagerness 
to recognise Slovenia and Croatia, which 
have emerged out of balkanised Yugosla- 
via, there is a strange reluctance to accord 
similar recognition to Bosnia, which has a 
Muslim majority and a Muslim as the 
elected president. 

These events show that the West applies 
different standards to Muslim and non- 
Muslim countries in the areas of religion, 
democracy, military power, terrorism and 
human rights. So-called 
Islamic fundamentalism 
has replaced commu- 
nism as the West's bug- 
bear. The basis for a new 
Cold War between the . 
West and Islam is being _ 
laid. 

After the collapse of 
communism, Russia and 
Eastern Europe have 
been given a new iden- 
tity that places them 
squarely as integral com- 
ponents of the Christian, 
Western civilisation. 
Conversely, the Muslim 
world which is going 
through a cultural and 
political reassertion is 
seen as a new threat that 
evokes some of the 
negativism rooted in 
Christianity's encounters 
with Islam dating back to 
the Crusades. 

The recent Islamic re- 
assertion, begun in Iran 
in 1979, is quite normal 
and should not be a 
cause for concern in the 
West. Events in Iran, and later in Afghani- 
stan, served to restore Islamic self-confi- 
dence since both countries, in their own 
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broad areas. Politically, Islam represer 
the forces challenging an inequitable stati 
quo which is propped up either by secul 
clones of the West or by backward mone 
chies based on corruption and coercion. 

In the field of culture, symbols of : 
international Islamic identity are emergir 
which distinguish between modernisatio 
which Muslims eagerly accept, and We: 
ernisation, which Muslims reject. For Mu 
lims worldwide, the mosque has becon 
the prime point of assertive identity. 

Third, in foreign affairs, the Islam 
spirit finds expression in the assertion of 
sovereignty based on control over natur 
resources, the struggle for liberation of c 
cupied territories (Central Asia, Kashm 
Palestine, Afghanista 
Eritrea) and the desire 
seek matching milita: 
power (Pakistan vs Indi 
Syria vs Israel). While tl 
West routinely accep 
these basic impulses - 
non-Muslim countries, 
totally denies them to 1 
lamic nations. Eve 
“moderate” Muslims a 
treated with suspicio 
Turkey is a notable e 
ample. Despite its mer 
bership of Nato and : 
desire to ape the We: 
Turkey, in the Weste 
perception, seems bare 
to have moved beyor 
its "barbarian" imag 
since it is neither whi 
nor Christian. 

Turkey’s failure to ! 
accepted into the Eur 
pean family is rooted 
religion and history. F 
instance, in 1683, whe 
the armies of Christi: 
Austria stopped the mi 
tary might of Musli 
Turkey at the gates 
Vienna, Viennese bakers celebrated the d 
feat of the “infidels” by baking tl 
croissant - — — shaped like the crescent, d 
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Streets of fire 


Iroan violence invites more army intervention 


' Salamat Ali in Islamabad 


s the Pakistani army attempts to 

cope with lawlessness in the rural 

areas of Sindh, gun battles in the 
‘eets of Karachi are forcing it to extend 
; intervention to provincial cities and 
wns. On 19 June, armed factions of the 
uhajir Qaumi Movement (MOM), a politi- 
| party started by immigrants from In- 
a, clashed in Karachi leaving eight peo- 
e dead and 10 seriously injured. 

In the murky patchwork of domestic 
JMitics, where parties, ethnic groups and 
ral-urban interests are constantly at log- 
rheads, an extended troop deployment 
the cities of Sindh is likely to be seen as 
i attempt to demonstrate that the federal 
ithorities are being even-handed. 

Armed terrorism is common to both 
ral and urban areas of the province: the 
ndhi-speaking peasantry 
terrorised by kidnappers 
id robbers; the mainly 
rdu-speaking muhajirs 
ügrants) in the cities are 

the mercy of car 
iatchers, bank robbers 
id protection racketeers. 

However, while ethnic 
ndhis are largely sym- 
ithetic to the opposition 
ikistan People's Party 
PP), the mainly muhajir 
ban dwellers have 
icked the MQM, which 
pports the ruling coali- 
m in Islamabad. When 
e army crackdown began 
ere were widespread misgivings among 
ndhis that Islamabad's deployment of 
ops was aimed at wiping out the rural 
position. 

By extending the crackdown to the cit- 
; the federal government may have less- 
ed these fears but it also runs a definite 
litical risk. The move may alienate the 
JM, whose legislative support is essential 
the survival of the province's pro-fed- 
al ruling coalition government. Army in- 
rvention also runs the risk of causing 
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hussein: stranglehold. 


provincial legislators, who openly attacked 
Hussein last year, had to flee Karachi and 
seek shelter with the federal authorities. 
Soon afterwards, Hussein used the resig- 
nation letters signed by the two to oust 
them from the provincial assembly. 

This led to armed clashes in Karachi 
and Hyderabad last year between dissi- 
dents and their rivals, but Hussein man- 
aged to retain his stranglehold over the 
party. According to the dissidents, Hussein 
had formed the MOM in the mid-1980s at 
the behest of Pakistan's then military ruler, 
general Zia-ul Hug, who was facing a 
strong Sindhi agitation led by the PPP. 

Dissident violence resurfaced on 19 
June when Hussein's opponents attack- 
ed MOM offices in Karachi. The clashes 
left eight dead, five of them Hussein's 
men, and the battle for the control of 
Karachi's slums began. 

Soon after the clashes in 
Karachi, dissident leaders 
demanded the dissolution 
of the Sindh assembly and 
a guarantee of “impartial- 
ity” in army operations. 
Two other MOM legislators 
said they had warned the 
speaker of the assembly 
that he should disregard 
any resignation letters sent 
to him under their signa- 
tures. 

Meanwhile, Hussein is- 
sued a statement from Lon- 
don, where he has been un- 
dergoing medical treatment 
for the past three months, 
alleging that criminals had attacked his Ka- 
rachi offices in the presence of police and 
other law enforcement agencies. He argued 
that this was part of a conspiracy to elimi- 
nate his MOM as a political force. 

Despite the political confusion in Sindh, 
Islamabad is unlikely to accept the grow- 
ing demand for fresh elections in the pro- 
vince. A more likely scenario is the sus- 
pension of the Sindh assembly, dismissal 
of the Sindh government and replacement 
of the governor with an interim adminis- 
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ShangriLa's 


Golden Sands Resort 


PENANG, MALAYSIA 


provides 
executive 
travellers 
with 
sustenance 
and 
substance 


As one of Asia's leading hotels, 
Shangri-La's Golden Sands Resort 
understands that the frequent 
business traveller needs to keep 
in touch with what's going on in 
the Asian region. 

That's why it provides executive 
guests with the most 
authoritative publication 
on Asia. The 
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Traveller s Tales ! 


eking is beautiful. So is Tianan- 

men Square. This traveller does 

not share the views of those who 

criticise Peking for being sur- 
ounded by faceless apartment blocks and 
ts squares being bare of trees. 

Such criticism is based on an aesthetic 
'^hilosophy that regards the leafy suburbs 
n which many of us now live as the urban 
deal and the glass and chrome shopping 
nalls with potted plants that we shop in as 
he most advanced expression of urban 
ivilisation. Peking, the current capital of 
he oldest civilisation in the world, de- 
erves to be judged through a longer his- 
orical prism. 

Peking is a kind of heroic urbanism, de- 
‘oid of trees or other aspects associated 
vith the countryside, and devoted to con- 
regating people in one point rather than 
eparating them in houses surrounded by 
awns. It is the urban expression of an 
grarian civilisation where most of the peo- 
‘le were and still are peasants. 

Such architectural traditions are not un- 
own in the western tradition either. The 
iazza San Marco in Venice is void of trees. 
similarly the Piazza del Campo in Siena is 
ull of bricks and is rightly considered to 
ve exquisitely beautiful. Nearer to our 
ime, Manhattan, which Sartre once char- 
icterised as the greatest monument man 
yas built for himself, is another example of 
Yeroic urbanism, its man-made Central 
"ark being only a small part of its elevat- 
ng and ethereal beauty despite its concrete 
itructures. 

In a similar fashion, the sprawling for- 
dden city surrounded by stone moats 
ind Tiananmen Square without a blade of 
rass, the surrounding walls painted in 
lull ochre, seem fitting for a city from 
vhich more than 1 billion people are ruled. 
iven the mediocre and new neo-classical 
irchitecture of the Great Hall of the People 
'vokes a sense of an imperial city of an- 
jent vintage, which few of the modern 
ind more comfortable cities of Asia can 
'onvey. 

It is fashionable to point out that the 
supposedly socialist rulers of this vast 
‘ountry live just like the emperors of the 
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Zhongnanhai is the new Forbidden City, 
where the leaders of the Communist Party 
of China and many of the important cen- 
tral government organs are headquartered. 
It is now closed to people not on official 
businesses. 

I was fortunate enough to be one of the 
journalists invited to a formal meeting be- 
tween Premier Li Peng and the Secretary 
General of the UN, Boutros Boutros-Ghali, 
in Zhongnanhai. We drove through a 
wooded road and came to a hall at the 
edge of a lake with trees, birds and porce- 
lain benches. We saw Li, all spruced up 
and sitting in one of those sofas with lace 
cloth that seem to figure in all the high 
level Chinese meetings. 

It struck me that while it may be possi- 
ble to rule the British Isles, a compact in- 
dustrialised island nation, from behind the 
black wooden door in 10 Downing Street, 
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Forbidden City entrance: heroic urbanism. 


to rule a vast country you need grander 
buildings. Even the British seem to have 
realised this. 

That is why they built New Delhi, with 
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grand and forbidden — just as Bo: 
Yeltsin, a communist transformed into 
democrat, seems to have gotten used 
ruling Russia from the Kremlin. 

The mandatory banquet in the Gre 
Hall was disappointing in terms of fo 
but the “cultural” programme was authe 
tic. That is, it reflected the contradictio 
that prevail in contemporary China, ratł 
than being an aesthetically pleasing expe 
ence that was divorced from the tensio 
of the surrounding society. 

The programme was a melange 
everything from extracts of a monkey ki 
act from a Chinese opera, an act by ch 
contortionists and even a lady in a sequ 
dress with long slits presenting a medio 
night club act. Not subtle, but it reflect 
more accurately some of the forces oper 
ing in the society that produced it th 
might have an exquisite performance fr 
the past. That would have thrilled the pt 
ists. It would also have been a lie. 

So much of the modern commenta 
about northern China, at least in the ge 
eral English-language press, is about px 
tics and the prospects for liberalisation. E 
along with the aesthetic issues, a first-tij 
visitor to the city is struck by the relati 
affluence of China compared with otl 
developing countries, despite the gove 
ment having to feed and clothe more p: 
ple than anyone else in the world. 

In the Ritan Park section, it is a co 
mon sight to see people from Easte 
Europe, the Poles in particular, walki 
around with huge bags about four feet lc 
and buying all the cheap garments a 
consumer goods that they can lay th 
hands on. 

The Chinese, who used to see Easte 
European countries as more advanc 
nations, now look at the citizens of the 
more industrialised countries coming 
buy basic items no longer available in th 
countries. 

If I were Chinese, it would not be r 
ticularly hard to persuade me tl 
"gradual" is better than the "shoc 
therapy that countries such as Poland he 
gone through. 

All this is not to justify all the injusti 
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Good morning, Asia 


US debates pains and gains of new radio service 


y Susumu Awanohara in New York 
1d Boston 


he mere prospect of creating Ra- 

dio Free Asia is causing static. 

And if its proposed mix of news 

and opinion hits the airwaves 
TOSS Asia there will probably be a lot 
ore. In a pointed coincidence, on 4 June, 
ie third anniversary of the Tiananmen 
juare massacre, the US commission 
udying the idea scotched its trip to China 
lanned for late June to protest the condi- 
ms placed on the group by the Chinese 
overnment. 

The Chinese, of course, are hardly en- 
iusiastic about the scheme to create 
"surrogate" radio. That is hardly 
irprising, considering its goal is “to 
roduce what freedom of expression 
ould yield in a repressed nation 
here citizens are denied informa- 
on," says commission member Ben 
lattenberg of the conservative 
tink-tank, American Enterprise In- 
itute. Wattenberg, an open advo- 
ite of the plan, says surrogate radio 
ill include not just news but opin- 
n, culture and views of history that 
‘e suppressed. Inevitably, he adds, 

will be considered intrusive and 
lversarial by the powers-that-be in 
ie targeted regimes. 

China is off the itinerary, but the 
I-member Commission on Broad- 
isting to Asia, appointed by Presi- 
ent Bush and Congressional lead- 
's to look at the feasibility and im- 
lications of establishing Radio Free 
sia, still plan to visit Taiwan, 
iongkong, Thailand and perhaps 
duth Korea in small groups to accomplish 
s mission by September. 

From a series of hearings held in the US 
is clear that the debate over creating sur- 
gate radio for Asia is a complex and in- 
diary one. The debate reflects and is 
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Ben Wattenberg: stars, stripes and static. 


fused to recognise the commission. Zhu 
said China would receive commission 
members as individual guests of the US 
Embassy in Peking, provided they refrain 
from actions “incompatible with their sta- 
tus,” and if one commission member, 
China scholar Steven Mosher, who has 
been blacklisted by Peking, would not ap- 
ply. Commission chairman John Hughes, a 
former reporter and Voice of America 
(VOA) director, called these conditions un- 
acceptable. 

But the debate over Radio Free Asia at 
the moment primarily concerns the role of 
the US in Asia. Even as domestic economic 
and social problems are making many 
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Americans look inward, others — old Cold 
Warriors on the Right and the liberals 
championing human rights on the Left — 
are savouring the recent triumph of the 
West over communism in Europe and ad- 
vocating total, global victory. 


dreds of millions of oppressed people i 
the Far East." 

But the US administration, and Pres 
dent George Bush, feel that a surrogate ré 
dio for Asia would be counter-productivs 
even though their stated aim is to pus 
democracy and human rights in Asia 
Opinion is also likely to be sharply divide 
on the "consumer" (recipient) side. Diss 
dents in Asian communist countries (an 
their emigre representatives in the US) ma 
crave surrogate broadcasting to topple op 
pressive regimes, but, along the way, man 
ordinary citizens may react negatively to 
as offending their sense of national pride 

On 4 June, for instance, Yang Ge, th 
exiled former editor of a Pekin 
magazine, told the Hughes' com 
mission that she welcomed the ide 
of Radio Free Asia. Recalling how 
Tiananmen demonstrators - 
“good people acting peacefully an 
responsibly” — were branded a 
“turmoil elements,” Yang told th 
commission: “The purpose of jou: 
nalism in China is not reporting th 
facts but spreading falsehood.” 

The next day, the commissio 
was in Boston and invited, amon 
others, a scholar opposed to seng 
ing surrogate radio to Vietnam - 
an atypical view, for Vietnamess 
Americans. Such a venture, she sai« 
implied that there were no othe 
means to inform the Vietnames 
people of the facts, which she doub 
ed. But even if it were the case, i! 
sisting on an accurate surrogal 
radio would threaten the safety « 
sources inside Vietnam. She belie 
ed that ordinary Vietnamese are n« 
interested in what foreigners and emigre 
think about their domestic affairs. But 
surrogate radio began to broadcast to Vie 
nam, she added, it might sow discontet 
and induce more Vietnamese to flee the 
country at a time when the West is shov 
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ładio Free Europe and Radio Liberty 
ihould not be scaled back, as some had 
»roposed, but should serve loyal listeners’ 
ew needs. Then it proposed the establish- 
nent of a Radio Free Asia for China, North 
Corea and Indochina (some added Burma). 
jut a significant minority of the task force 
irgued that it would be wiser — economi- 
ally and strategically — to expand exist- 
ng VOA radio services instead. 

Despite White House reluctance, Con- 
;ress set up the Radio Free Asia commis- 
ion and has held hearings in several US 
ities. Some members of the commission 
learly support the idea, while a few, in- 
luding the only ethnic Asian in the group, 
uthor Nien Cheng, are opposed. A few 
re convinced that strengthening VOA's lo- 
al reporting is the best course. But the 
ommission's task has been to canvass 
vide-ranging views of expert witnesses 
efore pulling together recommendations 
or the president and Congress. 

To advocates, the success in Europe jus- 
ifies an Asian version. The implication is 
hat Asian communist countries today are 
‘ke Eastern Europe and the Soviet Union 
luring the Cold War, where people were 
ungry for local news. Some Asian-Ameri- 
an emigres, notably Vietnamese-Ameri- 
ans, favour a political-ideological service 
3 subvert targeted regimes. 

Another advocate, former US ambassa- 
lor to China, Winston Lord, testified in 


HUMAN RIGHTS 


Pledging 
by Susumu Awanohara in Washington 


One effect of the collapse of the Soviet 
. Union has been a surge of idealism 
among the makers of US policy in Asia. 
. Their enthusiasm centres on the pursuit 
. of democracy and human rights. 
. To be sure, Realpolitik à la Richard 
. Nixon had already been transformed 
. during the time of presidents Carter and 
Reagan. But as Congressman Robert 
K Tomice puts it, the Cold War often "re- 
compromise with our princip 
& - No longer reliant on Chinese support to 
. counterbalance the Soviet threat, the US 
. can now afford to be truer to its ideals. 
A Some add that the promotion and 
ation of democracy not only re- 
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Washington, saying that the US adminis- 
tration's policy of not antagonising Peking 
contradicted its stated objective of counter- 
ing “repressive rule, control of the media 
and xenophobia" in China. Lord is particu- 
larly incensed by what he calls "an egre- 
gious double standard" that some sceptics 
and opponents of Radio Free Asia apply to 
China and to the rest of the world. He ac- 
cuses them of implying that, unlike other 
people, the Chinese do not understand or 
desire human rights and democracy. Lord 
calls this assumption racist. 

Critics, including administration offi- 
cials, point to an array of problems. Many 
insist that evolution towards capitalism 
and pluralism is already under way in 
communist Asia, or at least 
in China, and a surrogate 
radio, which would inevi- 
tably be seen by the re- 
gimes as a Cold War 
weapon, would be either 
redundant or destructive. 
Others argue that Radio 
Free Asia would, in effect, 
strengthen the hand of the 
hardliners over the reform- 
ers and intensify internal 
repression. The regimes 
may step up jamming of all 
foreign broadcasts, includ- 
ing VOA and BBC. Some also 
warned that a "pontificat- 


allegiance 


encourages economic growth." 

US economic and military aid has tra- 
ditionally been tied to signs of demo- 
cratic reforms and respect for human 
rights. But as a relatively d eco- 
nomic power, the US will want to in- 
volve other countries in efforts to attach 
conditions to aid or threaten sanctions, 
demanding that its allies and friends har- 
monise their moves with its own. 

All of this makes Japan a little un- 
easy. Although "common adherence to 
democratic values and human rights" 
are routinely cited as an of the 
vaunted US-Japan "global ership," 
Japan has been accused in the US of not 
being sufficiently interested in promot- 


ing democracy and human rights in 
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Yang Ge is listening. 


ing" radio would trigger "patriotic" re 
tions from students and intellectuals w 
are opposed to those in power but who. 
also proud nationalists. 

The hearings raised further probler 
how would surrogate radio gather relia! 
local news from North Korea; how wot 
it handle the inevitable factional wrangli 
among emigre groups involved in the s 
vice; and what are the ramifications of « 
couraging self-determination movemer 
say, in Tibet, which the US cannot u 
mately support? 

Estimates of the cost of Radio Free A 
vary widely, but with VOA and the ty 
European services each costing Washia 
ton over US$200 million a year, even 
Congress sympathetic to 
Asian service is not like 
to come up with the fun 

When they come 
Asia, Hughes says, co 
mission members will ha 
a long roster of questio 
In Hongkong, for instan 
they hope to hear a wi 
spectrum of opinion : 
how the new radio servi 
may relate to Hongkon; 
future. Thailand, and px 
sibly the Philippines, 2 
considered by some to 
potential bases for Rac 
Free Asia. 
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and a "disoriented people" (the Japan- 
ese) who "do not associate their identity 
with any faith or convictions." 

"For many Japanese," Ogura wrote, 
", . . the concepts of freedom, democracy 
and the market economy [though these 
have taken root in Japan] do not have a 
ho wn feeling . . . it is very diffi- 
cult for the Japanese to believe that fight- 
ing to the death for these concepts is their 
natural duty as Japanese.” Some Japan- 
ese thinkers are not nearly as apologetic 

as Ogura, arguing that the West is ex- 
hausted by excessive individualism and 
decadent economic habits and that Ja- 
pan's time is coming. 

Tokyo officials are now trying out a 
new role as Asia's good cop (alongside 
America's bad cop), gently counselling 
economic liberalisation and when neces- 
sary, democracy and human rights. 
Japan's ambassador in Washington, 
Takakazu Kuriyama, described it this 
way: "We [Japanese] a: are trying at the 
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You still can. 


In 1960 we took to the skies with 
just three DC6B's flying to nine desti- 
nations in Asia. 

Our growth since then has been 
nothing short of phenomenal. 

Today our fleet comprises more 
than 60 of the world's most technolo- 
gically advanced aircraft. 

The latest Boeing 747-400's and 
McDonnell Douglas MD-11's service 
over 20 destinations in Europe, North 
America and Australasia. 

The versatile A300-600 Airbus is 


ideally suited to the 32 destinations in 


our Asian network. 





And Boeing 737-3005, BAel46's 
and ATR's cover our 23 shorthaul des- 
tinations in Thailand. 


Fach aircraft tvpe is specially suited 


others to keep them in the air, Thai is 
totally self-sufficient. 

Our fully computerised mainten- 
ance centre in Bangkok is one of the 


largest and most modern in Asia. 





We train our own pilots too. 


Facilities include simulators for 
all major aircraft and our training pro- 
gramme is so highly regarded it attracts 
pilots from other major airlines. 

A measure of our growth is our 
recent listing of shares on the Thai 
stock market. 

And given our success to date, we 
expect them to become one of Thai- 
lands most sought-after investments. 

After all, the astute investor inva- 
riably looks for strong growth when 


choosing an investment and our fleet 
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“oul dealers and scrofulous 








1e Honourable Company by John Keay. p 
arperCollins, London. £20 (LIS$37). 


In February 1992, the Indian finance 
inister accused critics of his open-door 
;xicy on foreign investment of being 
'ooked by a business house that wound 
> in London nearly 120 years earlier. “We 
ust not remain permanent captives of a 
ar of the East India Company, as if noth- 
g has changed in the past 300 years," 
ambridge-trained Manmohan Singh ad- 
onished the Indian parliament. 

It is not hard to find Indian politicians 
id journalists who see the threat of subju- 
ition in every packet of Kellogg's corn- 
ikes or can of Coca-Cola. Yet any inevita- 
lity about the flag following trade would 
' dispelled by John Keay's new history of 
e English East India Company. Even dur- 
g the conquest of Bengal under Robert 
live and Warren Hastings in the mid- 
ith century, the directors in London had 
2ep misgivings. As well they might: the 
iumph of imperialism caused the Com- 
iny's demise. By the early 19th century, it 
id become an "anomalous administration 
rvice.” It lost its trade monopolies, col- 
psed at the 1857 Indian “Mutiny,” and 
as wound up in 1873. 

In this gently-debunking book, Keay 
»serves that the Company's 200-year hey- 
ay had been “venal, inglorious and not 
ary honourable.” His book is a counter- 
dint to conventional histories of British 
idia which see this period as a prelude to 
ie glories of the Raj, and select incidents 
' show it. The Company's directors tried 
» avoid political power. "Our business is 
» advantage ourselves by trade, and what 
overnment we have is but the better to 
wry on and support that trade,” they told 
Ting "factors" (trade agents) in 1675. 

The company's factors did not feel 
oliged to uphold any of the virtues popu- 
r British history ascribes to the empire 
uilders. Arriving scrofulous and scorbutic 
‘ter months at sea, their first thought was 
ebauchery. Records of one 17th-century 
oyage tell that the crew, after sampling 
ddy in Surat, then India's main Arabian 
ea port, "made themselves beasts and soe 
|l to lewd women that in shorte time 
any fell sicke." The traders would then 
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royal charter in 1600, attracted by the 
32,000% appreciation in the price of 
nutmeg brought from the Moluccas to Eu- 
rope. The temporary union of Spain and 
Portugal in 1580 had blurred the papal as- 
signment of hemispheres between those 
two powers, and the English lost inhibi- 
tions about invading the East Indies (a con- 
cept then including virtually all of Asia) 
claimed by their allies in Lisbon. After the 
English reformation and the Armada bat- 
tle, papal-given hegemonies were seen as 
"insolencyes" anyway. 

Four ships set off in February 1601 un- 
der James Lancaster, who willingly pros- 
trated himself before Sultan Alaudddin 
Shah of Aceh and promised him an Eng- 
lish wife (never delivered) to add to his 
harem; set up a factory at 
Bantam on the north Java 
coast; and sent a pinnace 
to collect nutmeg from the 
tiny island of Run. Off the 
Cape of Good Hope on the 
way back, Lancaster's flag- 
ship, the Red Dragon, lost 
its rudder. To discourage 
his crew from abandoning 
ship, Lancaster ordered the 
rest of the fleet to sail on, 
proclaiming: “I live at the 
devotion of wind and 
seas.” The other crews re- 
fused to leave, causing 
Lancaster to note that: 
“These men regard no 
commission.” He rigged a 
jury rudder and made it to the Cape, and 
then back to London in September 1603. 

The nutmeg and pepper he carried am- 
ply rewarded subscribers to the voyage, 
but backing for further voyages became 
harder to obtain, as the market for tropical 
spices tumbled with greater supplies, and 
the better-organised and harder-fighting 
Dutch squeezed the English out of the 
Malay archipelago. Activity grew on the 
Indian coast, at first around Surat. Mildly 
pleased with English novelties and hunt- 
ing dogs, Indian rulers became dependent 
on English silver. In return, they provided 
silks and cottons which found a ready mar- 
ket in the East Indies and increasingly in 
England. “Having first invaded the larder, 
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dian cities created by the British were chi 
sen by whimsy. Francis Day founded M. 
dras in 1639 on a cyclone-exposed beac 
because he had a mistress in Portugal's Se 
Thome enclave nearby. Job Charnock dis 
beyed orders and put the Company's mai 
Bengal factory on a sandbank near a vi 
lage called Kalighat in 1686. Bombay carr 
to Charles II in 1661 as part of Catherine : 
Braganza's dowry. 

The Company played a treacherou 
vacillating role in the 1680s wars betwee 
the Moghuls and the Marathas, a warrit 
caste from the mountains east of Bomba 
The English willingly dumped their tic 
with the Moghuls and started fighting : 
the Arabian Sea and Bengal. The head : 
the Company's Surat presidency, Sir JoF 
Child, boasted that if the Moghul admir 
Sidi Yakub attacked, he would “blow hii 
off with the wind of his bum." Yakt 
seized Bombay, which the Company r 
gained only on the most humiliating term 
In Bengal, the emperor's nawab at Dhak 
Shaista Khan, complaine 
"The English are a con 
pany of base, quarrellir 
people, and foul dealers. 

What turned the En; 
lish to conquest rath: 
than trade was the intn 
sion of global warfare wi: 
France, started by the Wi 
of the Spanish Successic 
(1701-14). Although tl 
French and English cor 
panies in India initial 
agreed to refrain from hc 
tilities, it soon became 
fight for survival and loc 
armies were trounced 
the process. "Warfare 
India was still a sport; 
Europe it had become a science," Keay o 
serves. After defeating à nawab's arn 
outside Madras with a single battalion, tl 
French general Dupleix changed the ruk 
Instead of appeasing Indian rulers, ! 
usurped them by replacing them wi 
stooges. 

The English — or rather, the Britis 
since Scots and Irish flocked to milita 
service in India after 1745 — followed su 
Robert Clive, a Company writer in Madra 
was thrust by events into military servic 
and proved himself an ambitious, bo 
commander (and successful inside-trad 
in the Company's stocks). The seizure 
Calcutta in 1756 by Siraj ud-Daula — t 
“young and beautiful reprobate” who hi 
iict hecame the Renoal nawah — and P 






vith France had started. The attack on thë I 


nain French trading base at Chandernagar 
vas decisive, rather than Clive's better- 
nown battle at Plassy (Palasi). It was won 
hiefly by Charles Watson, of the Com- 
'any's navy, who brought three warships 
0 miles up-river from the open sea and 
ngaged the Fort d'Orleans at 50-yard 


ange. One of his ships was shot to splin- | 


ers, but his broadsides and sniping from 


narines in the rigging devastated the | 


rench fort. It was the end of the French in 
engal. Clive’s encounter at Plassy was 
more in the nature of a transaction than a 
attle" and decided by conspiracy. 

Keay's real admiration is for Warren 
Tastings, the first governor-general of Ben- 
al, who consolidated British power with a 
eries of campaigns across India, but who 
iced impeachment in London at the close 
f his career. A speaker of Bengali and 
Jrdu who set up the Asiatic Society, Hast- 
igs “made India a respectable subject for 
tatecraft." His rule was the “culmination 


f the Raj." A series of laws put control of 
idia under the British Government, and 
1e trade monopoly with India was dis- 
dived in 1813. | 

The book gallops to a close from then. 
1 his forward, Keay apologises to his pub- 


sher for making it twice as long as prom- | 


ed and taking five years to complete it. 
he wealth of documentation about the 


ompany can be a fatal maze for a histo- | 


an, he notes. "For every researcher who 
rith light and expectant tread enters Lon- 
on's India Office Library and Records, 
nother doyen of scholarship ends his days 
umped behind a lectern in mid-sentence." 
Covered quickly in closing are Thomas 


vort-lived rule in Java; the growth of the 
‘a market in England after the dropping 
f tariffs and the promotion of opium in 
hina to pay for it (though the Company 
ist its China monopoly in 1833 and firms 
ke Jardine Matheson took over). This cur- 
or treatment gives the book an incom- 
lete feeling. Keay might have argued for 
second volume. Yet if his subject is the 
nglish Company, then this book is an en- 
ralling romp through little-known chap- 
rs of Asian history. 

There is little of the Indian side here. 


| the next best thing is to get 
f the Company's rule and the foundation | 
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Hong Kong 1997 by William McGurn. 
Ethics and Public Policy Center, 


tinue to wane, the US remains the one 
country with enough at stake, and with 
enough leverage over both China and Bri- 
tain, to create some insurance for Hong 
Kong.” This is the gist of William 
McGurn’s book, encouraging enough in it- 
self. Less comforting is the 
corollary: “What would 
best serve America’s inter- 
ests would be for Hong 
Kong to remain as itis... 


as many as possible of 
Hong Kong’s people to its 
own shores, so that they 
will use their talents and 
energy to advance Ameri- 
can rather than Australian 
or Canadian interests.” 
McGurn cares deeply 
about Hongkong, and his 
approach was chosen to 
arouse sympathy for the 
territory. But many readers 
may detest the sort of people to whom the 
book will have its greatest appeal — ex- 


| ploiters of a foreign land who are happy to 
| pick at the carrion upon its untimely de- 
| mise. Is Peking's Deng-Li-Yang clique such 
affles' establishment of Singapore and the | 


ut rule by the East India Company does | 
at seem any worse than what it replaced. | 


he English were hardly more foreign to | 


teir subjects than the Islamic emperors 


id nawabs and their mercenarv forces | 


a grisly alternative? 

McGurn is Washington bureau chief of 
the conservative National Review. The for- 
ward is written by William F. Buckley, Jr, a 
leading spokesman of the American Right. 
McGurn's interpretations tend to reflect 
this narrow perspective. 

A telling example is his description of 
Shanghai. In a trip there, the most depress- 
ing sight is a shiny polyester suit hanging 


in a window in what used to be the Savile 
Row of the Far East. Surely there are 


greater tragedies in modern Shanghai than 


| its descent into Fashion Hell. And who in- 


vented the polyester suit, anyway? 

This is a pity, because McGurn makes 
several good points. Most in Hongkong 
would agree with his argument that Brit- 
ain’s nncarine and woeek-kneed hehavionr 








and the refusal to make any but the mx 
grudging and ineffectual moves tow 
democratic reform. 

But how should Hongkong responc 
McGurn’s suggestion that local consu 
tive committees, and the civil service, 
opened up to Americans and other fore 
nationals — when Hongkong people tht 
selves have only just begun to enjoy m 
than token influence in the colonial adn 
istration? E. 

McGurn also fails to recognise t 


Americans respond to the same econoi 
-considerations that have made Britain 
-ineffectual in influencing Hongkong's 


ture. He portrays the local Amerk 
Chamber of Commerce as a united fron 
democratic defence, neglecting to point: 
that the chamber is dee 
divided, and that many 
its members with busin 
interests in China are rel 
tant to offend Peking. .. 
But perhaps the boo 
greatest flaw is its failure 
appreciate the deep co 
plexity of Hongkon: 
quandary, even in such s 
cere lines as: “Hong Kon 
tragedy — a legacy of a | 
nign and well-intention 
colonialism — was to hz 
failed to appreciate its o 
special identity until 1 
late.” | 
This statement igno: 
the fact that successful colonialism inevi 
bly produces a politically emasculated a 
culturally neutered society. It also negle 
the fact that only in the present generati 
has Hongkong been able to claim nx 
than half of its citizens as native-born. : 
A Hongkong writer, Ni Kuang, or 
said that if only one-tenth of Hongkon 
population took to the streets to prot 
China's resumption of sovereignty in 19 
Peking would be powerless. That Hor 
kong people have not done so, but fill 
the streets in even greater numbers in « 
darity with their mainland compatriots 
1989, shows their reluctance to turn th 
backs on their ancestral home. 
Ambivalent local reactions to offers 
assistance overseas — such as the 1 
Congress’ Hongkong Bill or the Inter: 
tional Commission of Jurists' review: 
civil rights — further demonstrate a reh 
tance to depend on the kindness of str: 
gers. X 
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"Opportunities 
can stare you 
in the face 
one day... and 
blow up in your 
face the next." 


















Vietnam today represents one of the most exciting busines 
opportunities of the decade. Many talk of it being more promisin 
than China. None talk of it as being easy. True to form, the Fi 
Eastern Economic Review recognised the potential 
early and is the only international publication with EUM Fess 
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oouth Korean bureaucrats are Slowly opening up the money markets 


outh Korea's clapped-out finan- 
cial system has needed repair for 
so long that each new govern- — 
ment plan to deregulate the capi- ~ 
| markets has been greeted with stifled 
iwns. Now, it looks as if the financial 
mmunity might have to sit up and 
ke notice. 

For the first time, the all-powerful Fi- 
ince Ministry has set target dates by 
hich a broad set of liberalisation pro- 
sals are due to be implemented, stage 
' Stage. And officials are negotiating 
ith the World Bank to receive a struc- 
ral-adjustment loan of up to US$100 
illion for the purpose of modernising 
e financial-services industry. If the 
an goes ahead, it will be hard for the 
nance Ministry to evade the condi- 
ms attached to it. 

The pressures on the ministry to de- 

gulate the industry have never been 
avier. During his trip to Seoul last Janu- 
y, President George Bush of the US 
rang à personal commitment from South 
orea's President Roh Tae Woo to open 
9 the country's financial markets. Foreign 
inkers and stockbrokers have been lob- 
ring for years to bite off a bigger piece of 
e action. 
"They are being buttressed by South Ko- 
an interests, most notably the big indus- 
ial combines, which are suffering from 
ying interest rates on loans that are often 
ore than 20% a year. Local financial insti- 
itions are also chafing at the government's 
ntrols on the direction of credit. The Ko- 
‘an Federation of Banks recently had the 
1dacity to ask for "foreign-bank treat- 
ient". in their domestic operations, seek- 
g to free themselves from the ministry's 
dow guidance on interest rates. Foreign 
inks are exempt from a number of stric- 
ires, such as the compulsion to purchase 
ionetary-stabilisation bonds. — 
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forms. In March, it unveiled its latest liber- 
alisation programme, which aims by the 
end of the decade to create an open and 
competitive financial system. This would 
encompass market-determined interest 
rates, uninhibited foreign-exchange flows, 
foreign access to domestic financial instru- 
ments and a level playing field between 
local and foreign institutions. 

But there is a catch. Quite apart from 
whatever conditions the World Bank may 
attach to any loan agreed with the Seoul 
government, the Finance Ministry has its 
own set of provisos. The crucial measures 
to deregulate interest rates will depend, say 


officials, on an improved balance« 
payments position and a single-digit i 
flation rate. There is also a more neb 
lous condition, that "excessive" demar 
for credit from companies and consur 
ers must fall sharply. 

This means that the Finance Min: 
try could, if it wished, make it impos: 
ble to comply with its own set of conc 
tions. Rapid economic growth has i 
ways been a high, some would s; 
overriding, objective of the governme! 
By running the economy at full bla 
large current-account deficits and hi; 
inflation would be almost inevitable. 

Last year, the South Kore: 
economy grew by 8.4% and ran 
US$10.3 billion current-account defic 
The shortfall is not expected to dr 
below US$7 billion in 1992, and signi 
cant relief is not in sight, private-sect 
economists say. Also, annual inflation rat 
of 10% or more over the past few yee 
must come down to 2-396 levels, a tou 
proposition given recent wage deman 
and businesses' insatiable need for credi 

The director of the ministry's bureau 
international finance, Kang Man Soo, is 
charge of implementing the liberalisati 
scheme. He argues that the "sequencin 
of the reforms to stable macroeconon 
conditions is the key to the programn 
^We have to maintain a balance betwe 
the domestic financial markets, where | 
nancing] costs are high and quality lo 
and the international markets, where qu. 











y is high and [interest] rates low," says 
ang. Es 

"To learn to ride a bike," he adds, "you 
ive to fall down. But South Korea cannot 
ford to fall down even once." In the min- 
try's eyes, South Korea teeters on the 
ige of an abyss of structural external defi- 
ts and high inflation. This chasm must be 
idged, it thinks, before liberalisation can 


"Oceed. 


Others see it differently, arguing that if 


terest-rate controls are not progressively 
laxed, then the preconditions will never 
> met. Without the discipline of the mar- 
t, local companies will continue to ac- 
pt high financing costs, they say, since 
timate responsibility for the failure of a 
mpany will still rest with the govern- 
ent. 

High financing costs are part of the rea- 
n that South Korean products are pric- 
g themselves out of world mar- 
ts, thus contributing to the trade 
aficit. Local firms warn they may 
ek to compensate for falling ex- 
ort revenues by trying to raise 
‘ices on their products, thereby 
elling inflation all the more. 

Moreover, the failure to imple- 
ent interest-rate reforms will al- 
ost certainly lead to renewed acri- 
ony with Washington. As a warn- 
g, the Bush Administration has 
ted its opposition to legislation in 
e US Congress that would, in effect, de- 
and "reciprocal national treatment" of 
S banks and brokerages overseas. This 
ould put pressure on foreign govern- 
ents to treat US institutions in the same 
ay that foreign banks' US subsidiaries are 
zalt with. With an election in the back- 
‘ound, the legislation could well be 
issed by Congress this year. 

The next test of the Finance Ministry’s 
riousness comes on 1 July, when it is 
ated to unveil a new stage of financial 
form, which is due to be implemented in 
194-96. These measures are intended to 
ake financial regulations more transpar- 





ent and to improve foreign bank's ability 


to fund themselves domestically—as well 
as opening the stockmarket further to for- 
eign investment (see box). 

The bigger test, though, comes at the 
end of the year, when the Finance Ministry 
publishes its reform agenda for 1996-97. 
This is being done with help from the 
World Bank, the IMF and financial institu- 
tions in Seoul. It is at this point that the 
World Bank could make the loan, but the 
progress on this stage of the reforms has 
been painstakingly slow. 

"There are reasons to be optimistic," 
says Paul Muther, head of the local office 
of First National Bank of C hicago and head 
of the (informal) foreign bankers' group in 
Seoul. "It is a chaotic financial system that 
is in need of change and that change will 
come with reluctance on the part of those 
involved." 


Seoul's search 





Turning to the World Bank for aid and 
advice could be the key to freeing at last 
the shackled financial-services industry in 
South Korea, say middle-ranking bureau- 
crats who favour market-oriented reforms. 
A loan would put the World Bank's seal of 
approval on the programme, and could 
provide some political cover for the Fi- 
nance Ministry should the economy spin 
out of control as a result of the measures. 

Some bankers argue that the ministry 
may be willing to raise its regulatory struc- 
ture to international standards and allow 
foreigners greater access, but that losing 
control of interest rates is not part of the 


game plan. "Control over interest rat 


means control over us,” says a local banke 
A central-bank official adds that the mini 
try above all ^wants to maintain its contr 
over the banks." 

In theory, the official timetable fi 
deregulating interest rates is impressive. / 
the beginning of next month, lending rat 
on bank overdrafts and discounts on cor 
mercial paper and trade bills are to ber 
laxed. By the end of 1993, lending rates a 
to be freed on all loans, apart from gover 
ment-directed loans or central-bar 
rediscount rates. And by 1997, all lendir 
rates are to be freed. 

Deposit rates, too, are to be complete 
deregulated: large-denomination certi 
cates of deposit, repurchase agreemen 
and trade bills by 1 July; long-term depo 
its of three years by 1994; short-term d 
poss and money-market certificates t 
1996; and demand deposits by 199 

Controls on corporate bond rati 
are also to be relaxed. By 1 July, co: 
pons on bonds with maturities of: 
least two years will be set by tl 
market. By 1994, corporate bonc 
and financial debentures wil 
maturities of up to two years w 
be freed. By 1996, coupons on fina: 
cial debentures and monetary stat 
lisation bonds will be freed. And - 
1997, interest-rate ceilings on go 
ernment bonds will be lifted. 

If all goes as planned in the secor 
stage of reform due to end in 1994, 75% | 
commercial banks' lending rates will ha: 
been liberalised, as well as 100% of loc 
rates for non-bank financial institution 
Some 30% of commercial banks’ depos 
rates will have been liberalised over tl 
same period, and 55% for the non-banks 

But financial liberalisation in Sou! 
Korea proceeds on the premise that it mu 
help the real economy, not just one indu 
try. "We have no plans to become an inte 
national financial centre,” says Kan 
"Frankfurt and Tokyo are not world-cla 
financial centres and yet their economi 
dominate the world," he adds. E: 

Even the institutions that favour a mó 
deregulated financial system, such as tl 
central bank, are in favour of movir 
slowly. “The opinion of the Finance Mini 
try is that interest-rate deregulation shi 
be gradual" says a senior official of 
central bank. “The opinion of the cer 
bank is that it shouldn't be too gradu 

Bureaucrats’ biggest worry is that 
sumers and. the industrial groups will i 
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lapan's economic ; Slowdown hits advertising 


y ' Louise do Rosario in Tokyo 


chill wind of recession is blowing 
A through Japan’s advertising media. 

Newspapers and magazines, once 
uoyed by glossy, double-page ads for 
wanky golf clubs and upmarket real es- 
ite, have seen their revenues slashed. 
ommercial television, too, is being hard 
it as companies cut back their sales 
itches for everything from cars and con- 
amer electronics to food and drink. 

The slump in advertising — a stark il- 
istration of Japan's changed economic 
yrtunes — means a bitter winter lies ahead 
y media companies. Industry sources ex- 
ect their advertising revenues to shrink 
us year, for the first time since 1965. 

In a foretaste of things to come, Nihon 
eizai Shimbun, Japan's top business daily, 
osted a 4396 drop in operating profits 
» Y14.5 billion (US$114 million) for the 
ear ending in March as financial adver- 
sing, one of its mainstays, plummeted. 
mother sign of the times: top ad agency 
jentsu lost one of its leading clients, Nis- 
in Motor, to rival Hakuhodo in April — a 
ire occurrence in a country where com- 
rercial relationships are noted for their 
urability. 

: While big companies like Nihon Keizai 
nd Dentsu are likely to ride out the slump, 
any smaller publications and media 
gencies may not. Some are likely to go 

nkrupt or be absorbed by bigger rivals. 
There i is a sense of crisis within the indus- 
y — the worst situation in my 20-year 
dvertising career," says an advertising 
xecutive at à leading daily. 

- Worldwide, advertising is an early 
asualty when business turns bad. But in 
ipan, the trend is particularly notable, for 
WO reasons. First, in a country where 
ompanies avoid massive layoffs as a way 
f cutting operating costs, advertising takes 
bigger hit — making it a barometer of the 
s economic health. Second, adver- 
is.a major industry in Japan, ac- 

or up. to 1.3% of GDP oS 














even when the economy picks up again, 
newspaper and television companies' 
problems may not be over. Both have been 
losing market share to new media such as 
cable Tv, large-scale outdoor promotional 
campaigns and direct mail. 

The slump also exposes how dependent 
Japanese media are on advertising revenue. 
Subscription television is still in its infancy 
in Japan, so most TV networks depend al- 
most entirely on ads for survival. News- 
papers also draw close to 45% of their in- 
from advertising — a ratio un- 
changed in recent years despite their in- 
creased circulation and forays into other 
businesses. Nihon Keizai and the four 
other leading newspaper-and-TV groups 
(Yomiuri, Asahi, Sankei and Mainichi), have 
gone into travel, information services and 
even personnel recruitment. 





Downhill from here | 


Television and newspapers had 67% of 
the advertising pie in 1970, but their share 
has been falling gradually, reaching 53% in 
1991. New marketing methods, targeting 
smaller audiences, have come to be seen as 


more effective ways of reaching individual 








did banks — who were progressively fre 
from restrictions on advertising, starting 
June 1990.. 

But the tide started to turn in mid-19 
Nihon Keizai was not alone in seeing 
advertising income drop' in 1991. Its fc 
main rivals suffered smaller drops, a 
newspapers as a whole registered their fi 
fall in ad revenue for 26 years. 

Newspapers' share of the advertisi 
market, meanwhile, shrank to 24% in 16 
from 31% in 1980. Although eight out of 
Japanese still spend roughly 45 minute 
day reading newspapers, households b 
fewer copies than they once did. You 
Japanese now read more comics and glo: 
magazines, which saw their advertisi 
revenues rise 3.3% to X387 billion last ye 

Television fared slightly better, w 
4.7% growth to Y1.68 trillion, thanks maii 
to a few major sporting events and adv 
tising contracts that were already in ! 
pipeline. Even in television, however, i 
vertising income in 1992 is likely to be | 
or down, according to Seiichi Kikuchi 
marketing executive at Asahi Natio! 
Broadcasting. 

Kikuchi says advertising revenues at | 
five Tokyo-based TV stations have be 
dropping monthly since early this ye 
“This is a severe situation, “ he says, ac 
ing that more advertisers are questioni 
the effectiveness of mass-audience co 
mercials as a medium for selling to you 
individualistic Japanese. Like newspape 
commercial television has seen its share 
the advertising marketplace shrink. 
share was 29% last year, compared Ww 
nearly 35% in 1980. | 

Video rentals and satellite and cable 
have grown at the expense of regular te 
vision. Even top TV programmes nov 
days pull in only 30% or so of the poten’ 
audience, against 60-70% during 1 
golden days of the 1960s. Worst still, s 
veys indicate that television is watck 
mainly by children and the elderly — w. 
for the most part, are not the peo] 
advertisers want to reach. 

Reduced revenues and rising costs h: 
taken their toll on the networks. For | 
ample, Tokyo Broadcasting System, 
which Mainichi Shimbun is a major sha 
holder, saw its operating profits drop 
50% to ¥10.6 billion in the year to Mar 
compared with a year earlier. Nipp 
Television, part of the Nihon Keizai Shiml 
group, posted a 30% drop in profits, to? 
billion, for the same period. 

With dozens of multi-channel, urb 
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Credito Italiano S.p.A. 
1991 results 


FINANCIAL HIGHLIGHTS FOR THE YEAR The year ended December 31, 1991 


ant closed with a net profit 
EU in U rs sd of Lit 289.1 billion. Lit 148.5 billion 
suo UO - has been appropriated to Reserves. 


LOANS & ADVANCES 36,035 — 31,306,063 The dividend for the year on 


CUSTOMER ordinary shares will be Lit 85, while 
DEPOSITS 37,803 32,842,045 the dividend paid on savings shares 


SHAREHOLDERS EQUITY will be Lit 100. 


& PROVISIONS 
(after distribution of profit) 4,732 4,111,011 The U.S. dollar countervalues have 


TOTAL ASSETS 90,959 79,022,288 been calculated using the average — 
Milan/Rome exchange rate registered 


] on December 31, 1991, which was 
—- PROFIT 963.8 — 837,319 v; 1.151.055 = US$ 1.00. 


Extraordinary items 7.7 6,690 ee uae — saie 
Taxation 250.8 217,887 ^" ee a ae 


Write-downs- 23.3 20,242 
Depreciation & Provisions 392.9 341,339 


NET PROFIT 251,161 
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TECHNOLOGY 


Picture power 


Japan will dominate huge market for liquid crystal displays 


y Bob Johnstone in Tokyo 
< If you want to see the latest 
| product of the fastest grow- 


ing high-tech industry, join 


EN commuters on Tokyo's 
Yamanote railway line. On 


uin liquid crystal displays (LCDs) mounted 
n either side of the trains’ doors, you can 
atch the latest news, stock prices and 
reather report. 

LCDs such as those on Yamanote trains 
re little more than a novelty. By the year 
900, however, the screens are likely to be 
early everywhere. Because LCDs are light 
nd flat, they can go anywhere — in trains, 
irs, aircraft and, above all, in portable 
omputers. And experience in making 
CDs for computers should propel manu- 
icturers towards their ultimate dream of 
rall-mounted high-definition Tvs. 

Huge amounts of money are at stake, 
s the market for flat-screen technology is 
rowing more than 35% annually. By the 
nd of the decade, it could be worth as 
wuch as US$10 billion a year. 

But more than money is at issue. LCDs 
present the first time that Japanese com- 
anies have dominated the commercialisa- 
on of a major component technology. This 
ives the Japanese industry a competitive 
dge in two important ways. 





: Victory 
by default 





in Japan, y nciling io mate a 





Liquid crystal displays 
(LCDs) are a classic case of 
a familiar formula: in- 
vented in Europe, deve- 
loped in the US and made 





Most LCD manufacturers also make per- 
sonal computers. Consequently, "over the 
next five years, LCDs will give Japanese 
companies a wonderful window to gain 
share in the computer market," says Steve 
Myers of Jardine Fleming Securities. 

Also, Japanese dominance of the LCD 
industry makes it difficult for would-be 
manufacturers, such as South Korean com- 
panies, to get hold of the technology. With- 
out the latest technology, it is virtually im- 
possible to compete. 

The main reason behind the dominance 


did'vHS 


Only to be watched in traffic jams. 


100 years ago. But it was not until the early 
1960s that researchers at RCA Corp. in the 
US thought about applying the molecules 
to displays. 


The principle is simple. Liquid xia | 


are sandwiched between trans 


plates behind one of which is a light The: 


crystals block light, but by applying volt- 

age, molecules are in such a 

way that light is allowed to pass. 
Ordinary liquid crystals do not offer 


enough brightness or contrast for large ap- 
plications such as in screens for portable 


of the Japanese LCD industry is the willi 
ness of companies to invest huge sums. 
the past three years, Japanese compan 
spent at least US$2.5 billion building a 
equipping manufacturing plants. The bi 
of the spending came from market leac 
Sharp Corp., which invested US$770 n 
lion; NEC Corp., which spent US$230 n 
lion; and Display Technologies Inc., a jo 
venture between Toshiba Corp. and IBM 
Japan, US$250 million. 

Most of this money has gone into fac 
ties for the production of an advanced ty 
of LCD, an active-matrix screen. These Lc 
differ from conventional, or passive-mati 
ones in that behind each of the dots tl 
make up the screens lies a transistor me 
from thin films of amorphous silicon. 

The transistors allow LCDs to switch f 
enough to accept input from a compu 
mouse or a video source as well as 
bright enough to handle colour. There ; 
exceptions, but active matrix genera 
means colour LCDs, while passive mat 
means monochrome. 

Today, passive-matrix LCDs account 
about 80% of the annual US$2.2 billi 
market. For future growth, though, cok 
is crucial, as Hirohiko Katoh, chief en 
neer of NEC's LCD division explains: "Lc 
have to be able to rival CRTs [cathode 1 
tubes]." In Japan, more than 90% of p 


chrome, LCD technology is a refinem 
of the process known as super-twis! 
nematic, which bends light through í 
degrees. Super-twisted nematic liq 
crystals produce distinctive blue displa 
They were independently developed 
another Swiss company, Asea Bro 
Boveri, and Royal Signals Establishm 
of Britain. Both parties are demand: 
patent royalties from Japanese makers 
There do not appear to be any st 
intellectual-property concerns with 
tive-matrix, or colour, LCDs. Much of 





mal computers are sold with colour 
ionitors. 

Colour is also important if LCDs are to 
‘place cathode ray tubes in Tvs, where 
ze is a crucial issue. TVs with screens 
rger than 29 inches are the most impor- 
nt part of the market in Japan. But a 16- 
ch screen is the biggest that LCD manu- 
cturers can manage at present. 

Explosive growth in the active-matrix 
D market is not expected to come until 
‘ices drop sharply. The price of a 10-inch 
inel is more than US$4,000, putting it out 
` reach for all but the most expensive 
juipment such as engineering worksta- 
ons. Companies do not expect the market 
take off until such a panel drops to about 
5$385. At one stage, manufacturers had 
yped to achieve this target by 1995, but 
is now appears to be unlikely because of 
anufacturing difficulties. 

Meanwhile, LCD manufacturers are 
ncentrating on niche markets for 
nall screens from three to six inches 
. diameter where volume and 
eight rule out the use of cathode 
y tubes. These include navigation 
stems built into the dashboards of 
rs and arm-rest displays for the en- 
rtainment of airline passengers. Two 
her niches are projection TVs for 
mes and projection panels used to in- 
rface personal computers and video 
ayers with overhead projectors. 

Such applications account for only a 
nall portion of sales compared with LCDs 
ied in laptop and notebook computers, 
hich account for 45% of active-matrix 
les and 73% of the passive-matrix mar- 
't. With one exception — Osaka-based 
irts maker Hosiden — all active-matrix 
'D manufacturers make personal comput- 
s. But they divide into two groups, de- 
nding on whether their focus is on out- 
le or captive sales. 


icon, a more robust material than cad- 


The Dundee group, however, ne- 
ected to apply for a patent on its dis- 
very before publishing the results. "We 
ere badly advised," recalls Peter 





Sharp and Seiko-Epson Corp., ranked 
Nos. 1 and 2 by sales volume, fall into the 


first category. Both have been making LCDs’ 


for about two decades. Seiko-Epson, hav- 
ing adopted the technology for use in dig- 
ital watches, says it is the first company to 
produce LCDs. 

Sharp, which initially got into LCDs to 
upgrade its calculators, has bet its future 

















doing business with Sharp lest they bolst 
a rival computer maker. 

When computer makers discuss tl 
purchase of displays with Yutaka Iucl 
executive director in charge of Sharp's LC 
business, "they always hesitate," he say 
“and then they ask, "What about your ow 
PC business?’” Iuchi tells them not 
worry, pointing out that it takes more thé 
LCDs to succeed in the computer busines 

Computer companies that canm 
manufacture their own displays would c 
better to worry about companies who 
primary interest in making LCDs is to e 
hance their presence in the computer ma 
ket. Prime among this group are NEC ar 
Display Technologies. 

"Having LCDs in-house is a big adva) 
tage," NEC's Katoh says. In NEC's case, 
enabled the company to introduce the fir 
laptop with an active-matrix LCD in Mc 
1990, the first notebook with such 

screen in October 1991 and tl 
first laptop workstation wil 

one in May 1992. 
NEC's ratio of outside-t 


= captive sales, 20:80, is the 0) 
E-h -— ~ posite of Sharp's. Displa 
E | Technologies has yet to decic 

E L whether to do third-party sale 
but the company’s month! 
Colour filter There oem p 
Ez crystal layer elements ina 9.3 Inch production of 5-10,000 activ 
Thin-film transistor LCD screen. Each matrix LCDs is only hig 
Polariser element must be enough to meet the needs ı 
Fluorescent light picture-perfect. the joint-venture's partners. 


on the technology because it does not make 
TV tubes, unlike rivals Toshiba and NEC. 
Consequently, it has nothing to lose from 
the demise of the tube industry. 

In 1991, outside sales accounted for 
about 80% of Sharp’s output, worth 
US$885 million. By value, its LCD sales 
dwarf those of its personal computers. De- 
spite this fact, buyers of LCDs are wary of 


continue to come from the West. To help 
solve their production problems, for ex- 
ample, Japanese companies have turned 
to innovative US equipment makers. 
In May, researchers at Xerox Corp. of 
SEPET A anre ome OREO 
that the LCD industry has 
been waiting for, a low-temperature proc- 


Raising the output of activ 
matrix LCDs is not just a problem for Di 
play Technologies. Mass producing tł 
screens has turned out to be far more difi 
cult than any company anticipated. 
Initially, companies believed that manı 
facturing active-matrix LCDs would pro 
as easy as making memory chips becau: 
many of the same techniques are use 
Also, circuit lines on memory chips are or 
tenth the width of those on LCDs. The prol 
lem is that active-matrix LCDs are muc 
bigger than chips. A speck of dust on 
silicon wafer may spoil one out of dozer 
of chips. On an LCD, a speck of dust coul 
short-circuit a transistor, which would rui 
the entire panel. This can be disastrous i 
an industry that is driven by material cos 
as much as capital expenditure. 
Active-matrix LCD manufacturing d 
vides into three main stages. Most defec 
occur during the first stage, array proces 
ing, when silicon films and the metal fc 
the matrix are deposited on a gla: 
substrate and etched into patterns. Di 





Teens is behind every LCD factory. 

- The Japanese LCD industry has paid a 
igh price for being first. The equipment 
yat it uses was not designed with LCDs in 
rind. Deposition ovens, for example, were 
esigned to make solar cells, where 
articulate contamination is not an issue. 
ut for use in the manufacture of LCDs, 
yese machines must be taken out of serv- 

e every few hours and cleaned manually. 

Ehe other missing piece of the puzzle 
as been test equipment to enable the com- 
anies to find out where problems are oc- 
arring. "We can't test in the middle of pro- 
uction," NEC's Katoh says, "so we don't 
now exactly where the dust comes from." 

. Lacking such equipment, companies 
ave been forced to resort to simple hard 
rork to raise production. In this way, per- 
aps only two companies have managed 
» raise yields above 60%. Most companies 
ave yet to reach yields of 50%, and some 
iggards may be below 2096. "It's pretty 
ruesome out there," says Francois Henley 
f Photon Dynamics, a US test-equipment 
1aker. "Everybody's losing money." 

“Henley characterises active-matrix LCD 
roduction as dividing into two phases. In 
ie first, the problem has been getting any 
ield at all. But with the appearance of 
urpose-built prototype equipment — 
1uch of it coming from US companies — 
1e industry is about to enter a second 
hase. "The magic is being designed out of 
1ese things," Henley says. 
- But the Japanese LCD industry is not out 
f the woods. Humbled, it has had to re- 
uce growth estimates. Not so long ago, 
lomura Research Institute said the indus- 
y would have revenue of US$7.5 billion 
y 1995. Awareness of the difficulties in 
1anufacturing has caused the institute to 
üt its forecast to US$3.8 billion. 

Nonetheless, much progress has been 
ade, As Jardine Fleming's Myers points 
ut, "you've got companies sufficiently 
arifident i in yields that they are willing to 
elease notebook PCs with active-matrix 
CDs. If yields were as bad as all that, 
vould they really have released products?" 

< Adolescent industry though the LCD 
usiness is, Japan's dominance has already 
rawn criticism from the US and Asia. In 
990, a group of LCD manufacturers in the 
IS alleged that Japanese companies were 
umping their products on the American 
arket. Finding in the US companies’ fa- 
our, Washington last year imposed a tar- 
f of 62% on Japanese-made active-matrix 
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Taiwanese cooperate with Japanese LCD firms 
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By Bob Johnstone in Taipei 


eerte nm nnne se n m HH n e ete t ic Rn et ie ee 


If any company has. 
. to worry about Japan's 
, dominance in liquid crystal 
>> displays (LCDs), it 1 Quanta 

” Computer, Taiwa 
make 5 notebook computers.. "Last year, 
Quanta sold US$120 million of these ma- 
chines, each one equipped. with an LCD 
made by Sharp Corp. of Japan. 

Quanta, however, is not. concerned. 
“The relationship between component 
vendors and computer makers is pretty 
good," says Hai-Lin Lee, who is in charge 
of research at the company. "We work 
closely with them. They let us try their 
products early on because they need our 
feedback about the market." - 

The relationship goes beyond business. 
Quanta president Barry Lam, who for- 
merly worked in the calculator industry, 
has personal connections with Sharp that 
date back many years. "The Japanese are 
reasonable people,” Lee says, "especially 
when you get to know them." 

Acer Inc., Taiwan's leading personal 
computer maker, is another satisfied Sharp 
customer. “The scale is not so small," says 
Fred Lin, who heads Acer's development 
of notebook computers. "Component ven- 
dors can't neglect [our] buying power." 
Lin also points out that Sharp's share of 
the market for notebook personal comput- 
ers is not large. 

These views are echoed by Clement 
Lin, an associate vice-president at Mitac 
Inc., Taiwan’s No. 2 personal computer 
maker. "What's most important is who 
buys more," he says. "Japanese vendors 
are very open-minded. They're quite inter- 
national, and. they compete with each other 
very fiercely." 

The Mitac executive points out that the 
lack of component production has not pre- 
vented Taiwan from building a strong 
computer industry. He believes that the 
speed with which the island's electronics 
industry can turn out new designs and get 
them to market will continue to serve it 
well in the future. 




















The tubes also illustrate the Japan 
approach to technology transfer. For | 
past 20 years, Chunghwa Picture Tube: 
subsidiary of Taiwan's largest electron 
company, Tatung, has licensed tube te 
nology from Toshiba. In this peric 
Toshiba has denied Chunghwa access 
advanced production equipment and p 
cess technologies. 

With the onset of the LCD era, Tosh: 
teamed up with IBM in a joint venture 
Japan, Display Technologies Inc. The mc 
left Chunghwa further out in the cold. 

“The big problem is we don't kn 
how to get [active-matrix, or colour I« 
technology," says Jang-Jeng Liang, dir 
tor of Chunghwa's research and devek 
ment. "In the whole world, only the 
panese have it." And they are not sellin 

Liang has spent four years trying to p 
suade Japanese companies to part w 


An active market 


their know-how. In the past 12 months, 
has made seven trips to Japan. Chungh 
has the cash, Liang points out, but "e 
the basic technology is not easy to get.” 

Picvue Electronics, a rival maker 
cathode ray tubes, has adopted a differ 
strategy. Recognising that the days of 





| nage M : 
ivision. 1. Instead, Picvue supplies manufac- 
irers of hand-held game machines, mostly 
| Hongkong. 
Another company planning to enter the 


assive-matrix, or monochrome, business | 


‘Nan Ya Plastics Corp., the largest mem- 
ar of the Formosa Plastics Group, Tai- 
an’s largest manufacturer. Nan Ya wants 
' develop LEDs for notebook computers. It 
‘investing NT$1 billion in a pilot plant 
‘heduled to begin operation in August. 
“In Taiwan, there are many notebook 
2 manufacturers," says S. C. Wei, man- 


zer of Nan Ya Plastic's LCD project. “So it 


necessary for this country to be a sup- 
lier." 
While the private sector pursues pas- 


ve-matrix technology, the government is 


tempting to build a core of active-matrix 
<pertise for companies to draw on. At the 
idustrial Technology Research Institute 
TRI) in Hsinchu, scientists are developing 
e thin-film technology Iquiree k to make 
Jour displays. 

The government initially wanted to im- 


ort thin-film technology, but this plan - 
roved impossible. “I don’t blame the Ja- 


anese [for refusing to transfer],” says 
hyan-Chang Shiue, leader of ITRs re- 
'arch team. "They've spent a lot of money 
N R&D, and the technology is not mature 
et. They can't provide it to the outsid 1 
orld, to their competitors.” 
Unipac is also involved in develop 
ctive-matrix technology. The com 
»in-off of UMC, a chip maker, has in 
IT$700 million in a plant for the pre 
on of 1 : LCDS. ‘Production c of 
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epend on Japan fo for most of its supplies of | ure 


vis component, which accounts for about |. 


J% of the value of a notebook computer. | | Ban " ui GO: 
Some critics argue t that the governm (DOM 





would do more to promote the establish- |. | — 
vent of an LCD industry. At a recent meet- || 
ig of the Strategic Review Board at IRL a- 
igh-level panel that reports to the Execu- - 
ve Yuan, heated discussion erupted con- 

arning the UEDEBOPIEE: on Japan for ; 


- Ds. 

“The question is whether the govern- 
rent is willing to take the lead or not,” a 
articipant in the Strategic. Review Board 
iscussion says. "It's as simple as that.” | 

Some computer companies are sceptical 
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More art than science 


south Koreans accept they have far to go 





y Mark Clifford in Seoul 


When South Korea's Sam- 
sung group announced it 
was entering the semicon- 
ductor business almost a 
decade ago, most industry 
xecutives scoffed. Today, it is the world's 
fth-largest manufacturer of Drams, the 
'orkhorse semiconductor chips in per- 
mal computers, trailing only Toshiba 
orp. and NEC Corp. of Japan. Samsung 
ow wants to prove sceptics wrong again, 
; it hopes to be one of the few serious 
»mpetitors to Japanese companies in the 
eld of thin-screen liquid crystal displays 
CDs). 

Samsung plans to spend about US$500 
üllion by 1996 on developing and com- 
iercialising technology for thin-screen 
“Ds. Along with advanced semiconductor 
chnology, “we think [active-matrix, or 
lour] LCD is the most prom- 
ing" new technology under 
evelopment by Samsung Elec- 
onics, the group's electronics 
"m, says senior vice-president 
ee Youn Woo. 

Not only Samsung wants to 
lay on the big thin screen. The 
oldstar, Hyundai and Dae- 
'oo groups are also playing 
itch-up to the Japanese LCD 
idustry in what promises to be 
ne of the most lucrative com- 
tercial technologies in this 
ecade. 

"The Korean semiconductor 
idustry started late," says Kim 
hang Ho, who heads the 
20ul office of Semiconductor 
quipment and Materials In- 
rnational (SEMI), an industry 
'oup. "We don't want to be late again." 

South Korean companies are concerned 
iat Japanese control of active-matrix tech- 
3logy could stifle their nascent industry. 
Ne are really concerned about Japanese 
ominance," Kim says. "We don't want to 
e [the Japanese use LCD] technology or 
juipment as military power.” 





technology to them. “In the field of pro- 
duction know-how, there is no assistance, 
no helper,” says Kim Hong In, managing 
director at Samsung Electronics. In virtu- 
ally every other technological field, South 
Korean companies could play copycat. “In 
semiconductors, you could buy or even 
steal the technology," says SEMI's Kim 
Chang Ho. “Not here.” 

South Korean companies, however, 
have received some important help from 
small American LCD makers. Samsung 
Electron Devices, a sister company of 
Samsung Electronics, several years ago 
paid US$2.5 million and a 2% royalty fee 
to Optical Imaging Systems of the US for 
thin-film technology that can be used in 
small colour televisions. 

Many of the engineers who were 
trained on that project are now working on 
Samsung Electronic's thin-film technology 
project, which has already made impres- 





Samsung now produces flat-panel LCDs. 


sive strides. Earlier this year, it produced a 
working sample of a 10.4-inch flat-panel 
LCD, the first Asian company outside Japan 
to do so. 

Goldstar paid Polytronix, another US 
company, US$1 million in a technical- 
transfer arrangement that included dis- 
patching five engineers to the US. The 


its attempts to take charge of LCD resear 
As the Ministry of Trade and Industry a 
the Ministry of Science and Technolc 
have tussled about control of developm: 
funding, the country's electronics indus 
has moved ahead on its own. 

The government is aiming to spend 
least Won 30 billion in a five-year proj 
coordinated jointly by the two ministri 
but the terms have largely been set by y 
vate industry. (The government mor 
will come in the form of low-interest loz 
to be repaid by royalties.) 

Earlier this year, the country's L 
makers rejected a government proposal 
force them to collaborate on joint devek 
ment. Samsung Electronic’s Lee says | 
government's plan was "impractical," n 
ing that the "business philosophy of ea 
company is different." 

Samsung's unhappiness with the gx 
ernment's consortium idea reflects its te 
nology lead in the country's LCD indust 
But industry executives say the gove: 
ment still has a role to play in helping « 
fine basic research objectives. 

In recent years, however, the size a 
level of expertise of private industry I 
outstripped the government's ability to : 
rect dynamic and technically complex ne 
industries. Samsung alone is believed to 
spending Won 120 billion tl 
year on active-matrix techr 
logy and production, dwarfi 
the government's fundi 
plans. 

Samsung Electronics has 2 
employees, of which 80 are s 
entists and engineers, worki 
on its prototype LCD line. E 
progress, though impressi 
has been slow, as the compa 
is having to scrap more th 
nine out of every 10 panels. 
year-end, the company hopes 
have yields up to the 50% le 
deemed necessary to start co: 
mercial production. 

Samsung Electronics pla 
to begin volume production 
1995. "We are not at a sta 
where we are talking abo 
yields," senior vice-president Lee sa' 
“We are working on [device] characteri: 
tion and improving performance . . . T 
Japanese are already in business. We é 
not at that stage. From a production po 
of view, we are something like three ye 
behind them." 

The problems facing Samsung are ty) 


ONn'SNYS 





e fledgling industry, while Corning Inc., 
US glass maker, plans to start producing 
cial glass for active-matrix panels in 
»th Korea in a joint venture with 
imsung. 

But the South Korean LCD industry 
metheless has its work cut out. In addi- 
n to a relatively thin technology base, it 
ces difficult decisions in funding research 
id production of LCDs, and many ana- 
sts are sceptical of the ability of South 
orean companies to compete with the 
panese. 

Mike Jeremy, an analyst at Jardine 
eming in Tokyo, notes that South Korean 
‘D companies face the difficulty of trying 
compete with weak balance sheets. He 


estimates that they have a cost of capital 
that is 11 percentage points higher than in 
Japan. 

"A major issue for the companies will 
be how to prioritise investment in semi- 
conductors versus investment in active- 
matrix LCDs," Jeremy says. "In the absence 
of a sweeping internationalisation of their 
capital markets, there will simply not be 
enough money available to support ag- 
gressive expansion in semiconductors, and 
the development and commercialisation of 
active-matrix LCDs." 

For South Korean companies, however, 
failure is unthinkable. It would mean ced- 
ing control of an important technology to 
their Japanese rivals. E 
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Phat sinking feeling 


dias first overseas equity issue collapses 


| Jonathan Friedland in Hongkong and 
scheta Dalal in Bombay 


ndia’s debut in the Euromarket has 
| prove disastrous, with Reliance In- 

dustries’ newly issued global de- 
ysitary receipts dropping 40% in price. 
re collapse of the petrochemical giant's 
5$150 million offer has placed ques- 
on marks over three other proposed 
sues, 

Fund managers lay the blame for the 
‘ice slump on lead underwriter Morgan 
anley. The blue-chip US investment 
ink increased the size of the offer in late 
lay from US$100 million — despite the 
nergence of India’s stock and bond 
andal. 

The securities furore, which has snared 
any banks and brokerages, has sent do- 
estic prices of Indian scrip crashing and 





forced the closure of the Bombay Stock 
Exchange for nearly two weeks. Bombay's 


Sensex index stood at 3,149.80 on 10 June | 


— down 30% from its 2 April high of 
4,467.3 — before it was brought to a stand- 
still by a brokers' boycott. 

Although the scale of the scandal had 
still to unfold when Morgan Stanley took 
the Reliance issue to market on 27 May, its 
decision to increase the size of the issue 
has been harshly criticised. One US fund 
manager in Hongkong said it resulted from 
^a lethal combination of greed and stu- 
pidity," adding that Morgan Stanley "has 
destroyed the [overseas-issue] market with 
a single deal." 

The price of the issue collapsed to a low 
of US$10.50 on 19 June from its flotation 
price of US$16.35. Fund managers say this 
was because five of the six market-makers, 


whose job it is to provide liquidity, refused | 


to purchase the depositary 
receipts after trading in 


make a market in the receipts, 


US$1 below what owners 
were offering. 

“We have moved the bid 
down to a level where inves- 
tors will hang back and wait 








Bombay came to a halt. Mor- | 
gan Stanley has continued to | 


but has set its bid price a full | 
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ourses, stayed open after the scandal 
roke on 23 April. Trading was not in- 
errupted until after the government 
1Yoved on 6 June to freeze millions of 
hares owned at one time by broker 
larshad Mehta and 31 others implicated 
1 the scandal. Brokers are now demand- 
1g that the government retract the order, 
hich gives it powers to nullify all trans- 
ctions involving the disputed scrip after 1 






e Bombay exchange filed a petition 
June in a bid to get the government 
» unfreeze the shares. Its action will be 
eard by a special court that was set up to 
y Mehta and 10 others charged with 
riminal offences arising from the scandal. 

Once known as the "Big Bull" of the 
ombay market for his ability to drive 
aare prices up, Mehta is accused of col- 
iding with bankers in the use of falsified 
r insufficiently backed bank receipts to 
urchase government bonds. He is also 
aspected of a wide variety of equity mar- 
et irregularities. 

The dispute between brokers and the 
overnment has highlighted India's anti- 
uated system of share settlement and 
earance. Buyers are allowed to accept 
elivery of scrip on the basis of a transfer 
rm signed by the seller. The form is valid 
jr a year, or until the company next closes 
S books. In many cases, shares change 
ands several times before their transfer is 
rmally registered. In the meantime, 
hysical delivery of share certificates com- 
only takes about two months. 

Brokers started boycotting trading 
then the Stock Holding Corp. of India, 
‘hich acts as custodian for 15 major finan- 
al institutions, refused to accept shares 
at may have been in the possession of 
fehta and the other accused brokers. At 
ake is an estimated Rs 20 billion-worth of 
rip, an amount roughly equivalent to 20 
ays' turnover prior to the market's clo- 
ire. 

. Reliance's drubbing and the market clo- 
ire have already led Grassim Industries 
» postpone a follow-up issue. Its US$90 
dllion offer, led by Merrill Lynch and 
iticorp, was supposed to come to market 
n:26 June. Merrill executives now say the 
ffering will be held until well after Bom- 
ay re-opens. Offerings by Tata Iron & 
teel and Essar Gujarat will possibly also 
e delayed from their expected late-July 
ffering dates. 

. Investment bankers at Merrill and 





hange, the biggest of India's many | 


| was. invented: 


such heavy savers. Nov 
































| away with a margin of more than 500 basis p points : 
investors suffer. FORE 


| region! Even As Panis not 







‘on ucius. is supposed. to shave said: "Collect dust, make a T East Asians 
üm at his. word and h pem squirrelling away the cash ever since money 





The mountain is easy to spot, for one of the main reasons any Fast Asia's 

economy has expanded iter than anywhere in the world is that its inhabitants are 
the day of reckoning has arrived. a 

- Asian economies have paid a high price in their. headlong rush to catch up with 
the West. They have stif ed the development of their financial markets by forcing 
them to serve the needs of industry, but in future things are going to have to work 
the other way round. |. 

The reason is that public infrastructure has been woefully neglected over the 
past two decades and governments are trying to make up for lost time. A method 








has to be found of financing the backlog of projects. East Asia wants to spend more 


than US$1 trillion during the 1990s to modernise its. airports, roads, railways; 
power stations and telecommunications networks, — — 

South Korea's plan calls for US$200 billion in public-works projects by 2001. 
Taiwan is talking about US$300 billion to be spent within six years. The rest of the 


region may be a bit less ambitious, but its nations all face the same problem of 


inadequate infrastructure. - | 
W ieri the TRO is ‘spent xí governments. or corporations, it has to come 
IRR SUME from somewhere. But. saving. rates 
are so high in the region that 
investors don't have far to look. 
They range from an annual. average 
of 42.5% of GDP in Singapore in 1981- 
90 to 22% in the Philippines, and 
even that compares well with 
America's 15%. The trouble is that 
East Asia's financial markets, which 
are supposed to channel savings to 
investors, were designed for eco- 
nomies a fraction. of their current 
size. | 
Throughout the region; banks are 
inefficient and are charging spreads 
far higher than should be found in 
such healthy markets. In South Ko- 
rea, the gap between funding costs 
and lending rates is about 400 basis 
points. In Hongkong, a supposedly 
free market, „the banking. cartel gets 
-Asa result, both Savers and 
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- An equally serious probler 


lions of dr affluent lone 
Airports, for example, sho 





finanled by long-term. debtw ie h can be d pid 


-back from the revenue streams hat ab Pegin EDE only after they | are ds it: Bonds 
are the ideal way of doing this. Pel 


ver 8096 of the most 
prominent figures in banking 
count on our computer solutions. 


Throughout the world, bankers who 
peak dollars, and bankers who speak yen, or 
iounds, or won or ringgit, and bankers who 
peak pesos, rupiahs or Deutschemarks all 
peak to Unisys for answers to their mission 
ritical needs. 

Forty-one of the world's 50 
irgest banks rely on Unisys information 
ystems. In Asia 13 of the region's 20 largest 
anks, outside of Japan, rely on Unisys either 
or their core retail and branch banking 


ystems, or for their high or low speed 





ocument processing systems. But the buck 


ardly stops there. systems, and we've put our banking customers surveys in Taiwan; or that all top ten banks 

Over 80% of the region's SWIFT at least a year ahead of the competition in in Europe and Japan and nine of America’s top 
vember banks depend on Unisys systems for cheque imaging solutions. ten, and 60,000 other distinguished customers 
inds transfer. And over 21,000 Unisys teller So it's hardly surprising that we have recognize Unisys as a world leader in mission 
rorkstations are deployed — not just in been ranked first in customer satisfaction critical information systems. 


ighly urbanised locations such as Hong Kong, a Call your local Unisys representative 






















. If you're ambitious and want 
; in the world, taking one simple step will | 
get your career moving. Fast. That's by E 2 
reading The Asian Wall Street Journal. 
b _Tostand out from your competition, of 
you must be better in- 4 
formed | and spe ak with | 

more authority on a d 


variety of topics. 


= The Asian Wall 
Street oae gives 


d a eligas ds soniyasi in a clear, lively s style on 


à ( everything from’ technology , marketi ng and 





— banking - to world. politics and. policy. Ies i 


E information you won’ t read elsewhere. 


. So you'll be able to put your newly-gained. 


knowledge to practical use daily. It could be getting 


a a lead on a new client. Or spotting 
y developments that indicate a new trend. 
b When colleagues and clients see you're 
| tuned-in to what's really going on, 
N J they'll respect you Gee: And that’s 


the first step in moving up. 


Not surprisingly, 
-over 160,000 of Asia's 
key decision-makers, 
including heads of state, 
CEO's and successful 


entrepreneurs rely on the 


Asian Journal for faster access to essential news 





: and information. And their specific impact on Asia. 





Tay ve reached the top by knowing what’s 


happening first. So can you. Why not subscribe to 
The Asian Wall Street Journal now. And watch 


your career escalate. 
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idonesias Salim Group beefs up Indocement 


Y outheast Asia's largest conglomerate, 
Salim Group of Indonesia, has em- 
barked on a fundamental restructur- 

; Of its corporate interests by announc- 

r ; plans to inject its main food-processing 


sinesses into publicly listed Indocement 


nggal Prakarsa. The Rps 1.72 trillion 
3$850 million) deal is Indonesia's largest- 
?r corporate transaction. 
The proposed deal will more than dou- 
| the size of Indonesia's dominant ce- 
mnt producer, making the company the 
gest listing on the Jakarta Stock Ex- 
inge. It will also substantially change the 
npany's character and prospects. Fur- 
r, the deal allows Salim Group chair- 
in Liem Sioe Liong and three associates 
cash out of a wheat-import and flour- 
ling monopoly and a near-monopoly 
odle business that have helped to make 
m among Asia’s richest businessmen. 
“This transaction will transform 
locement into a market leader in cement 
1 food," says Goh Bun Shong, a director 
Morgan Grenfell Asia, which is advising 
nority shareholders of Indocement. 
hey are moving away from a cyclical in- 
stry into a more stable one at a time 
ien the cement business faces limited 
wth prospects, but is generating a big 
h flow." 
Analvsts say the jury is still out on 
iether the transaction is fairly priced. An 
1ouncement made by Indocement on 17 
ie gives only partial details on the finan- 
| position of the private Salim companies 
ng purchased by Indocement. 
“On the face of it, it’s a reasonable 
nsaction," says Paul Schulte, vice-presi- 
it of Jakarta broker Jardine Fleming Nu- 
itara. "But there is precious little infor- 
tion to go on." Indocement shareholders 
1 vote on the deal on 21 July. 
At the very least, the proposed deal 
resents another step towards the matu- 
' of Indonesia's biggest business con- 
merate, one that accounts for about 5% 
GDP. With the purchase of Bogosari 
nir Mills, a majority stake in the 







ates, who include President Suharte 
ter brother Sudwikatmono, bus 
Djuhar Sutanto, and Acehnese: 
Ibrahim Risjad. Power is now bei 
ed over to a team of professional managers 
led by Liem's son, Anthony Salim. 

“What we are seeing is a fracturing of 
old alliances," one analyst says. "The fam- 
ily business of old is being replaced by a 
more modern set-up that is less reliant on 
political favouritism and more subject to 
shareholder scrutiny." 

Indeed, part of the problem analysts are 
facing in ascertaining whether the deal is a 
good one for Indocement shareholders is 
the nature of the assets being purchased. 
Bogosari Flour Mills has gradually parlay- 
ed a partial monopoly granted in 1969 over 
the import, milling and distribution of flour 
into an almost complete stranglehold over 
those businesses in Indonesia. Commodity 


Cemented together 


traders say Bogosari is the world's largest 
commercial buyer of wheat, which it im- 
ports on behalf of the national logistics 
agency, Bulog. 

Bogosari's grip over the flour business 
earned it pre-tax income of Rps 106.9 bil- 
lion on revenue of Rps 385.56 billion in 
1991. It has also earned the Indonesian 
Government criticism by the World Bank 
and other donor agencies which have long 
argued that the monopoly is uneconomic 
and should be dismantled. Some analysts 
suspect that the injection of Bogosari into 
Indocement presages steps by Jakarta to do 
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1992 price-earnings ratio of 11.1, against a 





overall market average ratio of 14.0. 

By injecting Dogosari into Indocemen 
Salim Group is "avoiding due diligence, 
points out Eugene Galbraith, president c 
Hoare Govett Indonesia. It is also "impos 
sible to ascertain the status of their cor 
tranchise," he adds. 

Analysts are also raising questions ove 
the injection of a 51% stake in the nin 
companies that make up the Indofoox 
Group, though these worries are mostl 
related to more conventional financial con 
cerns. The proposed transaction calls 
Indocement to pay Rps 777 billion for ma 
jority control over the Indofood firme 
which together control 90% of Indonesia’ 
instant-noodle market and are a maj 
Bogosari customer. n 
. In its announcement, Indocement sak 
Rps 719 million of the purchase price o 
Indofood is being incurred as goodwill fo 
the sale of the nine companies’ maii 
brands. Indofood's shareholders' fund: 
amounted last year to a relatively modes 
Rps 113 billion, up from an even mon 
modest Rps 66 billion in 1990, comparec 
with debt of Rps 235 billion. In 1991, thi 
group earned pre-tax income of Rps 44; 
billion on sales of Rps 737 billion. 

“Indofood is coming off of a low capita 
base," says Morgan Grenfell’s Goh. Of thi 
price tag attached to the companies, ti 
adds: "It is a significant premium to its ne 
tangible assets, but not to its earnings. The 
are growing very quickly." vu 

Indocement director Judiono Tosin say 
the proposed purchase prices are fair ti 
minority shareholders. If Indofood were t 
be taken public, Tosin says, its shares couk 
fetch a price-earnings multiple of 17. Unde 
the deal, Indocement is paying a multipli 
of roughly 13.7 on the projected after-ta: 
earnings of Indofood for 1992. ‘A 

Nonetheless, analysts are troubled by 
what is shown in the abbreviated financia 
statements for Indofood offered up it 
Indocement's announcement. They poin 
out that the company's assets almost dou 
bled between the 1990 and 1991 fiscal year: 
while bank borrowings almost tripled. Th« 
net result has been to depress earning: 
slightly. "Something pretty dramatic ha: 
gone on,” says the head of a European bro 
kerage office in Jakarta. “I think we are 
entitled to full disclosure.” 

Apart from anything else, say brokes 
age analysts, the transaction appears to be 
at least partly driven by Indocement’s de 
sire to avoid paying taxes. Indocement i: 
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Apre een Finance Minister Saifur 
Rahman stressed Dhaka's commit- 

ment to economic reform and to 
Sport led growth in his 1992-93 budget, 
innounced on 18 June. In his statement, 
Xahman cut taxes, eased curbs on repatria- 
ion of monies held abroad and earmarked 
'ecord sums to improve power generation, 
me of the bottlenecks in the economy. 

Rahman said the aim of his Taka 182.9 
zillion (US$4.7 billion) budget was to get 
Jangladesh out of the “low income, low 
zrowth” trap. Replying to critics, particu- 
arly of the government's acceptance of 
conditions set by the IMF and World Bank, 
1e added: “We can only shy away from 
he path of reform at the risk of margi- 
jalisation of our country in a rapidly 
əvolving global economy. There is no al- 
‘ernative to reform.” 

The budget, which is for the year start- 
ing on 1 July, includes a deficit of Taka 77.3 
zillion. This is to be financed by Taka 62.1 





eform, by degrees 


haka cuts taxes to stimulate growth 


Bangladeshi budget 





billion in foreign grants and loans and by 
Taka 152 billion in domestic funding. 

For the first time in five years, the 
budget allocates a larger amount for de- 
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velopment spending than for reve! 


(current) expenditure. Although the de 
opment programme for the year just en 
was scaled back slightly because of unc 
utilisation of funds, the coming year's | 
gramme was pegged at Taka 86.5 bill 
an increase of 21% from the revised fig 
for 1991-92. Revenue expenditure, at T 
85.5 billion, is set to rise by 8%. 

Also significant is the fact that dome 
contributions to the annual developir 
programme continue to increase. For 
year just ended, Dhaka's share reac. 
25%, compared with only 14% in orig 
budget projections. The domestic por! 
for the coming year is set at 27%. This i: 
mean achievement, considering that c 
three years ago Bangladesh's ability 
fund its own development was virtu 
nil. 

GDP growth in the coming year is 
geted at 5%. In the year just ended, gro 
came in at 4.1%, up from a revised prc 
tion of 3.6%. 

Rahman pegged personal taxes i 
maximum marginal rate of 30%. Pr 
taxes on publicly quoted manutactui 
companies were cut to 40% from 45%, , 
to 45% from 50% for private firms. 
banks, financial institutions and cer 
other companies, the existing rate of ! 
will continue. 

To encourage wealth creation, Rahr 
scrapped a 30% tax on money repatric 








om abroad. Bangladeshi nationals can 
w bring in funds free of tax for invest- 
ent in productive enterprises. The suc- 
ss of this measure, however, will depend 
rgely on whether the government suc- 
eds in creating investment confidence. 
In the power sector, Rahman proposed 
record allocation of Taka 11.4 billion in 
| attempt to overcome chronic supply | 
oblems. Mismanagement and wastage in 
e sector are so bad that foreign donors 
ve frozen all financial support for power 
ojects for the past two years. 

The biggest allocation in the budget 
ant to eduction, up 15% from the year 
st ended, at Taka 15.9 billion. Defence 
is next at Taka 13.8 billion, a rise of 6%. 
Rahman's budget statement showed 


at an earlier reform, the introduction of | 


lue-added tax in the year just ended, is 
cceeding in improving the government's 
iancial position. The tax brought in Taka 
8 billion, higher than the projected Taka 
5 billion. 

He also noted that of the Taka 4.5 bil- 
n in extra revenues that he hopes to gen- 
ite in the coming year, only a quarter 
ll come from taxation. The rest is ex- 
cted to result from administrative and 
ocedural reforms. These include the cut 
personal and company taxes, together 
th some curbing of tax officials' powers. 
iaka is taking the optimistic view that 
th will help reduce tax evasion. 


ued US$50 million worth of Eu- 
»onds i in 1989, would also have seri- 


shore debt issued by South Korean - 
ies, investment bankers say. It 


allow local companies to raise as 
IM ene eran NIGRI RR 


Bu Sams Chang aue that the 


npan prospects remain. 
WE se sorire 
Ei sales OF APITA DAA an tool 
el by between 15-22% over the past 
e years. Sammi Steel's pre-tax profit 
. 19% to Won 4.6 billion in 1991 on 
nover up 21% at Won 533 billion. 
In international markets as well, 
inking sales in the US and 
ve been more than offset by 25% an- 
al growth in demand from Southeast. 
ia and China over the past five years 
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S Sarmi Sheet is poised ID boat tes 





POLICIES 


Back to business 


Bangkok tries to keep economy on course 





By Paul Handley in Bangkok 
he head of Thailand's main invest- 
| ment agency recently brought to- 
gether a handful of journalists over 
lunch, But this was to be no sales pitch, no 
drum-beating celebration of new triumphs. 


, Instead, the post-massacre humility of Thai 
_ Officials was summed up by Staporn 


E 


Kavitanon's question to the assembled 
journalists: How can Thailand shore up its 
image with foreign investors? 

During the heady years of 1987-91, 
Thailand was the most popular investment 
choice in Asia. But its competitive edge had 
started to be blunted by rising costs, over- 
loaded infrastructure and a shortage of 
skilled manpower. Then came the shoot- 
ing of pro-democracy demonstrators in 
May. That laid to rest one 
of Thailand's strongest sell- 
ing points: that it had ma- 
tured into a peaceful and 
stable society. 

Now it is scrambling to 
restore confidence among 
investors, tourists and trad- 
ers. Private-sector and gov- 
ernment officials fear a 
sharp economic slowdown 
if the country is relegated 
as a destination of choice 
for foreign investors and 
tourists. 

State planning officials 
have acted swifty to try to 
reassure domestic and 
overseas businessmen that 
the economy is in solid shape and is still 
growing faster than most others in the re- 
gion. Even the more pessimistic forecasters 
believe GDP expansion will be about 6% in 
1992. 

But an analysis by planning-board chief 
Phisit Pakkasem contains the disturbing 
assessment that private investment in 1992 
will not increase from last year — and that 
assumes a placid political scene. If the 
elections slated for September cause further 
uncertainty, private investment could fall 
by 5%. 





Anand: business as usual. 


is not just the result of the recent convu 
sion. Potential investors were being turne 
off before the violence, argues busine: 
consultant Robert Broadfoot, of the Hon; 
kong-based Political and Economic Ris 
Consultancy. The company had alread 
downgraded the kingdom's rating as a 
attractive investment destination. The px 
litical violence, says Broadfoot, "ju: 
capped it off.” 

Thailand is having to compete for fo 
eign capital with cheaper cost-centres i 
southern China, Indonesia and now Indi; 
Its rising land and labour costs and hig 
cost of living for expatriates have made it 
less attractive base for export-only oper: 
tions. Foreign manufacturers targeting th 
local market have found it less enticin 
than other regional countries with greate 
, Populations. 

The new caretaker gov 
ernment of Anand Panye 
rachun insists, though, the 
it is business as usual. Ac 
cording to Phisit, all majo 
government and govern 
ment-sponsored privat 
projects in the pipeline ar 
to go ahead. That include 
three mass-transit system 
for Bangkok, two majo 
telephone-line concessions 
and numerous road, wate 
and power-generation prc 
jects. 

Thai businessmen agre 
that the government ma 
chine continues to functior 
though the political upheaval has delaye 
decisions on some projects. Engineerin; 
contractor Kiat Sittheeamorn says 44 me 
dium-sized projects are awaiting belate 
approval in the public works department 
“I am not worried, though. They have al 
ready been budgeted," says Kiat. 

More worrying is the cancellation o 
private-sector construction projects. Th: 
events of May are forcing the last specula 
tive building projects from an overheatec 
real-estate market. Most observers agre 
that there is little that can be done to helt 





sncellations of expansion plans by: com- 
'anies p already invested in the country are 







ain concern is that new investors, 
spe jally those seeking small and me- 
lium-sized offshoots, will look elsewhere. 
the board has scrambled to push through 
t US$12 million investment plan by US 
iuto parts maker Dana Corp. This had 
'een held up for months because the 
'oard's top management had not been able 
o meet to give their official approval. 

- Investment-agency officials have initi- 
ted a modest overseas campaign to direct 
he attention of potential investors to the 
usiness opportunities available in Thai- 
and, and away from political issues. With 
me of the region's more generous invest- 
nent regimes, the board sees no need to 
ffer more fiscal incentives to foreign busi- 
Yessmen. 

- Tourism will be difficult to shore up. 
[he sector's problems stem only in part 
rom the bad image generated by TV pic- 
ures of stricken demonstrators. Traditional 
visitors are feeling the pinch because of the 
yeneral economic slowdown in their home 
sconomies, and Bangkok's lustre has been 
lulled by overpricing, traffic congestion 
ind pollution. 

Airlines, travel agents and hoteliers are 
rying to structure cheaper holiday pack- 
iges to entice visitors. To avoid sparking 
‘ate wars — which some say are inevitable 
— hotels are offering enticements such as 
ree upgrades and complimentary extra 
rights. 

. Some voices in government and the pri- 
zate sector are calling for a more active 
zovernment role. Siam Commercial Bank 
resident Tarrin Nimmanahaeminda has 
isked the government to avert an expected 
"se in interest rates that would hurt the 
orivate sector. 

He and others have also asked the gov- 
»rnment to increase its long-term foreign 
»orrowing to support the heavy funding 
demands of state enterprises. They fear that 
the demands of these enterprises will suck 
too much out of the local funds market, 
tightening liquidity for the private sector. 

On a broader front, planning chief 
Phisit recommends that the state should 
increase its investment to ensure a steady 
expansion of the economy. The govern- 
ment is already increasing by 22.5% its 
spending in the financial year to 30 Sep- 
tember. Phisit is urging that extra funds be 
allocated for training workers, developing 
water resources and improvine the envi- 





ECONOMI 


ghe political violence which 
wracked Thailand's capital in 
May is not expected seriously to 

E damage economic growth this 
year, according to economists in govern- 
ment and the private sector. 

With the appointment on 10 June of re- 
spected former diplomat Anand Panya- 
rachun as interim prime minister, most 
observers think the worst is past and that 
GDP growth this year should suffer no 
more than a 0.8% reduction from earlier 
projections. 

If the political crisis has now ended, the 
economy is likely to expand by 6.5-7.5% in 
1992, economists say. The National Eco- 
nomic and Social Development Board, the 
state planning agency, has cut to 7.4% its 
projection of 7.9% GDP growth. Last year 
the economy grew an estimated 7.5%. 







Thailand's prospects 





Hardest hit by the crisis, says the deve- 
lopment board chief, Phisit Pakkasem, are 
tourism and the property market. Trade 
and manufacturing were only slightly af- 
fected. 

Tourism has for several years played a 
crucial role in offsetting the country's high 
trade deficit. Even before May’s upheavals, 
in which scores of civilians were killed, the 
industrv was not expected to grow at all in 
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"THAILAND 


Limited damage 


continue to add new rooms to the la 
number already available. Average oc 
pancy has plunged to 40%, and is expec 
to be less than 60% for the year a 
whole. 

By contrast, exports have been grow 
strongly and even the pessimists ex 
them to rise by roughly 15% to US$22 
lion this year, compared with an incre 
of 16.3% projected earlier. The devel 
ment board says it is more likely that 
original target will be reached. 

The development board foresees 
ports growing at 10.8% or less, compa 
with the 13.9% predicted earlier. Tha 
because private-sector investment, o1 
nally expected to grow 10.8%,-is now 
largely as a result of negative sentir 
generated by the violence. Strong inv 
ment had resulted in very high import 
capital goods and production mater 
over the past four years. The lower gro 
in imports would reduce slightly the oi 
nal trade-deficit projection of US$9.8 
lion. 

As a result the country's curre 
account deficit is likely to diminish sligt 
Various economists see the current-accc 
deficit falling to US$7.7-8.5 billion, or 
8.596 of GDP. Most see this as managea 
as long as the economy continue: 
expand. In 1991, the deficit was 8.6% 
GDP. 

The May violence has put off m 
buyers in the real-estate sector, especi 
speculators. The development boa: 
studies show, though, that demand is 
strong in low- and middle-income h 
ing. Since public investment in infrast 
ture projects is growing, there shoulc 
enough work to tide over the construc 
industry. 

Other major indicators remain stabl 
favourable. Inflation, which was 5.7% 
year (based on the government's rv 
weighted consumer price index), wil 
4.5-4.7% in 1992. This level is less than 
pected, mainly because of the slowdi 
in investment and consumption resul 
from the recent political crisis. 

The government will still mainta: 
surplus on its current budget, says PF 





outh Korea, Russia a sign 
'chnology-transfer accord 


- Russia is to provide technology to 
uth Korea in exchange for aid in 
nverting the former communist 
'untry's military-industrial complex to 
mmercial use. Under the 18 June 
'reement, 26 Russian technologies are to 
' transferred to South Korean industries, 
nong them advanced steel-alloy 





‘oduction and electron-beam technology. 


egotiators will meet soon to work out 
e details of the agreement, which is the 
test in a string of accords between 
oscow and Seoul aimed at harnessing 
mplimentary industrial expertise. 


estle acquires brand names 
f Hongkong's Dairy Farm 

Swiss food giant Nestle on 22 June 
reed to acquire the brand names of 
airy Farm, a Hongkong food-products 
‘oducer and retailer, as well as a 
ntrolling interest in three of its China- 
ised companies. The HK$1.2 billion 
1$$153.8 million) transaction gives 
estle a significant foothold in the colony 
id China. Nestle purchased 51% 
areholdings in one wholly owned Dairy 
irm company and in two joint-venture 
anufacturing operations in Guangdong 
ovince. Dairy Farm is a subsidiary of 
rdine Matheson Holdings. 


our Seasons buys 25% stake 
| Regent International 

EIE Group of Japan on 19 June sold its 
‘% stake in Regent International Hotels, 
Hongkong-based hotel-mangement 
mpany, as well as its 25% stake in 
agent Hotel Hongkong for US$122 
illion to Four Seasons Hotels of Canada. 
ie troubled Japanese property developer 
id Four Seasons also agreed to form a 
'tel-property partnership that will own 
gent properties in New York, Milan, 
e Indonesian island of Bali and Fiji and 
ur Seasons properties in Toronto; 
incouver; Santa Barbara, California; 
astin, Texas; and New York. EIE will 
vn 81% of the venture, and Four 
asons will own the remainder. 


ipan's development aid 


Syria and Turkey reached Y204 billion, or 


three times their 1990 level. In US-dollar 
terms, the aid, which increased nearly 
20% to US$11.8 billion because of 
exchange-rate movements, pushed Japan 
back into the No. 1 position above the US 
as a foreign-aid power. 


Hongkong firm plans issue 

to fund China investment 

> Guangdong Investment announced on 
18 June plans to raise HK$1.62 billion 
(US$207.7 million) through a share 
placement on the Stock Exchange of 
Hongkong. The company wants to use 
the proceeds to purchase property and 
brewery assets in China from Guangdong 
Enterprises, its Guangdong province- 
based parent company and investment 
arm of the provincial government. The 
placement of 540 million shares at HK$3 
each, which would amount to 38.8% of 
the company’s enlarged capital, is to pay 
for assets valued at HK$840 million. 


Business indicators 


Seoul delays licences for 
joint-venture merchant banks 

> South Korea's Ministry of Finance on 
17 June decided to reconsider whether to 
issue joint-venture merchant-bank licenses 
two days after announcing they would be 
offered later this year. The ministry's 
action. followed objections to the new 
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Taipei gives approval to 

overseas futures trading 

> Taiwan's Ministry of Finance will 
begin accepting applications for overseas 
futures trading within six months, 
following the legislature’s approval of a 
new futures-trading law on 19 June. 
Brokerages will be allowed to accept 
orders for foreign futures exchanges — 
under rules that have yet to be drafted i1 
detail but are to include stiff fines for -` 
illegal activities. A Finance Ministry — . 
official said foreign futures trading will t 
the first step to opening a domestic 
futures market. 


Ford, Chrysler found to make 
cheaper cars than Toyota 


9 Ford Motor and Chrysler Corp. 
produce cars more cheaply than their 
Japanese competitors, according to a 
study by the Washington-based Economi 
Strategy Institute. Toyota Motor Corp., : 
long-touted as the world leader in low- 
production costs, spends US$6216 to — 
produce a small car, while Ford spends : 


- US$5,415 and Chrysler US$5,841. Genera 


Motors Corp. trails in both countries at - 
US$7,205. But when researchers factored 
into their calculations health and pensior 
costs, a penalty for under-utilisation of. 
capacity, capital costs and exchange rates 
US firms lost their edge to Toyota. 


India moves to bolster 

its troubled automakers 

M India on 19 June cut the excise tax 
new cars to 55% from 66% and dropp 
import duties on components by 10 — 
percentage points to help flagging — 
automakers. The moves, likely to reduce 
the price of Maruti Udyog’s basic 800 ce 
model by about 5%, will meet a demand 
by Suzuki Motor Corp. of Japan, whic 
raising its share in the carmaker to 50 
from 40% under the d dnd s new 
industrial policy. : d 

















New Zealand to (ein 
clothing tariffs until 1996 

> New Zealand will retain specific tariff 
for most clothing until 1996 because it is : 
difficult for local producers to initiate - 
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Stockmarkets 
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"Market capltalisation-weighied ery bourses exclu di ip 
An ‘unweighted index composed of over 200 blue chip Asian stocks exclu 
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New crystal ball needed 


s Tokyo's Nikkei-225 stock aver- 
age slid below 16,000 on 22 fune, 
there were no obvious signs of 
Japanese brokers jumping from 
their windows, committing seppuku (dis- 
embowelment) or even tendering ritual 
resignations. Neither were foreign brokers 
"taking responsibility," though many of 
them ought to be. 

Many of them are suffering, it is true. 
Of the 50 foreign brokers in Tokyo that 
have just published results for the year to 
31 March, 22 made losses. Another dozen 
or so had negligible profits. But that is scant 
consolation for clients who have also lost 
heavily. 

Back in December 1989, when the 
Nikkei average reached 38,916, one 
foreign analyst boldly predicted that 
the index would reach 60,000 within 
two years. Could he have meant 
16,000? No, the forecast was backed 
with lavish, if specious, claims about 
Japan's economic prowess. 

It may seem invidious to single 
them out. Stock analysts, however, 
are highly respected (and highly 
paid) members of the investment 
community. 

A certain British securities house 
with a name resembling that of a 
German luxury automobile boldly 
declared in January: "We're going 
| lish." dd ' The broker advised clients 
it was time they got "all aboard" the 
market. The Nikkei was then at 
21,000. In the intervening five 
months, it has fallen by nearly 2556. 
: Doubtless it was recommenda- 
tions such as this which galvanised 
foreign investors in their rush into 
Tokyo equities during 1991. Only 
when they realised they were buy- 
ing into Japanese selling did they 
retreat, badly burned. 

This is not to say that Japanese analysts 
got it right. Far from it. Even as the Nikkei 
was sliding in mid-June, former chairman 
of Nomura Securities Setsuya Tabuchi de- 
clared that it would not breach 16,000. It 
did. Earlier, a senior analyst from Japan's 
largest brokerage declared the latest 











economy, as it is doing now in Japan. 


One, possibly both, of two things must 
happen before Tokyo stock prices revive. 
The first is that the market yield on Tokyo 
equities, which is still barely above 1%, 
must rise to levels where it competes with 
post-office savings or even bank deposits. 
This points to a Nikkei average of around 
10,000. Alternatively, the Bank of Japan 
must ageressively lower interest rates to 
the point where liquidity washes back into 
the economy. Neither of these things is 
likely to happen before the government has 
first tried fiscal stimulation. 

Meanwhile, Shroff mischievously sug- 
gests that those foreign brokers who have 
been talking their book so eagerly 


Broker’s dozen 





_Year to 31 


Own-account | | 
| trading 
| profit/toss 


Brokerage 


throughout the market decline should take 
a cue from Japanese brokers and try com- 
pensating clients financially for losses. 

Of course, brokers always make a turn 
whatever the fortunes of their clients. Some 
have made almost indecent amounts. The 
big earners last year were those who prof- 
ited from own-account trading in stock fu- 


Pre-tax 
profit/loss 





futures and options business: is lire to 
in Japan so long as the stockmarket 
mains volatile. 

Broking commissions were good 
year for many (as hapless investors a 
on unsound advice) but are likely tc 
sharply down in the current year. S 
foreign brokers are not looking for rea 
covery in the cash market until well 
1993. By then, some of them may have 
cided that the game is not worth the. 
dle. u Anthony Ro 


The day after Anand Panyarachun wa: 
appointed as Thai prime minister oi 
June, the Bangkok bourse leapt 7.3%, b 
has merely moved sideways since t 
, This lacklustre performance 
= more to do with poor fundamer 
$ than with political uncertainty. 

"The essential problem," : 
David Scott of W. I. Carr, is thal 
economic slowdowns around 
world have gone on longer thar 
pected. Thailand's inward inv 
ment has fallen sharply and t 
has been a sizeable decline in 
growth of corporate profits. Barc 
de Zoete Wedd has re-pegge 
projection of this year's rise in 
share earnings to 8-995. Before 
political upheavals, it was fore 
ing a rise of 12%. 

Property companies compri 
substantial portion of the Stock 
change of Thailand index and 
the weakest section of the stocki 
ket. Sales and rentals for listed p 
erty companies, as well as inc 
for hoteliers, will be far below ! 
casts made at the end of 1991. 

Most analysts see the in 
which has been hovering aro 
the 750 level, trading in the 720 
range over the next several months, at . 
until the election due in September. TT 
a far cry from 1991's high of 910, wher 
average price-earnings (p/e) ratio wa: 
But one brokerage, BZW, sees dizzier f 
pects next year. 

The firm has just made Thailand its 
mium buy in Asia, recommending 
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Io place your 
fax: Hong Kong EXPORT FIRM 
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| When you need i important infor- 


"BACKGROUND | mation, you invariably want it fast 
ME ON HOW 


. and accurate. The Review Index 
nae . enables rapid access to the most 
TI . respected Asia-Pacific information 


TAK EOVE "ESI scurce: The Far Eastern Economic 


| | NE Review. Everything published 
DAYI EOY SDA curing the preceding quarter, by 
country, subject and date is 


detailed in the Review Index, 





[his essential research tool is also available as a cumulative annual 
dition. End hours of needless searching. Sub- 
cribe now and receive your Review Index four 
mes per year, including the cumulative annual at 
}$$59 per annum, or the cumulative annual alone 
or USS43 per annum. 
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je University seeks 
i term of fi ive years 










Fto appoint as Deputy Vice-Chancellor (Res 
P' a person who will report directly to the Vice-C 
who will have broad responsibilities to provide tl 
research efforts in the University can flourish. 










The University places great importance on this position, since 
appointee will be required to support the efforts of researche 
maximise the provision of the resources and the environment that 
successful research, The appointee will be involved in policy matters that 
the University as a whole, represent the University in Canberra, and liaise: 
with and provide information to faculty, through deans and heads of 
departments, in order to facilitate the research activities of the University. 
Applicants will be distinguished researchers who have demonstrated relevant 
high level experience in university administration. The successful applicant 
will be expected to retain personal involvement in research in his or her 
own discipline. An attractive salary package will be negotiated. 

Further details about the position may be obtained by contacting the 
Registrar, Mr A.L. Pritchard, Monash University, Clayton, Victoria 3168, 
Australia, facsimile 61-3-565 2016. 


Applications should reach the Vice-Chancellor not later than Friday 14 August 
1992. Council reserves the right to make no appointment or to appoint by 
invitation at any stage. 








Classified 
Results 
“We placed a small 
ad in the REVIEW 
Classified. Section. and 
we had an extremely 
varied and interesting 
response — and some 
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Shrinking d isk drives 


im Miller's business card is an odd 

shape, smaller and squarer than most 

others. Turn it over, and you realise 

why. Printed on the back of the card 
is an actual-size diagram of the product 
that Miller's company sells: a 1.8-inch-dia- 
meter hard disk drive that plugs into 
handheld personal computers. 

The company is MiniStor Peripherals, 
the latest in a long line of specialist US 
firms that dominate the hard disk-drive in- 
dustry. The company's tiny drive weighs 
just 75 grams, yet it can store a whopping 
64 megabytes of data, enough to accom- 
modate even the largest personal-compu- 
ter programs. 

Hard disk drives have been around 
since the earliest days of the computer in- 
dustry. The first, code-named Winchester, 
was introduced by IBM back in 1957. Al- 
though the principle on which they oper- 
ate remains the same — computer 
ones and zeroes map nicely onto the 
north and south poles of magnetic 
particles — everything else about 
disk drives has changed. 

To pack data on disks in ever- 
increasing amounts, media makers 
have shrunk the size of the particles 
in the magnetic material used to coat 
the drive's aluminium platters. At 
the moment, the particles are ar- 
ranged horizontally, but researchers 
are working on ways of stacking 
them vertically. By doing this, they 
expect greatly to increase storage 
capacity. 

The read/write heads used to 
store and retrieve data have also 
been the subject of much innovation. 
Today's heads are made like micro- 
chips: thin films of ferrite deposited on a 
silicon wafer. Unlike microchips, however, 
they must work in a much harsher me- 
chanical world. 

The heads fly ever closer to the disk, 
maintaining a constant height of three or 
four micrometers above a surface that is 
rotating several thousand times a minute. 
This, as drive makers never tire of telling 
people, is like having a jumbo jet cruise at 
an altitude measured in centimetres. 


however, is at least as much a function of 
software as of materials and components. 
Clever programs thousands of lines long 
keep heads locked dead on track. They also 
compensate for any flaws in the medium. 

Removable hard disk drives have ar- 
rived in response to a new standard drawn 
up to pave the way for a completely differ- 
ent technology. Memory cards, as the tech- 
nology is known, have been heralded as a 
replacement for rotating media. They con- 
tain no moving parts, storing data in a new 
type of chip called flash memory. 

Unlike most other forms of chip 
memory, flash does not need a battery to 
help it remember. It can thus be used in 
the same way as a disk. Several makers 
have already launched removable flash 
memory cards. They include a Silicon Val- 
ley start-up called SunDisk (which is 
backed by phone company AT&T, with 





Drives: bigger than a postage stamp — for now. — 


Matsushita handling the manufacturing) 
and chip pioneer Intel. 

It seems logical that an all-electrical me- 
dium should be cheaper than an electro- 
mechanical one. But for conventional ap- 
plications, it turns out that disks can still 
trump cards. The reason is that most of the 
cost of building a hard disk drive is "front- 
loaded." Rather, it means that once you 
have paid for the basic bits and pieces — 
heads, actuators, motors and so on — ad- 


compared with US$6. 50 for the si 
amount of memory on MiniStor’s d 
And the price of the electro-mecha: 
product will drop further when the d 
goes into volume production at the c 
pany's Singapore plant in September. 

Thus, memory cards are at the mor 
limited to special-purpose applicat 
where smaller amounts of memory 
suffice. Disk drives will continue to be 
technology of choice for general-pur 
personal computers. In addition, M 
sees new, non-traditional markets ope 
up for tiny drives. The possibilities inc 
cartridges for printer fonts. 

A disk drive is admittedly rather thi 
than a memory card. It needs two of 
new standard slots to plug into, comp: 
with a single slot for the card. But 
drives continue to shrink, 

In early June, US computer mi 
Hewlett-Packard introduced 
even smaller drive, with disks 
1.3 inches in diameter and a sto 
capacity of over 20 megabytes. 5 
the disks are not much bigger | 
the face of a watch, it is not sur 
ing that Hewlett-Packard has 
tracted out manufacture of the c 
to leading Japanese watch m 
Citizen. 

What is surprising is that 
Japanese are not as yet a major f 
© in the market for hard disk di 
- for personal computers. Historic 
. the reason for this weakness 
been the smallness of the dom 
market, which has prevented f 
ers from gaining Sxpetiéne 
home. 

But the recent popularit 
laptop and notebook computers in Jé 
has alerted makers to the attractivene: 
disk-drive production. Several large Ja 
ese companies, including NEC and Nir 
Steel, have recently announced plan 
make 1.8-inch disk drives based on des 
commissioned from small US firms. 

For the moment, however, Singa 
remains the place to go to get your 
drives made. Over the past 10 years, 
island's financial incentives have 
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“The new Audi 100 is no longer 
number three among the distin- 
guished German marques, but, as the 
test proves, number one." Auto Bild. 


"Audi has succeeded... in not just 
drawing level with. the. competition, 
but moving ahead of it.” Auto Motor 
Und Sport (comparison test of Audi, 
Mercedes and BMW). 


refined, as cultivated, as of-a-piece as 


this.” Car and Driver. 


"This car is more than a little like 
a four-door Porsche..." Automobile. 


*With very little steering effort, the 


- "Audi actually lets itself be driven 


nimbly and precisely like a small car.” 
V lotor Und Sport. 





"Smooth, quiet and absolutely reso- 
lute in its onward rush.” Motor Trend. 





“The Audi 100 is clearly the de- 
serving winner." Mot (comparison test 
of Audi, Mercedes and BMW). 


MT U4isRCUIDPGCOTIOTEIR 


Dow Jones & Co. 





:ditor: L. Gordon Crovit 
Jeputy Editor: Nayan Chanda 


tegional Editor: Charles Smith; V. G. Kulkarni Deputy: 
yayin Greenwood, K. Nadarajah Assistants 


jusiness Editor: Nigel Holloway; Andrew Waller Deputy; 
Jarry Hubbard Assistant 


‘ocus Editor: Michael Malik 

irts & Society Editor: Margaret Scott; Don Cohn Books Editor 
jews Editor: Pau! Bayfield 

shief Correspondent: Rodney Tasker 

nternational Finance Editor: Anthony Rowley Tokyo 


specialist Contributors: Bob Johnstone Technology. 

lonathan Friedland Finance; Mark Clifford Industry; Carl Goldstein 
;hinese Affairs; Michael Westlake Transport; N. Balakrishnan 
Singapore; Stacy Masher Hongkong; Morgan Chua Cartoons; 
‘izabeth Cheng China Trade; Bertil Lintner Burma; 

‘ai Ming Cheung 


Art Director: John Hull; Ricky Hui Deputy; Ringo Chung, - 
tay Leung Assistants 


?roduction Editor: Paul Lee; Henry Chiu Deputy; 
Ninnie Law Assistant 


-ibrarian: Jan Bradley 
:ditorial Administrator: Lily Kan 


JUREAUX 

Jangkok: Pau! Handiey 2511139 

danoi: Murray Hiebert 259627 

slamahad: Salamat Ali 823349 

lakarta: Suhaini Aznam, Adam Schwarz 3847814 

(yala Lumpur: Michael Vatikiotis, Doug Tsuruoka 2618252 
Manila: John McBeth, Rigoberto Tigiao 5221808/595077 
New Delhi: Hamish McDonald 611326 

Peking: Lincoln Kaye 5321550/5321397 

Seoul: Shim Jae Hoon, Ed Paisley 732- RM 
Singapore: 2203720 

faipel: Julian Baum 502-2359 

Fokyo: Robert Dells, Louise do Rosario 32708229 
Washington: Susumu Awanohara 862-9286 


OTHER CORRESPONDENTS AND CONTRIBUTORS 
Brussels: Shada Islam London: James Bartholomew 
Calcutta: Jayanta Sarkar Moscow: Sophie Quinn-Judge 
Canberra: Jacqueline Rees New York: Jonathan Burton 
Colombo: Manik de Silva Rangoon: M. C. Tun 

Dhaka: S. Kamaluddin Sydney: Alan Deans 

Geneva: Frances Williams United Nations: Ted Morello 
Islamabad: Ahmed Rashid Vancouver: Ashiey Ford 
Kathmandu: Kedar Man Singh Wellington: Colin James 


ADMINISTRATION 

Publisher: Thomas P. Eglinton 

General Manager: Mitchell A. Klaif 

Advertising Director: Thomas J. Harter 

Marketing Services Manager: Sally Walker 

Circulation Manager: Agnes Ting 

Company Secretary: K. S. Tsang 

Published weekly, avery Thursda as in Hongkong since 1946. All Rights 


Reserved. € Review Publishing Company Limited, Hongkong, 1992. 
A wholly- owned subsidiary of Dow Jones and Company Incorporated. 


Offices: 181-185, Gloucester Road, Centre Point, Hongkong. 

Postal address: GPO Box 160, Hon kong. Cable: REVIEW HONGKONG 
Editorial, REVIEWADS HONGKONG Executive, Advertising & Accounts; 
REVIEWGIRC HONGKONG Circulation. Telex: 75297 ECWEK HX ae 
82497 REVAD | HX Executive, Accounts á Advertising. 66452 REVCD HX 


dibus niue rakes F hanniinta: 004 





LETTERS 


The ‘Khmer Rouge question’ 


The 5TH COLUMN on Cambodia by Tiziano 
Terzani [25 June] was the most sensible 
and honest commentary I have yet read on 
the Khmer Rouge question. However, 
Terzani is only partially correct in referring 
to the present situation as an "indecent 
peace." The very fact that the UN and na- 





tions of the civilised world are dealing with 


the Khmer Rouge at àll is truly indecent. 
But to call the present stand-off ' "peace" is 
an overstatement. 


There were undoubtedly good diplo- 
matic and tactical reasons for including the 
Khmer Rouge in the various, primarily In- 
donesian initiated peace initiatives on 
Cambodia in the mid to late 1980s. With 


the collapse of communism in the Soviet 


Union (Vietnam's old patron) and the end 


of the Cold War, it was, however, an error 
to include the Khmer Rouge in the UN 
brokered Paris Peace Accords at all. 

The logic — such as it was — of sup- 
porting the Khmer Rouge as a bulwark 


against the spread of Soviet influence in 


the region has had no merit for some time. 
With Chinese and US enthusiasm for the 
Khmer Rouge waning, the main obstacle 
to eliminating the Khmer Rouge altogether 
is the lack of sufficient will on the part of 
the international community in general, 
and Thailand in particular. Thailand allows 
the Khmer Rouge | to survive by providing 
border sanctuaries, and by continuing to 
permit the supply of arms, ammunition 
and other supplies through well en- 
trenched military and trade connections. 
And of course it profits in the process. 
Eliminating the Khmer Rouge now ap- 
pears to be a prerequisite for bringing 





about a lasting peace in Cambodia. Seen in 


absolute terms, it would require a relatively 


minor military effort. It would, however, 
require the concerted cooperation of the 


international community, and in particular 





: MARK GOETZE 


Think local, not global 

Your EDITORIAL [4 June] was s right about 
Thomas Malthus (boy, that was a brave 
stand to take) but dead wrong on the state- 
ment, “Western Europe and the US — once 
giant forests — did not let these 
[Malthusian] concerns block develop- 
ment.” I suggest vou get out of your sky- 


^of such immense diversity as No 
America (or Europe) becomes a “once 


ant forest,” while, for example, Mex 
might become the “cheap-labour swe 
shop” for the US, or a Malaysian forest 
comes just another “big stand of trees” 
cutting. down. 

It is time we began the hard and ne 
sary work of giving local, sustainable 
velopment a chance. We will not do t 
thinking and acting globally; we will d 


by thinking and acting: locally. It. wo 


help for a magazine like yours to do 
same. It’s harder work, but it's the o 
responsible way to go. 

Place South, Seattle BRUCE KEND. 


History as a mirror 
Your article Buried treasure [ARTS & SO 
TY, 11 June] notes that on the western « 


skirts of Xian, many of the 185 satel 


tombs of China's Tang Tai-tsung empe 


(AD 600-649) have been damaged by 


ing ground water as a result of the Chin 
Government's failure to earmark funds 
their preservation. Historic frescoes h 
been washed away and. undergrov 
burial chambers of consorts and con 
bines have collapsed. - 

Apparently, the auttiarities in Pek 
need to be reminded of the importan 
preserving their cultural history. As 
Tang Tai-tsung emperor wrote more tl 
13 centuries ago: - 

“Using [polished] bronze as a mir 
one can attend to one’s appearance. Us 
people as a mirror, one can become aw 
of one’s own merits and demerits. Us 
history as a mirror, one can learn the cat 
of the rise or fall of states.” 

New York BRADFORD TREB¢ 


Proud of Japan 

For a putative “international” busin 
publication that supposedly caters to As 
as well as US readers, I am. quite surpri 
by the decidedly “pro-American” stance 
your articles. Indeed, in this reader's oj 
ion the REVIEW has of late indulged in 
non-productive game of “Japan-bashir 
especially with regard to articles wł 
gleefully recount the alleged demise 
corporate Japan. As an Asian reader 
the REVIEW, I am tremendously prouc 
Japan's accomplishments which, jus 
ably, instill in all Asians a sense of prid 


being Asian. Perhaps therein lies the « 


flict. 
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wrestling: "Schwinger 


Incredibly Interffationa 
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lapanese-style wrestling: “Sumo 
banks, combines traditional values with a dynamic 
approach and a consistently global outlook. For 
personalized professional service anywhere in the 
world, Credit Suisse is second to none. 


Fair play, good timing and determination to excel 
these are the qualities and skills that characterize 
traditional wrestling, whether in Switzerland or in 
Japan. They are also the basis of successful banking. 
Credit Suisse, the oldest of Switzerland's three big 


We do more to keep you EE at the top. 


E: E European warships and nav 


| May 1 massacre. in Bangk Jk 


.. retired t before elections set 


Michael v will 
. group's solid per 
A father dies 32 





INTELLIGENCE 


“Taking Issue 7 

.. In a 23 June memorandum addressed to 
- Indian Finance Minister Manmohan 

- Singh and a number of other senior 

_ Officials, merchant banker Morgan 
anley has insisted that the recent 
US$150 million issue of global 
depository shares (GDs) it handled for 


“Reliance Industries T.td was a «uccess 








was due to Morgan Stanley’s. 
“exceptional rapport with investors” that 

the Reliance GDS price dropped only 

22% when the underlying : stock fell 27%. 


Strait Dealing 


The Shanghai Stock Exchange's 
electronic price-quote board was quietly 
donated through a third party by 
Taiwan's Taipei Stock Exchange. The 
Taipei price-matching system is 
considered one of the best in Asia and 
has the added advantage of being the 


only ane tà nse Chinese characters This 


` heavy penalties, the pra tice of bondei 
child labour an in Line UN 





Burmese government-in-exile headed I 
Sein Win starts broadcasting news and 
commentary over the transmitters of 
Radio Norway International. Called 
Radio Free Burma, the new station wil 
be operated by the Norway-Burma 
Council, a non-governmental solidarity 
group which has received a grant of 
nearly US$350,000 from the Norwegia1 
Government. Oslo is unperturbed by t 
prospect of Rangoon breaking 


. diplomatic ties with Norway in 
 retaliation. 3 


surance Co. The Chinese have told 
‘tna that they would like an initial _ 

pital investment of some US$100. 
lion. Another US-based insurance NE 


mpany, American International - 
oup, is also close to getting: 
rmission to open up in China. 


j the Way 


-elections promised by Singapore's _ | 
. ^. telephone link between North and South 
|. Korea, despite warnings from 

~ Washington that it may violate an . 


ime Minister Goh 
iok Tong during 
2 1990 general 
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ona spending binge bu 
ers worry about the 
s on savings, inflati 





limited. to two weeks, the polls are 


xpec ed ay tha held in late can laa 






opens of one so- | 


called group deoresentalion constituency, 


which has three seats, and one single 
constituency. 


Number Runners 
A US company plans to install a 


ng aside traditional 


Commission (FCC) and International 


Telecommunications Union rules. IDT =< 
argues that the link has become tangled. oe 


in federal bureaucracy, and says it will 

go ahead with the service if the FCC and 
Department confirm in writing that- 

they are passing the buck to me other. D 











Uncle-San 


Newly sworn-in Philippine President 
Fidel Ramos is expected to be invited t 
make a formal visit to Japan soon. In the 
wake of Washington’ s cut in bilateral ; 5 


REGIONAL 


TAIWAN 


Guns for butter 


Russian visit spotlights scope for aid, defence ties 


y y Julian Baum in Taipei - 


aiwan's perception of who its real 

friends are may have changed 

perceptibly following the high 

profile visit in late June of a 
mer commander of the Soviet Pacific 
leet on a mission to seek aid and invest- 
rent. Adm. Vladimir Sidorov and his 
arty were the first senior military officers 
om Russia to come to the island since the 
lationalist government was established 
ere in the late 1940s. Sidorov's comments 
n arms sales to China and on force reduc- 
ons for the Pacific Fleet have given top 
efence officials on Taiwan a first-hand 
iste of the changes that have swept 
wough the Russian Far East. 

The visit also illustrates the uses of 
resident Lee Teng-hui's "pragmatic diplo- 
acy,” which some observers say may be 
oing too far for Washington's comfort. By 
penly courting Russia as a possible, 
ough unlikely, source for arms and de- 
nce technology, some experts say that 
aiwan's military establishment is remind- 
ig Washington that it has other options 
ad that it will not remain passive while 
hina buys access to the formidable arse- 
al of the former Soviet states. 

During a week-long stay, Sidorov met 











“the likeli 


fet before the end ofthe century b Te 








Taiwan ships on manoeuvres: message for Washington. 


the top leadership including Lee, Premier 
Hau Pei-tsun, and Defence Minister Chen 
Li-an. He spoke to senior military officers 
and students at the Armed Forces Univer- 
sity, shopped in supermarkets and depart- 
ment stores and spoke to the press on 
numerous occasions. 

Sidorov said he came to Taiwan to 
make contact with businessmen and indus- 


In addition, a single carrier would 


make little operational sense, as routine 





ever purpose it was intended to serve. 
Any serious effort by China to buy car- 
riers would, as Taiwan's present reaction 


shows, spark widespread opposition 
throughout the region. A mixture of 
threats and incentives by Taiwan and 


possibly other countries would To ppl 


serve to deter any li 


Were China to persist, red f 





| would then have to decide what 


trialists and to ask for cooperation and 
nancial assistance in building Russi. 
economy. He reminded his hosts that | 
Soviet Union had once aided the Reput 
of China during the 1920s and sent m 
tary advisers for the war with Japan. | 
also asked government leaders no lon; 
to regard Russia as an enemy and to p 
mit Russian ships to enter Taiwan's po 


Further, modern aircraft carriers 
with their defensive and supply conso 
— are the most expensive naval un 
ever deployed. A single carrier, deper 
ing on what threat it is likely to face, : 
quires a task force of anti-aircraft a 
anti-submarine escorts for protectic 
This force, in turn, needs a train of 
plenishment ships to provide food, fi 
and ammunition. 

Ph A gl dsm n 


_ what China would hope to accompli 


with a carrier force. The disputed isla 


. flashpoints in the South China Sea are 


 —hallam c annb nden ninan that ana 











degener © O O 0009 
On arms sales to China, Sidorov’ $ com 


nts were straightforward: “If China — 


nts to waste its foreign currency re- 
ves to buy weapons, we certainly wel- 
ne them to buy,” he said in a speech to 
Society for Strategic Studies. "Even if 
ina has the extra money to buy arms, 
re is a limit" he added, implying the 
ns should be for defensive purposes. 
When pressed by reporters, Sidorov 
uld not rule out the possibility of Rus- 
n arms sales to Taiwan. But he denied 
t was the purpose of his visit, saying 
t Taiwan already had sufficient wea- 
ary to defend itself. Asked about arms 
rchases from Russia, Foreign Minister 


drick Chien said he had learned “never | 


say never." 
Independent observers say, however, 
it such deals are unrealistic for logistical 
sons. "If they're unwilling to integrate 
ael's Kfir fighter into their air force, how 
1 they talk about buying MiGs?” asked 
e analyst. 
In a speech on the evolution of Soviet 
litary strategy, Sidorov said that the Rus- 
n fleet in the Pacific would be reduced 
40% by 1996 and, if Washington and 
cow implement recent agreements on 
ns cuts, by as much as 70% by the end 
the decade. The admiral also surprised 
. hosts with frank descriptions of the 


ssian military's financial crisis, saying- 
're was not enough cash to pay next 


ynth’s salaries to Russian sailors. 


But analysts commented that arms cuts 


oressed in percentages were not mean- 


"ful without reference to the Soviet fleet's - 


rrent size and the composition of the 
‘ce reductions. In 1986, the then Soviet 
:sident Mikhail Gorbachov announced a 


luction in the Soviet navy's Pacific forces. 


20-25%. Analysts said those cuts were 





Sidorov was invited to Taiwan: by 


Chiang Wei-kuo, secretary-general of the 


National Security Council and son of late 
president Chiang Kai-shek. The younger 
Chiang was visibly pleased to be escorting 
a Russian military leader around Taipei 
and his guests were duly complimentary 
of Taiwan's achievements under the 
Kuomintang government. 

Despite the local publicity, observers 
say Sidorov's visit has been a sensitive one 
for the Taiwan Government. The presiden- 
tial office at first denied advanced know- 
ledge of it, though Chiang said he notified 
the president through military chief Adm. 
Liu Ho-chien. 

. One military expert speculated that the 
denial hinted at the government's nervous- 
ness over reactions from Washington and 
Peking. Washington has opposed the pro- 
liferation of arms on either side of the Tai- 
wan Strait and any moves by Taipei which 
could provoke Peking. China's senior 
leader, Deng Xiaoping, once said that a 
military alliance between Taiwan and the 
Soviet Union would be sufficient reason to 








thou NNE the D d J “use force to reunify Taiwan with China. Es 


presence in the Pacific. 


But Taiwan's military has long beet 
frustrated with Washington's limits or 
arms sales, especially the latter's refusal & 
sell F16 fighters to Taiwan's air force. By 
flirting with the idea of cooperation witl 
Russia on regional security issues, Tai 
wan's strongly anti-communist militar 
establishment may have found a new wa! 
of getting Washington's attention. | 

Opening relations with the former So 


viet states has been a high priority of Tai 


wan's Foreign Ministry during the pas 
year. Chien announced on 24 June tha 
Taipei and Moscow will set up coordina 
tion councils following the model of unof 
ficial relations with the US and Japan. Th: 
agreements will be signed after the tw: 
sides set up their IeSpecuve organisations 
he said. 

Chien expects Taiwan will be able t 
open a representative office in Moscow b 
September, though lack of funds may de 
lay a Russian counterpart in Taipei. Thi 
China External Trade Development Coun 
cil opened an office in Moscow in Augus 
1991 and a Russian-invested private com 
pany has opened an office in Taipei. 
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Taiwan's naval modernisation gathers pace 


:mEE——X———— d 


By Julian Baum in Kaohsiung 


nEEET.EÉUY————————————— yl a t 


C hina's rumoured plans to buy an air- 





craft carrier from Ukraine have been 

A dismissed by many military observ- 

ers in Taiwan as unrealistic and impracti- 
cal, but that has not deterred policymakers 


from using the report as a reason to criti- 


cise China's purchase of arms and military 
technology from states of the former Soviet 
Union 

The Mainland Affairs Council, which 
coordinates Taiwan's policy towards 
China, described the carrier as part of a 
build-up of offensive weapons "which is 
inconsistent with the current international 
trends and the peaceful development of 
relations between the two sides [of the Tai- 
wan Strait].” The statement was the first 
Official reaction to reports of China's arms 
acquisitions from Russia and Ukraine. 


build a blue-water navy, but the aitoral 
carrier itself would not be a direct threat t 
this island,” Soong Chang-chih, former ne 
val chief and former defence minister, tol 
the REVIEW. 

Soong said China would need two cal 
riers to have an effective naval air arm. H 
estimated it could take at least 10 years t 
build a second carrier, along with the tas 
force needed to protect them. Two year 
ago, China bought a decommissioned aii 
craft carrier from Australia, the forme 


Melbourne, which had been stripped of it 


equipment and sold for scrap. The ship i 
now under study by Chinese naval arch 
tects, according to shipping industr 


Sources. 


. Soon after the rumoured carrier de 
made headlines in Taipei's newspapers | i 





-mid-June, following a report in the Lor 


don-based Jane's Defence Weekly magazin: 







ss emphasis on repelling an invasion 
rce from China, now regarded as a low- 
vel threat, and a high priority placed on 
reaking any wartime shipping blockade 
f the island. 

. With a fleet of more than 120 diesel and 
veral nuclear submarines, analysts say, 
hina could easily threaten the sea lanes 
‘ound Taiwan, which is the most trade- 
ependent economy in Asia after Singa- 
ore and Hongkong. "We have to use all 
ir capabilities to build up our anti-sub- 
arine warfare defences,” Soong said. 

Sources say the navy's peacetime role 
: policing coastal waters has sometimes 
ought it into conflict with the Chinese 
overnment. Peking reportedly objected 
st year to Taiwan's navy taking into cus- 
dy Chinese customs officers found in- 
'ecting a commercial vessel on Taipei's 
de of the Taiwan Strait. The incident 
yinted to the need for a civilian coast- 
iard force, observers said. 

However, plans to establish a coast- 
iard were dropped last year, ostensibly 
r budgetary reasons. Now the idea is be- 
g revived under a newly reorganised Tai- 
an Garrison Command, to be tentatively 
named the Security and Defence Com- 
and. Under the latest plans, the coast- 
iard would be a paramilitary force 
iarged with policing the Taiwan Strait, 
ippressing piracy and smuggling and in- 
rdicting illegal immigrants from China — 
yw running at 1,000 per day, according to 
ilitary estimates. 

The creation of an independent coast- 






A Kiev-class aircraft carrier: advantage. 


guard would allow the navy to concentrate 
on its anti-blockade mission, and reduce 
the chances of it becoming involved in in- 
cidents with Chinese patrol boats and cus- 
toms cutters. The navy currently deploys 
22 destroyers, a mix of Gearing, Sumner 
and Fletcher-class ships built by the US in 
the early 1940s, as well as nine frigates of 
similar vintage. The ships are equipped 
with anti-submarine warfare systems now 
some 20 years old. 

The biggest boost to modernising Tai- 
wan's navy is a programme to construct 12 





Oliver Hazard Perry-class frigates throu; 
a technology transfer agreement with t 
US. The lead Perry-class frigate, built 
China Shipbuilding, is scheduled to be c 
livered for sea trials early next year. T 
remaining vessels will be completed at t 
rate of one every subsequent 11 months 

These frigates will give Taiwan a : 
phisticated anti-submarine warfare cat 
bility, albeit without several key weapo 
or detection systems found on their | 
navy counterparts. Under the agreeme 
signed in 1987, the US would not pern 
the transfer of the US navy’s towed arr 
sonar, the LAMPS III airborne anti-subrr 
rine warfare system and the Harpoon an 
ship missile — though a source says Was 
ington may soon allow the Harpoon to 
sold to Taiwan. 

Instead, the new frigates will car 
Hsiung Feng II anti-ship missiles — gen: 
ally considered an indigenously adapt 
version of Israel's Gabriel missile — . 
advanced communications system al 
40mm guns. 

In other acquisitions, the US Congre 
recently permitted a renewable, two-ye 
leasing programme for three Knox-cla 
frigates, which will include advanc 
weapons systems. The ships will be turn 
over to Taiwan's navy as soon as cre 
can be trained, probably in the next one 
two years. One ship has already be 
decommissioned in Hawaii and is awa 
ing a crew to sail it to Taiwan. 

Taiwan has been shopping in Euro 
for ships and naval technology since t 
















‘ts in Europe have a high priority. The 
miral was instrumental in negotiating 


th France for the purchase of Lafayette- | 


m. Hsia T eum to Tea Ties s Te epr Ree 
atative office in The Hague earlier this 
ar indicates that naval procurement ef- 


iss frigates. After several false starts, that | 


al was announced in September 1991 by 
2 French Government and confirmed by 
iwan's defence minister earlier this year. 
Under the agreement, France will sell 
Lafayette-class frigates worth an esti- 
ated US$4.8 billion in an agreement simi- 
‘to that with the US for the Perry-class 
ips, except that the first two to four ships 
l| be built in France and delivered to 
iwan, probably in 1994. The remainder 
ll be built in Kaohsiung shipyards with 
ench assistance. 
Other European naval purchases in- 
ide two submarines from the Nether- 
ids in 1981, though additional sales were 
3cked by Peking. The Dutch Government 
nounced in February this year that it 
duld not permit the sale of four new sub- 
arines, worth an estimated US$1.5 billion, 
it some sources say negotiations are con- 
wing for a technology transfer which 
ould allow their construction in Taiwan. 
Taiwan also took delivery of four mine- 
reepers, disguised as commercial vessels, 


ym Germany last year. A consortium of | 
arman shipbuilders has lobbied Bonn for | 


veral years to build a fleet of frigates and 
bmarines for Taiwan, but their proposal 


! Villa: Public Works Secretary 
| Jose de Jesus; and executive sec- 


as formally rejected earlier this year. - 








ent cabinet 


Business elite dominate Ramos government 


By Rigoberto Tiglao in Manila 


he cabinet of newly inaugurated 

Philippine President Fidel Ramos 

could be described, stretching an 
expression of the 1960s, as a military-in- 
dustrial elite. In contrast to outgoing presi- 
dent Corazon Aquino's initial "rainbow 
cabinet" whose members ranged from 
Left-leaning human-rights lawyers to right- 
ist military-oriented figures, Ramos' cabi- 
net appears to be an ideologically homo- 
geneous group. 

The key members of the ex-general's 
cabinet — announced on 29 
June, a day before the start of his 
six-year presidential term — ap- 
pear to have been chosen to rep- 
resent a cross-section of the 
country's business elite rather 
than to tap technocratic or pro- 
fessional expertise. 

The Ramos cabinet retains six 
of Aquino's officials including: 
Defence Secretary Renato de 


"E 
M. 
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retary Franklin Drilon who was 
reassigned as justice secretary. 
Aquino's former tourism secre- 
tary Rafael Alunan, who had re- 
signed to become Ramos' 
spokesman, was designated in- 
terior and local government secretary. 

Incoming Foreign Secretary Roberto 
Romulo, who takes office in August, is the 
son of the late Carlos Romulo, considered 
to have been the pillar of the Philippine 
foreign-affairs bureaucracy. Romulo is cur- 
rently ambassador to Belgium but his ca- 
reer has been mostly as a corporate execu- 
tive, culminating in the chairmanship of 
IBM Philippines, the local subsidiary of the 
US computer giant. 


Although there are reports in Manila 


that Ramos plans to downgrade the posi- 
tion of executive secretary, hitherto the 


most powerful cabinet office, the. job has . 
been given to a close associate, former cam- > 
paign director Peter Garrucho. Garrücho 
will be the first executive secretary with a 






sive stint as trade and industry secretar 
He was then asked to join Ramos' camp e 
campaign director. 

Ramos’ list of economic appointment 
continues the theme of giving top jobs t 
businessmen. The new finance secretary : 
Ramon del Rosario, chairman of the ray 
idly rising medium-sized Asia Banl 
owned by three of the country's large: 
conglomerates. The trade and industr 
portfolio went to Rizalino Navarro, hea 
since 1982 of an accounting firm. | 

Even Agrarian Reform Secretar 
Ernesto Garilao has a business back 







Ramos: ideologically homogeneous cabinet. 


ground. He was executive director of th 
Philippine Business for Social Progress, 
foundation set up for community pie 
by the country’s biggest firms. 

Only two cabinet posts have been give 
to ex-military men. Jose Almonte, a forme 
brigadier-general headed the Nation 
Security Council and ex-commex 
Guillermo Parayno, a former presidenti; 
security adviser, is new chief of customs. 

Almonte, however, is considered to t 


Ramos' close confidant, and is even see 
-by some observers as the new president 
ideologue. Together with other ex-genera 


ho helped staff Ramos' election can 


-paign machine — Rene Cruz and Hones! 
Isleta — Almonte constitutes one of 
. group of former comrades-in-arms wh 





.andslide victory for | 
Mongolian party 


> The ruling Mongolian People's 
tevolutionary Party (MPRP) has won at 
east 70 seats in Mongolia's 28 June 
lection to the 76-seat Great Hural, or 
'arliament, according to unofficial tallies 
'y the competing parties. Infighting has 
dready begun between the party's three 
nain factions on who should be prime 
ninister, with MPRP leaders unable to 
fer automatic endorsement of the 
ncumbent, Dashiyn Byambasuren. The 
4PRP renounced its communist ideology 
n 1990 — when Mongolia ended 70 years 
f one-party rule as a satellite of the 
ormer Soviet Union — and won the 
ountry's first free election in that same 
'ear. 


JS lawmakers cut 

iid to Indonesia 

> For the first time, the US House of 
tepresentatives has cut government aid 
9 Indonesia over human-rights abuses 
a East Timor, where the. Indonesian. 
nilitary cracked down on. pro- 4 
ndependence demonstrators in late - 
991. The US$2.3 million cut — which 
ffects military training and education 
unds — is the result of a unanimously 
dopted 25 June amendment to the | 
reign Aid Bill. 


"—— 


ji j pledge on 
onstitutional review 


> iji s President Ratu Panaia Ganilau 
romised that talks would begin soon on 
review of the country's racially 
liscriminatory constitution when he 
pened parliament on 29 June, five years 
fter the military-led 1987 coup that 
»ppled the Indian-dominated Bavadra 
overnment. The Indians form almost half 
f the country's population and Prime 
Ainister Sitiveni Rabuka had given 
ssurances of such a review to two minor 
'arties, including the Indian-backed 
Jational Federation Party, in return is 
heir parliamentary support. Rabuka's - 


ijian Political Party won the elections in 


Aay but does not have a majority in the. 
D seat parliament. 


and prisoners of war was told on 2 5 fire. 
In the first of two days of public hearings 
on the matter, panel chairman Sen. John 
Kerry said recently declassified . 
documents show the Pentagon - 
systematically lied about where, how and 
when the US servicemen died because it 
sought to cover up bombing raids on 
countries with whom the US was not at 
war. Kerry said at least 80 US servicemen 
may have been left behind as prisoners. 
There is no evidence that any are still 
alive. 


Malaysia submits 

papers on island claim 

> Malaysia has presented to Singapore 
documents supporting its claim to Batu 


Putih, a tiny island 15 kilometres off 


Malaysia's southern Johor state. The 
move, on 29 June, comes four months 
after Singapore — which has 
administered the island for more than 150 
years — presented its documents to 
Malaysia. Kuala Lumpur has agreed to 
resolve the 12-year dispute over the island 


through an exchange of legal documents. 





Kachin rebels step up _ 
anti-Rangoon offensive 
> Ethnic Kachin Independence Army 


guerillas in northern Burma, ignoring a 
unilateral ceasefire by the government in 

. May, attacked and overran two 

- government outposts — at Namyung 

. .and Pangsau — near the Indian border on 

. 5 June. Fourteen soldiers from the 


Afghans get new 
interim president 

> Afghanistan’s first g 
mujahideen president, ` 
Sibghatullah 
Mujadedi, ended his 
two-month term on 
28 June and handed 
over to Burhanuddin 
Rabbani, as 
authorised by a 10- 
member leadership 
council. Rabbani, also 
an interim president, is expected to take 
the country towards a new Islamic 
constitution and formation of a 
government either through elections or 
consultative assembly of ethnic and 
religious figures. Gulbuddin Hekmatya 
leader of the radical Islamist Hizbe Isla: 
guerilla force, said Hizbe Islami 
representative Abdul Sabur Fareed wot 
become prime minister under Rabbani. 





Mujadedi. 


Bangladesh corridor 

sparks Indian protests 

> Indian paramilitary forces shot dead 
five protesters in West Bengal on 26 Jur 


| as New Delhi handed over to Dhaka a 


narrow strip of land that had separated 


an enclave of Bangladeshis in the Gang 


delta from the rest of their country. The 
perpetual lease of the 1.5 hectare Tin 

Bigha corridor to Bangladesh implemer 
an accord signed in 1974. However, the 
transfer turns a pocket of Indian territoi 
with about 50,000 mostly Hindu people 
into an enclave, though residents will 


have the right to cross Tin Bigha. The 


Hindu nationalist Bharatiya Janata Part 
is using the case to whip up sentiment 
among Hindus that their interests are 
being sold out. 


Thai party chief 

offers to step down 

> Prominent Thai opposition leader 
Chavalit Yongchaiyut said on 29 June tl 
he is willing to step down as leader of ] 
New Aspiration Party to make way for 
Bangkok Bank executive chairman 
Amnuay Viravan. Chavalit, a former 
supreme commander and army chief, 
tried unsuccessfully to become prime 





ver 8096 of the most 
prominent figures in banking 
ount on our computer solutions. 


Throughout the world, bankers who 
eak dollars, and bankers who speak yen, or 
unds, or won or ringgit, and bankers who 
eak pesos, rupiahs or Deutschemarks all 
eak to Unisys for answers to their mission 
tical needs. 

Forty-one of the world's 50 
‘gest banks rely on Unisys information 
stems. In Asia 13 of the region’s 20 largest 
nks, outside of Japan, rely on Unisys either 
r their core retail and branch banking 


stems, or for their high or low speed 





cument processing systems. But the buck 


rdly stops there. systems, and we've put our banking customers surveys in Taiwan; or that all top ten banks 

Over 80% of the region’s SWIFT at least a year ahead of the competition in in Europe and Japan and nine of America’s top 
mber banks depend on Unisys systems for cheque imaging solutions. ten, and 60,000 other distinguished customers 
ids transfer. And over 21,000 Unisys teller So it’s hardly surprising that we have recognize Unisys as a world leader in mission 
yrkstations are deployed — not just in been ranked first in customer satisfaction critical information systems. 


ihly urbanised locations such as Hong Kong, e Call your local Unisys representative 
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Very proud to be among the Leadin, 
Hotels of the World. 

Very essentially Thai, a 1,000-year 
old culture reflected in classic styles fram 
ing modern comforts. 

Very much paradise the island life o 
Phuket, 

Very gorgeous white sands and blu 
seas, nicely warmed by a tropical sun. 

Very idyllic beach on the Gulf, wit 
thrilling water sports and horse riding. 

Very courteous the service. 

Very certainly yours at The Dusi 
Thani, Bangkok, Dusit Laguna, Phuke 
and Dusit Resort and Polo Club, Cha 
Am/Hua Hin. 

Verily, there is nothing that quit 


compares with a hotel called Dusit. 
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emier tries to ease army out of state sector 





Paul Handley in Bangkok 
[T iong a interim government is 


looking at ways to reduce the mili- 
tary's substantial role in the state 

arprise sector. One reason for its con- 
1 is the belief that state enterprises are 
mportant source of unaccounted funds 
ich have been used to build up the 
th of the military elite. 
?ublic pressure against the military's 
' in state companies has grown swiftly 
€ the army’s massacre of anti-Suchinda 
Yonstrators on 17-20 May led to the col- 
ie of the short-lived government of Gen. 
hinda Kraprayoon. However, there are 
ibts how much Prime Minister Anand 
yarachun can actually achieve in this 
t before the elections scheduled for 13 
tember. 
he first concrete move in the govern- 
it’s campaign was the replacement of 
Marshal Anant Kalinta as chairman of 
Communications Authority of Thai- 
1 (CAT). Anant was replaced on 23 June 
civilian, former central bank governor 
walit Thanachanan. 
A focus of the campaign is the removal 
upreme commander Air Chief Marshal 
et Rojananin from the chairmanship of 
onal carrier Thai Airways International. 
ets period at the helm of the airline has 
icided with the company's worst ever 
ncial performance and with mounting 
isations of corruption. 
ately, Thai International employees 
e become more bold in calling for his 
ter, providing newspapers with evi- 
ce of questionable activities by Kaset 

other members of his management 
n. 
Meanwhile, some people are boycotting 
i International because of Kaset's in- 
'ement in the May tragedy. At least one 
cutive of a major Thai company has 
that his staff will avoid using the car- 
because it is chaired by Kaset. 
Mthough limited, the moves made so 
reflect a large body of sentiment that 
built up against the military's in- 
'ement in the state enterprise sector. 


telecommunications), the Telephone Au- 
thority of Thailand (domestic telecom- 
munications), the Port Authority of Thai- 
land (all major ports), the State Railways 
of Thailand, the Airports Authority of 
Thailand, and the national cross-country 
trucking monopoly and cigarette monopo- 
lies. 

During the year following the 23 Febru- 
ary 1991 coup, which was 
led by Suchinda and 
Kaset, the military tried to 
expand its presence on 
the enterprise boards, but 
with only limited success. 

The military's in- 
fluence is maintained 
through a substantial 
presence on the boards of 
directors of the enter- 
prises, justified by a com- 
bination of tradition, writ- 
ten rules, and national se- 
curity interests. Accord- 
ing to a count made a 
year ago, the military held 
36% of the directorships 
of the 16 largest non-bank 
state enterprises. They 
hold the chairmanship at 
six and control half the board seats at six. 

Analysts believe the military uses its 
position in the state enterprise sector to 
rake in large sums of money from the 
award of procurement contracts. They also 
are known to employ the services of the 
state enterprises to assist the military in 
their own operations. 

This often brings the armed forces into 
conflict with the bureaucrats who are in- 
vested with responsibility for state enter- 
prises. In Thai International's case, the Fi- 
nance Ministry is the controlling share- 
holder while the Ministry of Transport and 
Communications is supposed to supervise 
operations. 

The first move in the government's 
campaign, Anant's removal from CAT, was 
not too difficult. According to CAT's own 
rules, the appointment was illegal any- 
way: Anant was simultaneously the min- 





tract which was awarded to a Japanes 
company amid widespread accusations o: 
impropriety. 

But other changes will be difficult anc 
will probably come slowly. For one thing 
Anand has to move delicately with the 
military. He is under public pressure tc 
oust the top military leadership for their 
roles in the May massacre, and to remove 
the continued threat of another coup which 
they hold over the government's head. 
There are worries that attacking the mili- 
tary involvement in state enterprises may 
provoke counter-moves. 

Replacing Kaset or another air force 
chief with a civilian chairman at Thai Inter- 
national could be particularly difficult. AI- 
though the Finance Ministry controls more 
than 90% of the carrier's 
shares, its articles of con- 
federation say the chair- 
man should be the air 
force chief. But observers 
say the best opportunity 
to change this rule may be 
while the military is dis- 
credited and on the de- 
fensive. 

There is also talk of 
ejecting army comman- 
der, Gen. Issarapong 
Noonpakdi from the 
chairmanship of the Tele- 
phone Authority of Thai- 
land, whose board is 
dominated by soldiers. 
Over the past 18 months 
the authority's decisions 
have regularly led to ac- 
cusations that military-crony firms are get- 
ting all the business. 

Nearly three years ago the Transport 
and Communications Ministry attempted 
to reduce the army's power over the 
telephone monopoly by appointing a ca- 
reer civil servant from the ministry as 
chairman. 

The appointment marked the first occa- 
sion on which a non-soldier had headed 
the organisation, but the new chairman 
was forced out after the 1991 coup and re- 
placed with Issarapong. 

Appointments to top executive posi- 
tions are not the only focus of the Anand 
government's attempts to curb military in- 
fluence. The government is involved in an 
ongoing struggle to keep the new deep- 
water port at Laem Chabang out of the 
hands of the corrupt and inefficient Port 
Authority of Thailand, which currently 
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BURMA 


The SLORC show 


Junta sets stage for constitutional changes 


By Bertil Lintner in Bangkok 


hen Burma's ruling junta and 28 
political representatives — now 
virtually leaderless after two 
years of military suppression — finally 
took their places for a long-awaited meet- 
ing on 23 June, the occasion hardly pro- 
duced any surprises. The talks will eventu- 
ally lead to a new constitution and, in 
theory at least, a civilian government. But 
it was fairly obvious that the 28 politicians 
were not likely to either question the jun- 
ta's plans or offer counter-proposals. 

The representatives, from seven politi- 
cal parties, summoned to the meeting in 
Rangoon were there to receive marching 
orders from Maj.-Gen. Myo Nyunt, the 
committee chairman appointed by Burma's 
State Law and Order Restoration Council 
(SLORC), which seized power in September 
1988 after cracking down on nationwide 
pro-democracy demonstrations. 

The committee's deliberations will take 
about a month, after which a report will be 
compiled to lay down guidelines for a na- 
tional convention which will meet in De- 
cember or January. 

This convention will comprise repre- 
sentatives for 135 national groups in 
Burma, local administrators, professionals 
and MPs elected in May 1990 — when the 
SLORC refused to hand over power to the 
winning party, the National League for 





Democracy (NLD). MPs who have since 
been disqualified will not be in the conven- 
tion, whose main task will be to draft a 
new constitution. 

The next step will be a constituent as- 
sembly, comprising only elected MPs. 
Once they approve the 
draft constitution, a refer- 
endum will most certainly 
be held, followed by new 
general elections. “Al- 
though nothing has been 
announced officially, we've 
also had hints that the 
present [MPs] will serve for 
four years from the day 
they were elected. Their 
terms will be up when [the 
time comes for] holding 
general elections," a Ran- 
goon resident said. 

But none of this means 
that the SLORC is about to 
change its spots. In a rare 
interview with the BBC on 
11 June, Maj.-Gen. Khin 
Nyunt — the powerful chief of intelligence 
— had already ruled out a role for the main 
opposition leader and NLD head, Aung San 
Suu Kyi, who has been under house arrest 
in Rangoon since July 1989. 

"She is still too dangerous to be left un- 
restricted," the general said, adding that 
recent concessions by the junta — such as 
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China stirs the pot 





Aung San Suu Kyi. 


By Michael Vatikiotis in Kuala Lumpur 


A small US company's contract with 
China to look for oil in a concession lo- 
cated in the South China Sea east of 
southern Vietnam has aggravated the 
build-up of tension in the region. The 
move has cast doubt on Peking's commit- 
ment to finding a peaceful solution to the 


Vietnamese Foreign Ministry said in a 
strongly worded statement that the agree- 
ment "has seriously violated Vietnam's 
sovereign rights over its continental shelf 
and exclusive economic zone." 

China insists that its policy remains 
unchanged. But a Vietnamese source 
speculates that China may be exploiting 
the lack of interest by other major powers 


the release of some political prisoners 
the suspension of an army drive age 
ethnic rebels in the border areas — did 
reflect a basic change in SLORC policies 

Most analysts agree that without A 
San Suu Kyi, Burma’s stifled oppositi 
unlikely to challenge SLORC plans for 
country’s future political course. 

In the May 1990 election, Aung San 
Kyi's party secured a landslide vict 
winning 392 out of 485 constituencies. 
SLORC refused to recognise the res: 
Since then, dozens of NLD MPs have I 
arrested, disqualified, or forced to flee 
country. Two months later, the SLORC 
troduced Decree 1/90, 
der which the upcon 
national convention wi 
held. 

Decree 1/90 states 
“the representatives ele 
by the people are respx 
ble for drafting a cons 
tion." The decree stipu. 
that "only the SLORC 
the right to legislative 
administrative. . . [and 
dicial power," ruling 
any parliamentary role 
the elected MPs, whick 
military had promised 
fore the elections. 

The decree provoke 
outcry among obser 
who had expected 
SLORC to honour the outcome of the : 
tion. "It is ironic that 1/90 is now b 
presented as a concession to the publi 
respect of the committee that began n 
ing on 23 June]," a Burmese source in | 
goon noted. 

Of the 28 representatives, the NLD 
pointed 15, the National Unity Part 
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the Vanguard Bank area lies some 26( 
off southern Vietnam and is claime 
the Vietnamese as part of their conti 
tal shelf. Peking, however, defines 
area as lying on the Chinese side 
median line between the nearest Vietr 
ese island to the west and the Princ 
Wales Bank, claimed — and report 
occupied — by China. 

A Chinese Foreign Ministry officia 
scribed the area as "part of China" 
said it was China's sovereign right to 
the deal. What worries many obser 
however, is the Chinese pledge to 
force if necessary to protect Crestc 





ich ruled the country as the Burma d | 


ist Programme Party in 1962-88 — 
2e, and an ethnic Shan party six. There 
ah one each from organisations repre- 
ting the Pa-O, Shan and Kokang Chi- 
e minorities in Shan state, and the 
imi hill tribe in Arakan. 
Observers dismiss the committee as 
idow dressing, a view reinforced by 
n Nyunt's comments to the BBC. They 
gest that the junta is merely going 
jugh the motions of consultation with 
‘ted MPs and others to deflect interna- 
ial criticism of the regime. 
Rangoon-based diplomats say that the 
RC game plan, starting with the 23 June 
s, is to create a political system which, 
est, may resemble Indonesia in the late 
Os. Then, after thwarting a communist- 
coup, the Indonesian military took over 
-and-order responsibilities. Working 
ugh a pliant provisional people's con- 
ative assembly, the generals toppled 
discredited president Sukarno and be- 
e the main arbiters of power under the 
w Order administration that exists to 
| day. 
The difference, though, with the sug- 
ted Indonesian model is that the crucial 
idle-class component and the techno- 
5 to help administer the country are 
dang in Burma. As one analyst put it: 
ie Indonesian generals realised the limi- 
ons of their abilities and invited the 
stern educated intelligentsia and tech- 
rats to participate in the decision-mak- 
process. In Burma, very few such ex- 
ts remain. Educated people have been 
ving the country in large numbers since 
8. And, except for a few months last 
r, universities have been closed since 
e 1988 and they are not likely to resume 
‘ses within the foreseeable future.” m8 


‘Troika 
in waiting 


angoon is rife with speculation as 

to why veteran Burmese strongman 

Ne Win placed an advertisement, 
in the form of a hand-written letter in the 
Working People’s Daily of 5 May, requesting 
the removal of his portraits from all gov- 
ernment buildings. 

Astrology is one sug- 
gested reason; a desire by 
the old general to distance 
himself from the unpopu- 
lar State Law and Order 
Restoration Council 
(SLORC) is another. What- 
ever the case, the portraits 
have not come down. But 
new questions have been 
raised about the current be- 
hind-the-scene role being 
played by Ne Win, who 
first seized power in a 1962 
coup and is now retired — 
officially, at least. 

“His approval was cer- 
tainly needed for the re- 
moval of [former sLoRc] 
chairman Gen. Saw Maung. In his capacity 
as a father-figure of the army, he is also 
known to have intervened and diffused 
conflicts between individual officers. This 
is why the Burmese army remains so re- 
markably cohesive,” a Rangoon-based ob- 
server told the REVIEW. 

Ne Win turned 81 shortly after the mys- 







Ne Win: still powerful. 


terious advertisement appeared, and it is 
becoming increasingly obvious that a sec 
ond generation of leaders is taking over a: 
elder statesmen. Ironically, these are the 
same leaders who resigned in 1988, wher 
a nationwide uprising for democracy 
swept Burma and the SLORC assumed 
power. 

One of the new elder statesmen is Kyaw 
Htin, 68, a former army chief of staff and 
defence minister. He was commander of 
the 99th Light Infantry Division before that 
post was taken over by Saw Maung and, 
later, by Brig.-Gen. Kyaw Than, a classmate 
and close associate of powerful intelligence 
; chief Maj.-Gen. Khin 
3 Nyunt. 
2 A second elder states- 
man, former vice-chief of 
staff and deputy defence 
minister Aye Ko, 71, served 
as commander of the 88th 
Light Infantry Division. His 
predecessor was present 
SLORC chairman Gen. Than 
Shwe. A third person is Ne 
Win's henchman and 
former senior army com- 
mander, Sein Lwin, 68, 
who was president for 18 
days in 1988 before pro-de- 
mocracy protests forced 
him to resign. He was re 
ported dead late last year, 
but Rangoon-based sources 
say he is very much alive and active be- 
hind the scenes. 

This powerful troika is expected to take 

over Ne Win's present, almost invisible, 
behind-the-scenes role when the strong- 
man goes, to make sure the present, mili- 
tary-dominated power structure remains 
intact. Bi Bertil Lintner 
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ve mme of white-collar crime 
in Hongkong may never be the 
2 D same again following. the applica- 
jon of the colony's one-year old Bill of 
Rights to a stock exchange corruption case 
n which all seven defendants were acquit- 
ed. Although the jury’s reasoning cannot 
xe determined, instructions by the trial 
udge that the Bill of Rights should be ap- 
dslied have set a precedent for. imilar fu- 
ure prosecutions. ; 

- As if to underline this, ‘the Crown im- 
mediately withdrew charges against a de- 
‘endant in another stock exchange corrup- 
ion trial. 

Particularly under threat is the Preven- 
ion of Bribery Ordinance, which up to 
10w has put the burden of proof on the 
lefendant to show that he is not guilty of 
corruptly accepting advantages. The recent 
ruling is likely to put Hongkong more in 
line with other common law jurisdictions 
in requiring the prosecution to prove be- 
yond a reasonable doubt that a defendant 
is guilty. 

The acquittal of six former exchange of- 
ficials and a solicitor followed a trial last- 
ing eight months, and costing tens of mil- 
lions of dollars. The jury deliberated for 
four nights and five days before acquitting 
all seven on 36 charges of accepting fa- 
vours for facilitating the listing of six com- 
panies on the exchange. 

Much of the legal argument centred on 
whether the defendants were of a corrupt 
state of mind when they accepted large 
quantities of shares in newly listed com- 
panies, a practice known in the exchange 
as "doling out cookies." 

. There was never any doubt that the de- 
fandants accepted the shares at favourable 
prices, but the defence maintained that this 
was one of their responsibilities as mem- 








bers of the exchange council, rather than a 


fringe benefit. One of the defendants even 


managed to lose money as a result of the 


transactions. 
The defence maintained that cookie- 
doling was a long-standing practice on 


iue = law takes odd course in bribery trial 


one of the listed companies. He, in turn, 
testified that he felt obliged to release extra 
shares to the council members in order to 
speed up the listing. His evidence was di- 
rected only against a former listing man- 
ager, Donald Tsang, who had been granted 
immunity by the Crown in. exchange for 
his testimony. GU 

The weakness of the prosecution case 
had aroused widespread speculation that 
the government, through the Securities 
Commission, was waging a vendetta 
against the exchange council following the 
1987. "Black Monday" 
scandal, — in which 
former exchange 
chairman Ronald Li 
shut down the ex- 
change for four days. 
in reaction to a global 
stockmarket slump. 

The market closure 
led. to the collapse of 
Hongkong’s futures 
market and was wide- 
ly attacked as damag- 
ing Hongkong's re- 
putation as an inter- 
national financial cen- 
tre. 

Li had been criti- - 
cised for running the 
exchange as his per- 
sonal fiefdom, along 
with the rest of the 
exchange council — most of whom were 
representatives of small, relatively inactive 
brokerages. International securities houses, 
which had flocked to Hongkong in the 
mid-1980s, complained that they were 
unable to obtain representation on the 

council, despite being responsible for an in- 
creasingly greater share of market turno- 
ver. 

The colony's powerful Independent 
Commission Against Corruption moved in 
on the exchange officials. shortly after the 
Black Monday crash, and in October 1990 
Li was convicted of two counts of corrup- 
tion. At the time commentators noted the 
lack of an overwhelming technical case, 








Li: not guilty pleas. 





might have been expected to suffer 1 rege 


less of the invocation of the Bill of Rigl 

As it was, the application of the Bil 
Rights to the stock exchange trial o 
came at the last minute. A Court of Apt 
judgment on an unconnected case led 
trial judge to direct the jury shortly bet 
he was due to end his summing-up tha 
view of the Bill of Rights there was 
longer any onus on the defendants 
prove they were justified in accepting 
shares. 

The judge did not point out that 
defendants benefited from the timing 
the case. Originally meant to last o 
three to four months, their trial lasted a 
eight months, including two months o 
camera legal arguments over defence s 
missions. The extension into June brou 
the case within the ambit of the Bil 
Rights. A one-year. free ze period on ap] 
ing the Bill of Rights to the Preventiot 
Bribery Ordinance. 
other laws expired 
8 June. 

A keen propor 
of the Bill of Rig 
law lecturer Ni 
Jayawickrama, is | 
turbed by the way 
bill was applied to 
stock exchange c 
Under the judge’s | 
minute directions, 
bill’s relevance : 
not subject to tl 
ough legal argume 

Even more | 
turbing, Jayawic 
ma argues, was 
Crown’s apparent 
ceptance of this a 
cation and its imm 
ate withdrawal o! 
case against Li on the same charges. 

Li, still serving a four-year sentence 
his earlier conviction, had pleaded gi 
to two counts on the same indictment. 
pearing in court for the first time on 
same day that the acquittals were 
nounced, Li asked for leave to change 
pleas. The next day deputy Crown p 
ecutor Clive Grossman announced thai 
Crown would not oppose Li's applicat 
and would offer no evidence against I 

Jayawickrama says he had ea: 
argued that Bill of Rights issues sh 
be referred by judges to higher courts. 
der the present system, any court — 
cluding the magistracies — can pass 
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Boys of bondage 


-hild labour, though banned, is rampant 


by Hamish McDonald in Varanasi 


he boys sit on a bench with their 
i feet in a pit in the mud-floor, the 


white matrix of the carpet-loom 
orming a screen between them and the 
‘ard outside the rough brick-and-tile shed. 
\bove them a single light bulb and balls of 
oloured wool hang from the rafters. It is 
ate afternoon and Ghansham, 14, and his 
other Kalit, eight, have been working 
ince sunrise, with only a short break for 
anch. They have many hours to go before 
hey can bed down on the hard earth of 
he yard outside. 

Outside, other boys stretch out yarns in 
eadiness for setting up a loom. Ghansham 
aid he had worked for the loom-owner, 
rinath Yadav, for about four years. Kalit 
; a more recent arrival, one of about 40 
oys from backward regions of neighbour- 
ag Bihar state who work on Yadav's 14 
»oms in Pipris village. It is not possible to 
et more information out of the boys, as 
upervisors come nosing around and an 
ir of menace hangs over the sudden visit 
'y outsiders. 

Six years ago, the Indian Government 
assed the Child Labour Act, which ex- 
'ressly bans the employment of children 
inder 14 in carpet-weaving and a dozen 
ther "hazardous" industries, as well as 
etting working hours and conditions in 
ither occupations where children are still 
llowed to work. After sustained criticism 
y both Indian and Western labour rights 
roups, and anxious to protect a US$200 
nillion a year export market, the All-India 
"arpet Manufacturers’ Association (AICMA) 
nnounced that by 31 March, the industry 
vould release all bonded labour including 
hildren. 

But just a short tour in June through the 
ountry's main carpet belt, the Mirzapur 
nd Bhadohi areas west of Varanasi, evi- 
lenced dozens of young children still at 
vork in harrowing conditions of bondage. 
‘here was little sign of any active effort on 
he part of the authorities to enforce the 
aw. Attempts by activists to register com- 
Jlaints of violations have met with bureau- 
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Seven hours done, only seven to go. 


working. Many of these children are sim- 
ply helping their parents in farm work and 
manual labour. The ILO thinks about 1 mil- 
lion are working in bonded conditions, in 
brickworks and quarries and labour-inten- 
sive industries like carpet weaving. 


This could be a drastic under-estimate, 


as figures given for employment in the car- 


The ones that 
got away 

Amarnath Kumar’ s recruitment to the 
carpet industry came 18 months ago, 
when he was eight years old. A man 


named Prabhu Sharma came to his vil- 
lage near Saharsa, Bihar state, where 


 Amarnath worked as a cowherd for Rs 20 


(78 US cents) a month. Sharma brought 
with him a loom owner called Vijaya 
Shankar Tiwari, from Chateri Manapur 
village in the Bhadohi carpet belt. 

"They told my father that your son 
will get good clothing, good food, 
plus Rs 350 a month," said Amarnath. 
oe father said okay. He is a daily wage 
r kids in the fam: 


pet industry alone range up near this : 
ure. The New Delhi-based Bonded Lab 
Liberation Front reported recently that 
Mirzapur-Bhadohi belt has about 70, 
looms , employing about 150,000 child 
— of whom it says 90% are in bonda 
Kashmir, another carpet-making cen 
had about 80,000 child labourers, ag 
90% in bondage. 

However, AICMA secretary Jalil Ans 
himself a carpet exporter in Bhadohi, s 
India has 375,000 looms and about 1.5 r 
lion workers — though he denied that ¿ 
but a small number were children or bo: 
ed. 

The carpet industry was establishec 
the Varanasi area in the 15th century 
Afghan settlers from invading Mughal 
mies, but only moved into large-scale 
ports in the early 1970s when the oil-pi 
boom and the former Shah's social refor 
made the Iranian carpet industry uncc 
petitive. India now has about 2,000 re; 
tered exporters. As well as descendant: 
traditional Muslim weavers like AICM 
Ansari, thousands of Hindu land-own 
and traders have set up looms to capt 
some of the wealth deriving from exp 
sales, which go mostly to the US, Germe 
and Britain. 

Ansari said the child labour issue I 
been made "a political game" and poin 
out that until 20 years ago, the only tra 
ing in the industry came from pare 
teaching their children on the job. N 
only "a small number of bad people" w 
employing under-age workers. "We 


training, wiht pay. “The training w 
on all day,” Amarnath said. “If we w 
slow we were beaten frequently w 
sticks on the back, very hard. They u: 
to lock us in at night.” Breakfast v 
roasted dry wheat and salt, while lui 
and dinner consisted of unleaver 
bread and lentils. 

After six months, the boys got anot 
worker who was literate to write a lei 
to Amarnath's father and post it surre) 
tiously. His father came, having b 
rowe the fare, but returned after Tiw 
said he would send them home w 
their back pay within two mont 
Amarnath's father came again th 
months later, but again retreated baffl 
The boys do not know of any mo! 
passing from Tiwari to their parents 
their recruitment. But when the bi 
asked to be released, Tiwari said tl 
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widing about 1.5 million people with 
rk without taking any money from the 
vernment," Ansari said. 
"This work goes to the weaker section 
the people. There is no industry like it. If 
yone works for eight hours he will get 
t less than Rs 50 (US$1.95). This is a mini- 
im, because so many other sections like 
»ping, washing or binding get more. But 
14 years of age a labourer is getting 
50. I can say the labour here is doing 
ich better than in any other industry." 
By contrast, Rama Kant Rai, an indus- 
il chemist by training who has worked 
Yearby Sevapuri in a social welfare foun- 
ion for the past 20 years, said the car- 
-weaving industry was based on child 
our. Even in Ansari's own well-ap- 
nted factory and showrooms, a group 
'alf-a-dozen boys clipping carpets down 
ide-alley looked well below 14. 
Rai said that loom-owners and their re- 
iting agents scouted through the most 
verty-stricken areas of Bihar state, prom- 
ig well-paid work and good conditions 
;xarents for the assignment of their child- 
i. More recently, the recruiters had 
rted bringing in workers from Nepal. “If 
1 take a migrant labourer you will be 
e he won't run away,” Rai said. As for 
AICMA's 31 March deadline for release 
all bonded labour, Rai said that "not a 
gle child has been sent home. On the 
trary, on 1 April my colleagues wit- 
sed two groups of children being taken 
m Saharsa [in Bihar] to Bhadohi." 
In a widely circulated monograph, so- 


vari brother had gone to town, the 
er was watching TV inside. “We took - 
chance to run away, hiding in a dry 
gation ditch," Amarnath said. "We ran 
oss the fields, peores ise 
ssing at about We waited 
re to hop a train to e us home. In 
y noticed them, 


| took the boys immediately to 
‘anasi to obtain an official “release 
ificate" which would entitle the boys 
free travel home with a government 
ort and some rehabilitation funds on 
val. Rai said Varanasi District Magis- 
e Saurabh Chandra’s office referred 
K Tvora Mte sui: 

mar, whose office in turn passed him 
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ciologist B. N. Juyal of Varanasi's Institute 
of Gandhian Studies has attacked the no- 
tion that removing children from the in- 
dustry would cause hardship to poor 
households. The tiny wages actually drawn 
by the children made little difference to 
family income, he said. “Within the indus- 
try they not only seem to displace the adult 
workers but also depress the incomes of 


ven the full address of the children to 
weg de the 

à copy the complaint to po- 

lice as procedure demanded. If he had 


done so, the release certificate would 


have been issued within 24 hours. He 


was "baffled" why Rai had not shown 


up, but alleged have been Rai had other 
motives in trying to embarrass the au- 
thorities because of a dispute over allo- 
cation of state funds to the SKVS. 

A few hours later, Sub-District Magis- 


trate Kumar said he would be sending an 


official that evening to take statements 
from the children, and collect the neces- 
sary details. The Tiwari brothers have 
gone into hiding, but Kumar said the 

lice E GAES Date e 
Gains fee Wis: cant Kma Said this od 
been the first case of bonded labour he 
had handled since taking his post in 


te Kumar, along 
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the adults doing similar work." The notioi 
that only the “nimble fingers" of childre 
could make fine carpets is not uphek 
within the carpet industry 

Juyal's 1986 study found that chik 
weavers typically worked from 5 a.m. to ' 
p.m., with a half hour for lunch. In the eve 
nings they would normally make prepara 
tions like wool-sorting for the followin; 
day's work, but would sometimes worl 
until midnight if an order needed to be ful 
filled quickly. Payment was on a piece-rati 
measured by area of carpet woven. Fooc 
was normally watery dal (lentils) anc 
chapati (flat bread). No comprehensive 
medical survey has been done, but chilc 
workers are believed to have a high inci 
dence of TB, worm infestation, skin ulcer: 
and enlarged lymph glands. 

Rai and other social activists said beat 
ing and verbal abuse was routine. Unti 
recently almost all child-workers were boy: 
and little incidence of molestation was re 
ported. But with the recent influx o 
Nepalis including young girls, this wa: 
changing. On 1 May, a 10-year-old Nepal 
girl alleged she was raped by the two son: 
of her loom-owner, who are now unde 
arrest. 

Rai said that the police and administra. 
tion are "very neutral" and deferential tc 
what was a powerful business lobby. “La: 
bour officials are not escorted by the police 
and afraid that something might happer 
to them," Rai said. "There has not been é 
single raid in Bhadohi in the past year." 

At his spacious office in Varanasi, Dis 
trict Magistrate Saurath Chandra stated 
"Whenever any act violates any statute 
action is taken. Whenever any violation is 
brought to our notice, exemplary action is 
taken." Chandra said that "many" bondec 
labourers had been released and employ: 
ers prosecuted, but would not give ever 
rough figures off-hand. "Whatever I give 
you has to be absolutely accurate,” he said 

Varanasi Deputy Labour Commissioner 
D. P. Singh filled in the details later. His 
office had only six inspectors, two of them 
for Bhadohi, enforcing about 20 labour 
laws. They were generally “not welcome" 
in the loom sheds and tended to find that 
children were shifted out of sight when la- 
bour officials turned up. In the two years tc 
March 1992, 50 child labour cases involv- 
ing perhaps 150 children have been pros- 
ecuted and 22 concluded with convictions. 

While the Child Labour Act sets for a 
first offence penalties of three to six months 
jail or a Rs 10-20,000 fine (rising to a man- 
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stitution of compulsory primary education, 
he main impetus for change comes from 
mplicit threats of import bans by con- 
sumer countries. 

AICMA secretary Ansari said his associa- 
‘ion is trying to get voluntary compliance, 
»ut with only 300 of the 2,000 exporters 
enrolled, could not push very hard into 
:hecking whether their contractors com- 
dlied with the code of conduct on child 
abour. "I can only deregister the loom- 
»wners and put them on a black list,” he 
said. "But If I strike off a loom-owner, he'll 
eave me and go to another exporter." 

Ansari said AICMA was now planning 
to form a joint task force with the Bonded 
Labour Liberation Front that would tour 
the carpet belt to detect the use of child 
abour. It would issue a warning, then file 
complaints with the police if the practice 


UNITED NATIONS 


-Doves of war 


By Melana Zyla in Washington 


As the list of countries, or remnants of 
countries, calling on the UN to provide 
. peacekeeping forces lengthens, so, too, 
. do demands that the world body create 
a permanent “standing army” to meet 
these soaring obligations. 
Asa first step, UN Secretary-General 
Boutros Boutros-Ghali presented a report 
to the Security Council and General As- 
sembly in late June that proposed the 
establishment of permanent, armed, UN 
units separate from peacekeepers. Their 
task would be to respond to imminent or 
actual aggression and serve as a deter- 
rent to potential aggressors. 


The report is of obvious interest to 


_ Asian diplomats, whose continent has 
witnessed more international peace- 
ing missions than any other: 11 of 
the 33 undertaken since 1947. These 
missions have ranged from the 40-year 
UN supervision of Indo-Pakistani cease- 
fires to truce and troop withdrawal su- 
pervision in Vietnam, Cambodia and 
Laos. 

The report suggests a permanent UN 
force might be used for "preventive" de- 
ployment within the borders of a coun- 
try fearing attack, or on both sides of a 
border if the Security Council believed 


* * *,» 5 1 





Despite new laws, children labour on. 


The report also concedes the pro- 
posed UN force would not be large 
enough or sufficiently well-equipped to 
deal with a threat from a sophisticated 
major army, and that its role would be 
confined to "meeting any threat posed 
by a military force of a lesser order." 

Initial reactions to the suggestion by 
Asian diplomats have been generally 
negative. Japanese diplomatic sources in 
New York and Washington, for exam- 
ple, called the proposal unrealistic and 
unlikely to be implemented. 

And while the report calls for sover- 
eignty to be respected, concepts such as 
preventive deployment or a UN deter- 
rent force may be seen by some small 
Asian countries as a licence to encroach 
upon their national and territorial do- 
mains, the sources said. 

China and India are particularly sen- 
sitive to such a suggestion, another UN 
source said. As a permanent Security 
Council member, however, China sat on 
a UN military chiefs-of-staff committee 
under whose authority Boutros-Ghali 
proposed the permanent force be estab- 
lished 


Some of Boutros-Ghali's other pro- 
posals were better received, among them 
a plan for beefing up state-based 
peacekeepers with “peace enforcement" 
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continued. The two associations are i 
discussing a system of labelling and s 
ing to guarantee that particular carpets 
not made with child labour. 

Few loom-owners seem fazed by 
prospect. At Dalpatpur Carpets 
Khamaria village, manufacturer and 
porter Chandramani Mishra showe 
group of visitors around the looms, dy« 
vats and cutting-sheds beside the r 
mansion on his 25 hectare estate. Worl 
sitting under the low-roofed sheds 
cluded a dozen young children. In the 
new showroom, sales staff rolled out n 
ticoloured, finely woven rugs made to 
der for an American buyer. Asked at 
the labelling plan by AICMA, to whick 
belongs, Mishra said: "If you want a la 
that's no problem. We can give assurar 
that no child labour is being used here 


keeping forces and the expectations o 
peacekeeping force contributors," the re 
port says. In addition, the UN may star 
stockpiling equipment and food fo: 
peacekeeping operations as a result o 
the report. One source familiar with the 
Cambodian peacekeeping operation saic 
it has faced six-month delays in equip 
ment delivery. 

The report also may help shape Ja 
pan's newly minted, though still uncer 
tain, peacekeeping role. Japanese source: 
said they were particularly interested ir 
the stockpile proposal and Boutros 
Ghali's call for improved logistical sup 
port. The latter is often hard to obtaii 
because few armies can spare their logis 
tics experts and equipment for long peri 
ods, the report notes. 

Any Japanese initiative would be wel 
come, a UN source said, as curren 
peacekeeping operations have stretchec 
technical expertise and finances to th 
point where few more, if any, can be un 
dertaken. 

Boutros-Ghali has said that a “chasm’ 
now exists between the UN's tasks anc 
the resources afforded by its "myopic fi 
nancing." About US$800 million is cur 
rently owed for past peacekeeping op 
erations, financed through voluntar 
contributions and fees based on UP 
members’ national income. As a resul! 
crisis management is hobbled by delay 
between the passage of a peacekeepin; 
resolution and the collection of funds, th 
report states. 

To allay this obstacle, the report rec 
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The Butler 


We have a different view of butlers. 

We believe there should be just one person you can turn to for 
everything. Someone whose idea of service is to simply listen. 
And then to help you. 

Most importantly, someone who understands that sometimes all 


the service in the world is the last thing in the world you want. 
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The world’s smallest mobile phone 


The word is out... 

The biggest story in communications these days is about the smallest, and one of t 
lightest, personal communications tools ever. NEC’s new portable phone. It’s tiny enough 
Slip in your pocket or even the most crowded briefcase. Nestled in your palm, it feels as go 
as it looks. What's more, an optional kit turns the world’s tiniest handheld phone into t 
world’s most convenient car phone. 

Inside, there’s more good news. Like NEC micro-circuitry for state-of-art performance a 
reliability. A high-capacity battery that keeps you talking for up to two hours — plus numerc 
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n the air." 

That's sweet music to the people who tnake the news at RTM (Radio Television Malaysia) 
Kuala Lumpur. RTM first began TV broadcasting over a quarter century ago — and NEC 
3s there. Today, advanced NEC technology is still helping RTM put news and other quality 
ogramming on the air. 

And not just in Malaysia, but wherever newsmakers toil around the world, you'll find 
imputerized NEC broadcast systems, satellite uplinks, and other products behind the scenes. 
Not surprising news, since NEC is a global company with over 15,000 products (computers, 
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One bank stands head and shoulders above the rest... 
In customer safety. 


Republic is ranked number one, among 
large U.S. banks, in total risk-weighted capital 
ratio. Testimony to the fact that our number one 
priority... is the protection of our clients’ funds. 

We cultivate and maintain client loyalty by 
maintaining an outstanding capital base, high 
liquidity and superior asset quality. It is our 
strength...and theirs. 

It's no wonder, Salomon Brothers recently 
wrote of Republic: “Whether you're talking credit 
quality, liquidity, productivity, or capital strength, 


theu’re head and shoulders above most other maior 











bank that puts client safety above all other 
banking considerations...write for our latest 
Quarterly report to: Information Center, Republic 
National Bank of New York, Fifth Avenue at 40th 
Street, New York, N.Y. 10018. Or call (212) 221- 
6056. Outside New York City: (800) 522-5214. 


REPUBLIC 
NATIONAL BANK 
OF NEW YORK 





IETNAM 


‘lection strategy 


o threat to communist party rule in July polls 








Murray Hiebert in Hanoi 
* T ietnamese voters expect few sur- 
V prises when they go the polls on 
19 July to elect a new 395-seat Na- 
al Assembly from among 602 candi- 
es, though in a move reportedly con- 
‘ed by the army the number of military 
resentatives in the assembly is to be re- 
zed to 7% of the total against 19% in the 
rent body. 
And while new legislation passed by 
outgoing assembly in April allowed in- 
endent candidates to run, those who 
died have all been disqualified from 
itesting the election. 
At least 32 people nationwide, includ- 
seven in Hanoi, 11 in Ho Chi Minh 
y and one in the northern port city of 
iphong, are known to have applied to 
. as independent candidates. None of 
m, however, managed to qualify under 
stringent regulations set down by the 
slation. 
Under the new election law, anyone 
r 2] years can stand for election, "ex- 
t for the insane or those who have been 
ranchised by the law." But in order to 
eligible to contest a seat, an indepen- 
it candidate must get the approval of 
ers in his neighbourhood, place of work 
| from the Vietnam Fatherland Front — 
uasi-governmental mass organisation 
t includes labour, youth, womens' and 
gious groups — which is managing the 
‘tions. 
Vietnamese observers say this complex 
oval procedure gives the ruling com- 
nist party many different ways of block- 
a candidate who might give the coun- 
s leaders a hard time. Although the 
ional Assembly has in the past been 
stly a rubber stamp for party and gov- 
ment decisions, it has become an in- 
isingly important platform in recent 
rs for delegates to criticise unpopular 
icies and incompetent or corrupt offi- 


s. 
Jf the seven independent candidates 
» applied in Hanoi, six were rejected by 
Fatherland Front because their anvlica- 


Ngoc contends. 

Giang says he received a 96% vote of 
confidence at a meeting in his neighbour- 
hood, but got only 30% in his office. 
Although he has 300 colleagues in the sur- 
vey department, only 16 — mostly repre- 
sentatives of the party organisation, labour 
union and youth association — were in- 
vited to a meeting to evaluate his candi- 
dacy. 

Many Vietnamese believe the decision 
against Giang was rigged. "If the party 
doesn't accept a candidate, it can find 1,000 
ways to make his life miserable,” one in- 
tellectual observed. "The formal play of 
democracy in Vietnam is still quite lim- 
ited." 

Eleven independent candidates applied 
to run in Ho Chi Minh City, but five with- 
drew because they found they had "some 





Do Muoi: man of the party. 


problems with their health and a lack of 
time," the official Saigon Giai Phone daily 
reported. 

One was forced to withdraw because 
he was living abroad and the other five 
were disqualified because they "received 


onlv a few votes af confidence from their 
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dates competing for 20 seats. Seven, includ 
ing party chief Do Muoi, were appointec 
by central party or government organisa 
tions, while the others were appointed by 
ministries, local party organisations anc 
other official bodies, Ngoc says. All but fiv 
or six of the candidates are party members 
Ho Chi Minh City will have 36 candidate: 
vying for 28 seats. 

Although the government has begur 
putting up billboards around the country 
calling on people to vote, the election has 
so far prompted little popular enthusiasm 
Some people in Hanoi, for example, claim 
they will not vote unless the governmen! 
rolls back its March decision to double the 
price of electricity, a demand made by 
many National Assembly members during 
their last session. 

In the end, however, most analysts be- 
lieve Hanoi will again get out the vote. The 
government claims 99% of the voters in 
Hanoi and 94% in Ho Chi Minh City cast 
their ballots during the 1987 elections. 

Ngoc says the official list of candidates 
will not be announced until 20 days before 
election day. After that the Fatherland 
Front will organise local meetings when 
many of the candidates can meet voters, 
who will be allowed to air their problems 
and tell the prospective legislators what 
they expect of them. 

One of the first tasks of the new Na- 
tional Assembly, scheduled to hold its first 
meeting in September, will be to elect a 
new president and a new premier. Under 
the country's new constitution passed in 
April, up to one third of the delegates will 
work full time in overseeing government 
operations and drafting new legislation. In 
the past, the assembly met only about four 
weeks each year. 

The new constitution abolished the 
former collective Council of State and re- 
placed it with a single president. The new 
head of state will serve as commander of 
the armed forces, head the newly estab- 
lished Council on National Defence and 
Security, and nominate candidates for 
premier to the National Assembly and 
chief justice of the Supreme People's 
Court. 

Le Duc Anh, à former defence minister 
who plays a powerful role in setting the 
country's security and foreign policies for 
the ruling politburo, is widely expected to 
be elected president. 

The new constitution also abolished the 


cumbersome Council of Ministers and re- 
nlacod it with a rahinat haadad hw a ^ra. 
















Emily Lau, an elected member of Hongkong's 
Legislative Council, sent an unsolicited letter of 
idvice to Chris Patten, the colony's governor- 
lesignate who will be sworn into office on 9 
d The following is adapted from the letter: 


hile you are busily reading 
briefing materials on the 
f colony, I would like to set out 
«V. V. for you what I and my sup- 
sorters think. are the most important issues 
‘acing the 6 million people of Hongkong. 
W riting as a politician to a fellow politician, 
hope to help you appreciate the aspira- 
ions and anxieties of the local populace. 
First I would like to remind you of the 
mmediate historical background to Hong- 
«ong's situation. Since 1984, the colony has 
witnessed a disturbing rise in the influence 
Xf the Chinese Government, with the 
communist tentacles reaching into almost 
avery sector of society. The Peking massa- 
re on 4 June 1989 demonstrated vividly to 
he world the atrocity the Chinese Gov- 
srnment was prepared to perpetrate in or- 
ler to crack down on dissent. The hope 








hat Hongkong would have a democratic. 
and free future under Chinese rule was -un 
orutally dashed. The Sino-British Joint .- 


Declaration on Hongkong, signed in 1984, 
was in tatters. 


In the past three years, Hongkong has . r 
witnessed with excitement the collapse of ~ 







communism in Eas 
Soviet Union. We | 
‘he courageous people i in the Eastern Bloc 
:ountries emerge from the shackles of 
:ommunist dictatorship to build a new 
future. With the wave of freedom sweep- 
ing across the world, the paradox that free 
Hongkong people would be handed over 
io communist rule in five years’ time could 
not have been more cruel. 

Of the issues which will claim your at- 


tern Europe and the 


ition when you arrive, the most crucial 








in pare! opinion polls, but I bis 
are. conscious of the ne 


e 2 | E done it ee : for y Hongkong “veron 


utri area which requires y 
urgent: attention. vis. human. rights. I 











incorporated many. provisions of the 
ternational - Covenan on Civil and 





deed, Hongkong’ will 
means to confront the tank nach 
guns of the People's Liberation Army 
should Peking decide to use military force kong laws are possibly in breach of the 
against us. P A of Rights and need to be amended or 

We anticipate that the —" saan? . pealed. The Hongkong Government c 
trative region (SAR) government will come decided to review six draconian laws i 
under tremendous pressure from Peking, leave the rest to the courts. This is a cz 
so what we are asking of the British and lier attitude which one does not expect 
Chinese governments is to faithfully im- responsible administration. 


human: fights. activi "hat r many Ho 





the Sino-British Joint 


point out, however, that 
the circumstances under 
which the declaration 
| was anon were highly 


red when we saw . 


oes in beue in 


of British prime minister 
- Margaret Thatcher flew 
posed to the colony and com- 
ir- mended the accord to the Hongkong peo- 


plement the promise to 
give Hongkong a "high 
degree of autonomy" 
which was contained in 


Declaration. I should 





tion: even the 
id Chinese gov- 
ernments in which the 
Hongkong people played 
no part. No referendum 
was held to test public 
acceptance of the accord, 
which proclaimed that 
Hongk n s present life- 





er 1984, the then 





ple at a news conference. I was then a RE- 


VIEW correspondent and I asked her the 





I am sure you unc 
stand that it takes a h 
time to review laws, 
time is running out 
the colony. We do 
know how the SAR g 
ernment will be con 
tuted, let alone hov 
will behave. It would 
a great tragedy if 
British Government w 
to leave behind drac 
ian laws which the 
can invoke to supp! 
the Hongkong peopk 

The third area is 
tish citizenship. I dep. 
the British parliame 


. decision in the 1960: 
. takeaway the Hongk 
~ peoples’ full British : 


zenship. The decisior 
give British citizenshi 
50,000 "key" Hongk 
people and their fanv 
after the 1989 Pek 
massacre is woefully 
adequate. I certainly 
not think the passpor 
sue is closed and I 
lieve the Hongkong Į 


ple can look to the future with full cc 
dence if they have somewhere to g 
things do not work out after 1997. W. 
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onservatives' day 


berals foiled in push for more democracy 








Stacy Mosher in Hongkong 
T ongkong's pro-democracy forces 





suffered a double defeat when the 
Legislative Council (Legco), de- 
ted a move for faster democratic reform 
| scrapped a voting system that bene- 
d liberal politicians in last year's Legco 
ction. The setbacks come at a time when 
dng has increased pressure on Britain 
to appoint a member of the main lib- 
| party, the United Democrats, to the 
»cutive Council (Exco), the colony's 
icy making body. 
On 24 June Legco narrowly defeated a 
ition by liberal business representative 
umy McGregor calling on Britain and 
ina to accept a political model agreed 
Legco and Exco nearly three years ago. 
at model was passed after acrimonious 
yate in July 1989, shortly after the 4 June 
ckdown on pro-democracy protesters in 
ang. It called for 20 legislative council- 
s to be chosen in direct elections in 1991, 


instead of 10 as originally planned by the 
government, and for 30 — or half of all the 
legislators — to be directly elected in 1995. 

The government eventually increased 
the number of directly elected legislators 
to 18 in 1991. But the Basic Law — Hong- 
kong's post-1997 constitution passed by the 
Chinese National People's Congress in 
1990 — stipulates that the first post-1997 
legislature will have only 21 directly 
elected members. 

Both liberals and conservatives in Legco 
favoured amending the McGregor motion 
in the light of tensions surrounding the 
imminent arrival of Hongkong's new gov- 
ernor, Chris Patten. But McGregor was 
unwilling to compromise. Liberals finally 
reluctantly backed the motion, but they 
were outnumbered by the conservatives. 

Legislators then voted to support an al- 
ternative motion by conservative Ngai 
Shiu-kit, urging Britain to reach an early 
decision on the 1995 election. 

The issue of political reform has been 


very much in the news recently, especially 
after Alastair Goodlad, Britain's ministe! 
responsible for Hongkong, provoked ve 
hement protests from Peking by saying th« 
Basic Law could be amended to allow for z 
faster pace of democratisation. 

Two days before the vote on Mc 
Gregor's motion, conservatives had als 
prevailed over liberals in a select commit 
tee decision to scrap the double-vote sys 
tem for the 1995 election. 

In 1991, voters in constituencies witl 
two Legco seats were allowed to vote for 
two candidates. Liberals were the obviou: 
beneficiaries of the system, especially 
where a lesser light was paired with a po 
pular politician. Under the new proposal 
voters will cast only one vote even if twc 
or more seats are up for election, allowing 
a candidate with only a minimum amoun 
of support to gain a seat. Pro-Peking can 
didates in particular are expected to benefi 
from this system. In the 1991 election, pro 
Peking candidates received the larges 
number of single-vote ballots. 

The 12-member committee was domi 
nated by six members of the conservative 
Cooperative Resources Centre, supportec 
by independent Andrew Wong and a pro 
Peking labour representative, Tam Yiu 
chung. The committee's four outnumberec 
liberals now plan to fight the proposa 
when it is tabled at Legco in mid-July. a 








DYNASTY CLUB. THE HOTEL WITHIN A HOTEL. 


In Hong Kong, travelling 
executives enjoy a host of 
privileges and advantages 
on Dynasty Club floors. 

Privileges such as com- 
plimentary breakfasts. 
Evening cocktails in the 
sanctuary of a private lounge. 
And the comfort of extra 
amenities. 

Advantages like a con- 
cierge who understands 
local practices and execu- 
tives’ needs. Who can assist 
you with everything from a 
hairdresser to a private jet. 

Now you can be sure of 
executive lifestyle and con- 
venience next to each 
of Hong Kong S three "e 











Traveller s Tales 


s the aircraft touches the runway 
at Blang Bintang just outside 
Banda Aceh on the northwestern 
tip of Sumatra, cows gallop to the 
rees for cover. If not for a sturdy picket 
ence, some would have happily gathered 
mn the tarmac to catch the day's residual 
reat — instant ground beef. 

This is Indonesia's northernmost prov- 
nce, only four hours from Jakarta, but also 
0 years since Aceh's rejection of Jakarta. 
"he Acehnese are a proud people, with a 
ierce sense of provincial loyalty. They are 
low to take to strangers, and show it. The 
lefinition of an outsider is simple: any 
'on-Acehnese, including visitors from Ja- 
carta. 

Acehnese have been fighting for au- 
onomy for many years under the spiritual 
ruidance of Hasan di Tiro, the self-exiled 
eader of the Aceh Merdeka (Free Aceh 
Movement) based in Sweden. Atop his of- 
ice outside Stockholm flies the Aceh 
vlerdeka flag. No rebel-patriot is foolhardy 
nough to fly the same flag in Aceh. Not 
ll Acehnese are sympathetic to Aceh 
Merdeka, but everyone has a relative, 
riend or neighbour who has fought for the 
ause. 

The air approach to Banda Aceh is 
narked by a range of hills, criss-crossed by 
lear streams. Each sheltered clearing is 
inged by forested hills, with the occasional 
nllage cluster which is several days walk 
rom its nearest neighbour. It would be 
'asy to disappear into the hills, easier still 
o be quietly "disappeared." According to 
ocals, some families of suspected separa- 
ist guerillas still cannot find their missing 
ánsmen. 

"Armed resistance is nothing new to 
is," an Acehnese youth said proudly. Any 
choolboy can recount how their fore- 
athers' fought off the Dutch, killing three 
ut of the four Dutch generals killed in In- 
lonesia. Aceh had only 30 years of Dutch 
‘olonial rule while Java endured 300 years. 
And in the town square in Banda Aceh 
tands a large model plane, a replica of 
Aceh's "contribution" to Jakarta in Indo- 
vesia's fight for independence in 1945. 


Tondav manv Acehnese nav two taxes: 





soldiers escalated two years ago, leaving 
an estimated 3,000 civilians dead, and un- 
known numbers of Indonesian soldiers. Ja- 
karta termed the rebels golongan pengacau 
keamanan (disturbers of the peace). The 
Acehnese call them brothers. 

Now, two years after the military crack- 
down, there is little reminder of one of the 
bloody reprisals. No roadblocks on a three- 
hour drive to coastal Sigli, no curfew at 
dusk, no sign of an army presence. The 
rivers on which bodies were found float- 
ing flow quietly. A sleepy peace has re- 
turned to Aceh. 

This is arguably Indonesia's staunchest 
Muslim stronghold, what one local called 
“fanatic,” by which he meant fervently 
practising. Aceh's Islam is of the traditional 
village-style variety rather than Iranian- 
influenced militancy. Taxi drivers stop for 
afternoon prayers; little children, each car- 


Traditions stay alive in Aceh. 


rying a Koran, walk the narrow roads to 
their teachers' houses for evening classes. 

“If you want to know how the economy 
is doing, just go to the local coffee shops 
for breakfast," said my Acehnese guide. 
When people have money to spare, they 
will congregate with friends, exchanging 
local gossip and political views over sticky 
rice cakes, boiled eggs and unending cups 
of thick black coffee. Acehnese are also 
nrond of their rohust blend of coffee. 
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problem. Yet the larger factories arot 
the area, some owned by Jakarta-ba: 
entrepreneurs, often prefer to hire n 
Acehnese rather than train locals to acqu 
the necessary skills. 

Among themselves, some Acehnese : 
talk of "colonisation by the Javanese," s 
another Acehnese. They speak of me 
Aceh, literally meaning the Acehnese sti 
instead of the province of Aceh, as Jake 
would term it. 

Yet for all its parochialism, Aceh 
centuries was a major landfall for Arab c 
Indian traders. If one stands at its nor 
ernmost tip, one can watch huge wa 
break where the Indian Ocean meets 
Strait of Malacca. 

Many cloth merchants, tailors and 1 
taurant owners are identifiably of Ind 
descent. Their forefathers had marr 
Acehnese women and assimilated easily 
not merely by their taller build and dar 
colouring, the names they gave their he 
are sure giveaways. Marhaban, a stre 
wise 15-year-old lad working the Sigli v 
terfront, makes a living cleaning sm 
fishing boats for Rps 500 (25 US cents) ea 
His name literally means “welcome” 
Arabic. 

Some 80% of Acehnese are farmers 
fishermen — a group traditionally res 
ant to change. Privately, the young war 
little relaxation of social mores but for n 
continue to bow to their elders, especié 
the religious leaders. When some hoteli 
proposed setting up a discotheque, the : 
fury of the mosque fell on their heads. 
move us first, the Muslim scholars had 
sponded. 

Politically, national ideology contin 
to grapple with provincial sentiment. C: 
dren are taught pancasila, or the unify 
five principles of nationhood, in school e 
then are imbued with the legacy of tl 
Acehnese forbears at home. Few Acehn 
have visited Jakarta. Several youths 
they would like to seek work there, 
just as many preferred to cross over 
neighbouring Malaysia which they sa: 
cheaper, nearer and less intimidating. 

If the Javanese are known for tł 
fondness for sugar. the Acehnese 


wissair Customer Portrait 94: Nitin B. Doshi, businessman, Singapore, photographed by Hanspeter Schneider. 
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DISCRIMINATION 


A tale of two sisters 





Japanese untouchables emerging trom centuries of scorn 


yR Robert Guest in Tokyo 


Mn pherienm rmm eene ehna mhra emirim ien eene e aana aaan aa vaaranna nanamn ananena manan 


iromi Watanabe was knocking 
back the Moscow Mules and 
_ joking raucously with her work- 
mates. Then the conversation at 
he Tokyo salariman bar turned to the sub- 
oct of the burakumin, Japan's untouchable 
aste, and Hiromi fell into a stiff, uncom- 
ortable silence. None of her friends noticed 
he change in her. 

“I would never marry a burakumin,” 
ne of them says, and Hiromi bristles. 

“It’s not that I’m prejudiced or any- 
hing," continues her colleague. "But just 
hink what my family would say if I went 
nd did a thing like that." 

"| know what you mean,” says another 
vorkmate. "Burakumin are different. Most 
f them can't even read." 

Hiromi is burning to disagree with her 
iuddies' jibes, but she cannot. For Hiromi 
3a burakumin herself, and has been hid- 
ng the fact since she was a teenager. Since 
nembers of Japan's "invisible minority" 
re completely indistinguishable from non- 
"iraku Japanese, they have the option of 
retending to be “normal.” 
= Thisis the path that Hiromi has chosen. 

as gone to great lengths to cover up 
ry, which explains why not one 
employees at the computer firm 
okyo where she works has even a sus- 
icion of her secret. 

. Her younger sister Yoshiko has taken a 

ery different pore Two years ago, and 500 
















miles away on Shikoku island, Yoshiko 
was voted head of school. As she stepped 
onto the podium in the assembly hall to 
accept the honour, her classmates fell silent 
in expectation of a brief and saccharine 
speech. But Yoshiko dropped a bombshell. 
“Yd like you all to know that I am a 
burakumin,” she said, “and proud of it.” 
The burakumin (literally, “hamlet 
dwellers”) are the descendants of people 
who in feudal times (17-19th centuries) per- 
formed jobs that were regarded as unclean 
because they involved touching dead ani- 
mals, such as butchery or leatherwork. A 
recent census put their number at about 1 
million, but as this calculation excludes the 
unknown number of people like Hiromi 


who are “passing” in mainstream Japanese 


society, the actual figure could be as high 
as 2 or 3 million. 

Despite sharing the same language and 
culture, and being ethnically identical to 
the Yamato Japanese, the burakumin are 
routinely discriminated against. Many em- 
ployers refuse to hire them, and many par- 
ents refuse to let their children date a 
burakumin, let alone marry one. 

Most burakumin still live in ghettos in 
the Osaka region, to which they were con- 
fined by law in the days of the Shoguns, 
and where they remain due to the diffi- 
culty of finding work outside their com- 
munity. Some burakumin, however, do 
manage to escape, and find it easier to get 
on in the outside world if they hide their 
background. 


This is the path that Hiromi has chos 
but which Yoshiko ostentatiously rejec 
when she “came out” before her schc 
mates two years ago. Openness or secre 
Neither way is easy. The story of these t 
sisters gives some idea of the comp 
problems that face burakumin today. 

Hiromi and Yoshiko (all of the nar 
in this article are pseudonyms) come fr 
a small buraku village in Shikoku, wh 
their father worked as a day labou 
building roads. When the girls were : 
small, the family had a number of pain 
experiences: an uncle broke up with 
wife because her parents did not wan 
burakumin as a son-in-law; a female cou 
was turned down by the local taxi fi 
when they found out she lived in a bure 
village; and when the same woman m 
ried outside the under-caste, her parer 
in-law refused to speak to their son for 
years after the wedding. 

Hoping to help his daughters avoid t 
kind of treatment, Kazuo Watan: 
changed the family surname and mo 
to a non-buraku village nearby. The o 
way for his children to escape th 
outcaste status, he decided, was for th 
to bag a place at a top university and va 
from there into a large, anonymous cc 
pany in Tokyo. Accordingly, he enco 
aged the two girls to study hard. 

Hiromi excelled in school. When : 
was 17, her boyfriend of the mom: 
learned that her grandmother lived ix 
buraku ghetto, and ditched her on the sy 
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uich made her ever more determined to 
e the area. 

Hiromi's efforts paid off. She graduated 
im the best university in Shikoku, moved 
Tokyo and joined one of the highest- 
ying computer firms in Japan. Taking 
r father's advice, she kept quiet about 
r origins. 

But despite her textbook escape from 
> ghetto, Hiromi feels insecure. She 
ints to marry, but since the parents of 
y potential partner are likely to hire a 
vate detective to make sure she is not a 
rakumin, this could be difficult. Her 
nily tree and previous addresses are re- 
'ded in her family register, which is kept 
the local ward office, easily accessible to 
onscientious snoop. 

If she wants to change jobs, she may 
d that she has applied to one of the 
iny firms, including some of Japan's 
st respected corporations, that process 
s of buraku addresses and use them to 
lude the minority. These lists first sur- 
ed in 1975, and since then 220 compa- 
s have been caught using them. Since 
ning such a list is legal, the cul- 
ts escaped without even a fine, 
t vigorous denunciations from 
' Buraku Liberation League (BLL), 
' main organisation fighting for 
ter treatment for the burakumin, 
imed most of the firms involved 
o apologising and instituting 
i-discrimination training in the 
rkplace. 

The BLL's triumph was short- 
ad, however. The lists are on-line 
w, SO it is virtually impossible to 
ce them. Hiromi knows this, and 
cares her to think how suddenly 
' secret might be exposed. 

“I try not to think about it," she 
s, "but it makes me self-con- 
»us all the time. I hear people at 
' office saying things like: 
rakumin are all stupid, bura- 
nin are all dirty. I want to an- 


Hiromi is not alone in her plight: ac- 
cording to the BLL, among the thousands 
of burakumin “passing” in non-buraku so- 
ciety, approximately 30 commit suicide 
each year. Most are women rejected by 
their fiances after their buraku identity be- 
comes known. This, however, can never 
happen to Yoshiku, since she tells every- 
one she meets that she is a burakumin. 

"I'm not going to apologize for where I 
was born or who my ancestors were," she 
says. "I don't want to spend the rest of my 
life lying, or worrying what people would 
think if they found out I was a burakumin. 
I level with them from the start, so 1 know 
who my real friends are." 

Yoshiko now works part time for the 
BLL, giving anti-discrimination speeches in 
schools and campaigning for public funds 
to be invested in the ghetto. Her uncle, Jun 
Shiota, heads the branch office and organ- 
ises denunciations of local firms judged to 
be discriminating. Shiota disapproves 
openly of Hiromi's lifestyle: 

“If all the talented buraku people run 
away to Tokyo and conceal their identity, 
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it leaves the buraku villages with no suc 
cessful role models, and reinforces th 
stereotype of burakumin as dirty, ignorar 
labourers," he complains. 

The average buraku family income i 
still only 60% of the national average, h 
explains, and positive role models are es 
sential for buraku children if they are t 
escape the ghetto mentality. At presen 
however, most successful burakumin i 
business or entertainment deny their or 
gins. The only visibly wealthy buraku pec 
ple are gangsters, one of the few profes 
sions which does not seem to discriminate 
The pre-eminence of buraku people withii 
the yakuza, unsurprisingly, does little t 
improve the minority's image. 

The BLL has brought tangible benefits t 
the community. The draughty, smell 
shacks of ten years ago have been replace 
by modern concrete bungalows at publi 
expense. BLL denunciations have force 
firms into hiring burakumin they previ 
ously rejected because of their ancestry. 

On the other hand, BLL's aggressive tac 
tics (holding noisy demonstrations, invad 
ing offices to make their protest: 
heard) have made many employer 
come to associate the burakumir 
with trouble, and bend over back 
wards to avoid hiring them. 

Furthermore, government spend 
ing on burakumin housing has led t 
envy and resentment among the 
poorer non-buraku communities 
and the new rows of uniform con 
crete bungalows make the ghetto: 
stand out more than ever. 

This is the dilemma that faces al 
burakumin. If, like Hiromi, they re 
main silent in the hope that discrimi 
nation will vanish of its own accord 
it makes it easy for mainstream Ja 
panese to ignore the problem. If, like 
Yoshiko and her uncle, they kick uy 
a fuss, it brands burakumin as trou: 
blemakers and makes the BLL’s goa 
of “integration” even harder tc 


er back but I can't." The River with no Bridge: burakumin at the box office. 


achieve. E 


It is !übdestandable that the BLL interview recently defending the group's 






wuld be concerned. about the - activities. He denied that cesarean. S 
rejt being propaga the the business of censorship, gh he ad- 
dia. On ea EE eee. mitted that “loose missiles" within the 


ided tactics have often stifled serious organisation occasionally demanded 





abot pan. changes from publishers without the 
Any analysis of the burakumin issue knowledge of the BLL head office. | 
ich does not conform to the BLL’s po- Mindful of the sinister tion the 000 - 
cally correct orthodoxy is liable to lead BLL has acquired, Komori has headed a viewers in the first couple of weeks, A 
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GREEN FEES IN THE PHILIPPINES 
LEAVE You ENouGH To Parr THE Town 
Rep AND Stay IN THE BLACK. 


Golfing in the Philippines 
costs much lower than you 
imagine. 

Choose from more than 50 
highly-rated courses all over 
the country, ranging from 
picturesque to challenging. 


Among the most popular is 
Wack Wack Golf and Country 
Club, with its long and tricky 
fairways, water hazards and 
intimidating sand traps. The 
rolling terrain of Valley Golf 
Club, replete with lakes and 
streams, is a favorite among 
powerful hitters. 


But nothing can be more 
daunting than the undulating 
greens of Puerto Azul 
overlooking the South China 
Sea. Designed by Gary Player 
and Ron Kirby, it has a front 


nine that plays into a valley — 
and two finishing holes that 
require monstrous drives over 
rugged cliffs. 


You're never too far from a 
golf course in the Philippines. 
Here, courses are less 
crowded, and amenities range 
from modest to plush. Prices 
start as low as US $16 a day, 
inclusive of an 18-hole round 
of golf, green and caddy fees, 
as well as hotel - golf 

course transfers. 


Come, pack your clubs for a 
magnificent golfing holiday in 
the Philippines. It's only a 
short flight away on 
Philippine Airlines. 


Contact Philippine Airlines or 
your travel agent for details. 


Prices subject to change. 
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Down the rice hole 





‘he Burma Road to Poverty 

w Mya Maung. Praeger, New York and 
ondon. £47.95 US$59.95. 

'orgotten Land — A Rediscovery of Burma 
w Harriet O'Brien. Michael Joseph, London. 
45.99 (LIS$29.25). 

jurma, Dhamma and Democracy 

w M. V. Pradhan. Mayflower Publishing 
louse, Bombay. Rps 150 (US$5.80). 

Jurma (World Bibliographical Series) 

y Patricia M. Herbert. Clio Press, Oxford 
nd Denver. £49 LIS$85. 


Harriet O'Brien, the daughter of a 
ormer British ambassador to Burma, lived 
n Burma for a few years in the 1970s. 
4. V. Pradhan is an Indian professor 
vhose father and younger brother lived in 
jurma in the 1950s. Mya Maung is a re- 
iowned Burmese economist who left his 
ountry in the early 1960s and now teaches 
t Boston College in the US. Each views 
jurma from a different perspective. 

Mya Maung's study describes the eco- 
omic and political roots of post-1962 de- 
'elopments which eventually led to the 
988 uprising: the two-and-a-half decades 
vhen Burma went from being the Rice 
jowl to the Rice Hole of Asia. He argues 
rehemently against the “sycophantic 
tudies" of Burma scholars Robert Taylor, 
Michael Aung-Thwin and Benedict 
Anderson, who champion the theory of the 
‘benevolent” and “modernising” impact of 
nilitary rule in Burma after 1962. 

According to their views, Burma ex- 
»erienced only “mythical independence" 
inder the 1948-62 civilian government, 
vhile "real independence" was achieved 
ifter 1962. Aung-Thwin and Taylor have 
rgued that the Burmese Way to Socialism, 
he ideology of the military 1962-88, was a 
nodern version of the old political and 
'onomic system of the pre-colonial era 
ind, therefore, more “Burmese” than Bur- 
na's experiment with parliamentary de- 
nocracy prior to the military takeover. This 
riew has been accepted by almost all 
Nestern scholars, at least until recent 
vents in Burma shattered old myths. 

Mya Maung tears this odd theory to 
»ieces. Burmese society, he says, is charac- 
erised by a complex dichotomy that most 
Nestern scholars eschew for facile answers 
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tarianism, absence of rigid class barriers, 
elastic social system, freedom of women, 
individualism, and the affability of its 
people.” One might add the total absence 
of any hereditary landed aristocracy. 

Seen in this light, Burma's specific tra- 
ditions were more clearly reflected in U 
Nu's democratic governments during the 
period 1948-62 than by the military that 
succeeded them. But, as Mya Maung says, 
“the growing political strength and eco- 
nomic power of the enforcer of law and 
order, [army chief general] Ne Win, and 
his loyal military commanders during that 
period, were the main reason for the illegal 
seizure of political power from a highly 
respected leader who wished to be a Bud- 
dha rather than a prince.” 

In sum, personal ambition rather than 
any diffuse historical legacy motivated the 
1962 takeover. Mya Maung’s book exam- 
ines in detail the economic 
disaster and political repres- 
sion that followed. Through 
case studies — a farmer, a 
medical doctor, a student, an 
army officer — he describes 
how different segments of 
Burmese society have been 
affected by military rule. 

The Orwellian character 
of post-1962 regimes has be- 
come even more evident 
since the formation of the 
State Law and Order Resto- 
ration Council in 1988, and 
the fake “capitalism” that 
was subsequently intro- 
duced to replace the Bur- 
mese Way to Socialism. “The Burmese 
Way to Capitalism,” Mya Maung says, is 
“a charade . . . it is the same old state capi- 
talism controlled and managed by . . . the 
military with a giant network of state en- 
terprises and controls.” Mya Maung argues 
that the army is the main obstacle to Bur- 
ma's progressing towards a more pluralis- 
tic society, a society more attune to the 
country’s political and social heritage than 
the present order. 

Pradhan’s book about Buddhist phi- 
losophy and democratic ideals in Burma is 
a thoughtful complement to Mya Maung’s 
study. He rejects Western stereotypes of 
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knew any grading based on birth . . . 
Buddhist tradition of Burma is not adve 
to democracy and elected institutions . 
the ethos of Buddhism has instinctive « 
like for totalitarian bureaucracies." 

Consequently, democratic ideals are 
herent in the moral consciousness of 
Burmese people and in their social n 
tions. It follows that the egalitarian basi: 
the nation's social fabric should also f 
expression in its polity. Rather than aris 
out of a "specific Burmese traditio 
Pradhan concludes that "Ne Win's regi 
is a fascist military dictatorship, pure < 
simple.” 

O’Brien’s delightful book present 
personal view of Burma, beginning w 
the author's childhood in Burma in 
1970s and her return to the country a 
the upheavals of 1988. Forgotten La 
however, contains some unfortun 
errors: the valley-dwelling Shans 
referred to as a "hill tribe," Vietnames 
erroneously lumped together with lv 
and Cambodian in the Mon-Khmer fan 
of languages, and the historic Pangk 
Agreement is called the "Panglav 
Agreement." 

It is also questiona 
whether the milit: 
brought “a greater part 
the country under their c 
trol” following the 1* 
coup d'etat; on the contré 
large tracts of Kachin : 
Shan states were taken o 
by insurgents in the 1% 
and in 1968 the commun 
wrested control over 
20,000 square kilometre a 
in the northeast. 

In essence, O'Br 
shares the ideals of N 
Maung and Pradhan. 1 
observations of life in Bur 
in the 1970s include: childhood memo 
of one of modern Burma's most reme 
able women, Khin Kyi (Aung San £ 
Kyi's mother); the arrogance of the n 
tary; students who took to the streets in 
1970s; shrewd traders on the thriv 
blackmarket; and the illusions of cha: 
that never came. 

In view of the recent flood of writ 
about Burma, Patricia Herbert's excel 
bibliography could not be more tim 
Herbert, who heads the Southeast 7 
section of the Oriental and India Of 
Collections in London, lists every wo 
while book, booklet and major article 
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"he wizard of 
vold Land 


refoot in the Boardroom by Bill Purves. 
len & Unwin, Sydney. A$19.95 (US$15). 


Western-trained manager Bill Purves 
s seen the past — and it just about 
orks: clankingly, capriciously and infuri- 
ngly. If there is anything typical about 
; travails (and minor triumphs) at a joint- 
nture factory in Gaozhou 
Guangdong province, the 
ng-driven great leap for- 
ird in industrialisation has 
iny stumbles ahead of it 
t. 

In 1988 Purves, a Cana- 
an based in Hongkong, 
1s appointed general man- 
er of a cast-iron foundry 
th the sunnily inappropri- 
» name Gold Land. This 
is a child of Chinese plant 
d labour and Hongkong 
pital, and Purves was its 
ten exasperated nurse- 
aid. 

His principal challenge — and each day 
əmed to throw up a new one — was to 
ike sense of the obscurantist, Byzantine 
zulations laid down by communist party 
reaucrats, and to chisel away at long- 
crusted factory practices. It was not a 
sk for a choleric perfectionist; concepts 
ch as punctual delivery and cost control 
d an eye-popping novelty value even 
rong, his most senior staff. 

Progress, if any, was slow. Managers 
the foundry had survived too many po- 
ical convulsions to be unaware that to- 
y's pro-reform weather-vane could give 

abruptly different reading tomorrow. 
rty bureaucrats were wedded to the old 
assuring ways of the command 
onomy, like iron filings to a magnet. 
ithout it, they would be excluded from 
e "favours" that are one of the few lubri- 
nts of the nexus between politics and in- 





istry. 

Post-1949 factories did not have to con- 
rn themselves with the bottom line. It is 
abit that dies hard, according to Purves. 
ie typical manager of a Chinese factory is 
easured by four yardsticks: turnover, in- 
stment, numbers employed and, last and 
rtainly least, profits. Bookkeeping at 





in theory perhaps, but not conducive to 
tight financial discipline. Dismissals were 
impossible. The most condign punishment 
for chronically indolent or unreliable 
workers at Gold Land (the dawdling dogs 
of capitalism?) was re-assignment to an- 
other job in the factory. 

Even keeping production running re- 
quired ingenuity of a high order — inge- 
nuity plus money or its equivalent. Sup- 
plies of everything from electricity to iron 
to railway wagons were rarely able to 
match demand. Perseverance was advis- 
able but it could not hold a light to having 
the right "relationship," in 
which mutual benefit and 
cigarettes were the small 
change, and TV sets and 
holidays in Hongkong the 
bonanza prizes. 

During the two years 
covered by his account, 
Purves could claim credit for 
some innovations, though he 
admits they were piddling to 
modest compared with the 
scope of the challenge. When 
a plastic pen box brought in 
from Hongkong almost 
qualifies as technology 
transfer, any success in drag- 
ging Chinese industrial practices into the 
second half of the 20th century is not to be 
disdained. 

The author is an amusing guide to the 
stresses and strains of doing business in 
and with China. He provides an affection- 
ate exposition of a system at an early 
chrysalis stage of industrialisation. The 
dedication is “for all those who endure.” 
For most Chinese workers, there is a lot 
more enduring to be done before the rice 
bowl is brimming with the fruits of their 
labours. m Steve Proctor 


Friends or 


neighbours 


The Ethnic Chinese in Vietnam and Sino- 
Vietnamese Relations by Ramses Amer. 
Forum, Petaling Jaya. US$10. 


It is often when a minority people is 
substantially similar to those around them 
but is careful to remain differentiated, that 
its members provoke the most animosity 











that the author, Ramses Amer of Uppsal 
University in Sweden, describes an 
analyses in this book. 

A brief outline of the thousand year 
when Vietnam was part of China sets th 
subsequent events in historical contex 
After that period, Vietnam remained a vas 
sal of China, then colonisation by th 
French in the 19th century was followe 
by the American presence until the las 
quarter of the 20th century. Finally, a mer 
15 years ago, after a stormy and blood 
battle, Vietnam gained national unity an 
independence. 

The Chinese community in Vietnam ha 
always been substantial and for the mos 
part has successfully engaged in cor 
merce. In addition, Chinese culture ha 
greatly influenced Vietnamese culture. Th 
resulting friction has meant that at certai 
periods the Chinese have been forced t 
take Vietnamese citizenship and Vietnam 
ese names. 

However, unlike the Jews and othe 
minorities, the Chinese come from à pow 
erful neighbouring country that could, if 
wished, intercede on their behalf with il 
Vietnamese counterpart. 

For the Chinese community, the div 
sion of Vietnam in 1954 and the reunific: 
tion under communist rule 20 years late 
created complications in terms of assim 
lation and assumptions about loyalty. Th 
Chinese population in the North was smal 
rural and economically insignificant, an 
after division many left for the South. The 
economic role contrasted with that of thos 
already in the South, largely urban trader 
As the government in the South forbad 
contacts with China, there was a stronge 
drive to persuade the Chinese to tak 
Vietnamese citizenship. In 1956 Zhou Enl 
added his voice to this theme against th 
wishes of many ethnic Chinese. 

Given that the Chinese Government he 
a poor record of protecting its citizen: 
rights within its own borders, one suspecl 
that broader issues of policy, linked t 
power-play between China and Vietnan 
and later among China, Vietnam and th 
Soviet Union, determined China's actior 
on behalf of its own people. 

A lack of information about the large 
background is the main weakness of th 
well-researched book. Amer document 
the fate of the Chinese community in term 
of Vietnamese decrees, and the policies « 
China and Vietnam with respect to eac 
other. But he rarely gives insights into wh: 
made the Chinese community wish to re 


Gaiacorp is one of the world's leading currenc 
managers, with close to USS300 million unde 
management in public investment funds and fe 
exposure management clients. It has offices in Londo 
New York, Dublin and Denmark. 

Gaiacorp's success derives from a unique approach t 
currency management, which applies the principles « 
modern portfolio theory to the currency market: 
recognising currencies as an asset class in their own rig] 
and treating them as a source of opportunity rather tha 
mere risk. 

Confident in its approach, Gaiacorp applies th 
system to managing its own capital and is itself 
substantial investor in the Gaia currency hedge funds. 

For more information on Gaiacorp and its product 
clip the coupon or telephone Rupert Vaughan William 


on +44 71 379 3033 (telefax +44 71 379 3037). 


| Please send me my free information pack. AOI 
|] 
I Send To: Rupert Vaughan Williams, Gaiacorp UK Limited, 


bs. + ors Re 
Gaia House, 7 Adam Street, London WC2N 6AA, UK 
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ilding the new Tokyo port bridge. 


Putting money to wor 
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Overdue reforms are helping to provide needed funds 


By Jonathan Friedland in Hongkong 


sia's capital markets have become something of an or- 

phan child during the region's headlong rush to eco- 

nomic prosperity over the past two decades. Their recent 

. development has been driven more by e xpedience than 

sign, leaving big gaps that limit the option of companies seek- 

z long-term finance. Asian countries, with their huge savings 

les and equally large investment needs, are now paying the 
ice for neglecting them. 

A capital market is a forum in which savings are channelled 

rectly to productiv e long-term investment, the more freely the 
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vast synthetic fibre industry of Taiwan were all built with the hel 
of government-guided credit. 

As Asian countries became export powerhouses in the 1971 
and early 1980s, centralised management of credit became inap 
propriate. From Thailand to South Korea, governments hav 
gradually abandoned a system of guided credit allocation, free 
interest rates and allowed borrowers to chose from a wider arra 
of financial instruments. 

Direct overseas borrowing to finance projects became mor 


commonplace. So did the issuance of equity by companies to fun 
haie L Tha third facat at davalana 
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vhile Malaysia's has climbed from 
5% to 138% of GNP over the same 
'eriod. (To be fair, however, Japan, 
outh Korea and Taiwan stockmar- 
ets have fallen as a percentage of 
iNP due to asset deflation.) 

While still commanding only a 
raction of the assets of domestic 
anking systems, equity and quasi- 
quity issues, such as convertible 
onds and warrants, have cata- 
ulted to the forefront of fund rais- 
ag options. Equally remarkable, 
hough less advanced as a trend, is 
he new-found access of many com- 
lanies to international securities 
narkets. 

To take but one example, a large 
rivate Indonesian company would 
ave had little choice but to borrow 
'om a domestic state-owned bank 
ve years ago. Now it can tap the local equity market, issue con- 
ertible bonds on the Euro-market or — if it is lucky — set up a 
yndicated loan facility in Singapore funded by a wide range of 
iternational banks. 

While greater choice does now exist, the deficiencies are glar- 
1g. Despite the gradual loss of their commanding position, and 
espite being flush with liquidity, regional banks remain ineffi- 
ient and get away with charging excessive spreads. In many 
ountries, banks dislike lending long-term because of uncertainty 
ver interest rates and inflation rates. 

Equity markets cannot fill the vacuum. They remain exceed- 
gly volatile and subject to sudden, often horrifying reversals. 
ist take the Bombay Stock Exchange; it was closed by a brokers’ 
oycott for at least two weeks in June, leaving buyers and sellers 
nable to price stocks and issuers hanging in the balance. Bang- 
ok's stockmarket was knocked for a loop by the tragic confronta- 
on between the military and demonstrators in May. 

Luckily, Asian governments are in a good position to create 
etter balanced capital markets. Unlike African, East European 
nd many Latin American governments, they at least have the 
"sources available locally to foot the bill for developing capital- 
tensive industry and infrastructure. "Asia is almost unique in 
"s respect in the world today," says Salim Chaar, director of 
idosuez Asia Investment Services. Asian savings rates remain 
Ye highest in the world. 

Asian investment is high too, but is entering a new phase. In 
Ye. past, investment in manufacturing and property provided a 
ood return within three to five years. Now, however, the biggest 
eed for investment is in public infrastructure, which in many 
sian countries has fallen far short of the expectations of the re- 
ion's increasingly prosperous populace. The payback period for 
ivestments in roads, bridges, ports, and tel- 
communications systems is normally 10-20 
ears. Governments have budgeted over US$1 
illion in the next decade to modernise physical 
nd social infrastructure. 

The best way to finance these investments is 
wough bonds. In most industrialised countries, 
ond markets usually begin through the issue of 


ell la Thi. 


* 
— a Ee ee ee ore © eee oe ee ^t -~ 


"ev. ERARE c» _ ee. 0mpedqe 


Ak ETEEN 





Hongkong — p.38 
Singapore — p.39 
Japan — p.42 


indonesia — p.44 





centred on pension funds and ins 
ance companies that need a sta 
and reasonably predictable source 
income. Aside from Malaysia e 
Singapore, few countries have 

veloped a compulsory social se 
rity system that puts savings in 

hands of pension fund manage 
This is slowly changing as Asi 
population becomes richer a 
older. 

"The general trend is for : 
newly industrialising countries 
Asia to develop their social secu 
systems from a low base," si 
Michael Button, a director at ac 
arial firm, the Wyatt Co. in Ho: 
kong. "Pension fund assets are 
creasing." 

Demand for low yielding pa; 
is, however, likely to lag behind 
issuing needs of governments and corporations. As Willi. 
Ebsworth, regional research chief at Fidelity Investments poi 
out, investors like high risk and high reward investment in A: 
In developing markets, he says, bond returns would have to 
extraordinarily high to even come close to matching what 
available from higher risk equities. 

Some progress though is being made in setting the stage 
the development of fixed-income markets. The Asian Devek 
ment Bank (ADB) has opened the door wider for domestic bo 
issuers in Hongkong, Singapore and Taiwan with its US$300 n 
lion 1991 “Dragon Bond" offering. 

The Dragon Bond "has created a monument on the playi 
field," says ADB Treasurer Tomoo Hayakawa. "Now all it need: 
a few brothers and sisters." The ADB itself plans a second mu 
market bond offering of US$200-300 million in November. 

Further, credit rating agencies have been established in Jap 
India, Malaysia, South Korea and Thailand to evaluate the relat 
risk and return of fixed-income offerings. The ADB is also looki 
at the possibility of funding an Asian clearance and settlem 
system for bonds, like Euroclear or CEDEL. 

While the infrastructure for a fixed-income market is devek 
ing, analysts note several major barriers to the rapid growth c 
domestic bond market around the region. The first is the hi 
inflation rates and sharply fluctuating interest rates that exist 
many countries. 

For bond markets to develop, “you need a stable interest r 
environment where investors face a predictable range of inter 
movements over the life of a bond," says Edward Young, rep 
sentative director of Moody's Japan. 

The next is a positive attitude on the part of governmer 
Only Australia, Japan and Taiwan are now trying actively to « 
courage the use of local currency bonds. Sin; 
pore still fears for the stability of its curren 
Hongkong levies prohibitive withholding tax 
Until recently, the South Korean Governm: 
wanted to set the interest rates charged by is: 
ers. Most governments remain worried about ! 
stability of their currencies or an erosion of « 
trol over the domestic financial systems. 
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opportunities for some of the region's largest 
companies and the world's most successful 


funds. In equities, corporate finance and a range 


In just three years Peregrine has become 
[ong Kong' leading financial adviser, and a 
1ajor force in Asian markets. It’s been achieved 





3y Michael Taylor in Hongkong 
or Hongkong’s debt and equity markets, a financial envi- 
F ronment of falling interest rates and surprisingly abundant 
bank liquidity has provided a badly needed breathing 
ipace, giving the territory the chance to develop instruments, 
narkets and regulatory frameworks to cope with the extraordi- 
ary challenges they face in the next five years. 

Hongkong's debt securities market, equity market, and bank 
redit markets all face huge challenges, and potentially have huge 
»pportunities for growth and development. For Hongkong's debt 
iecurities market a massive amount of Hongkong dollar debt 
itraddling the 1997 return to Chinese sovereignty will be needed 


o raise some of the HK$95 billion (US$12.2 billion) private debt _ 


which the government currently estimates will be issued to fund 
he new and still controversial airport. 

For equity markets, the challenge for Hongkong's bourse is to 
ind a way to complement and assist the explosive development 
X China's "B" share markets, without compromising regulatory 
ind reporting standards to such an 
tent that the territory's existing 
'ourse is undermined. 

In addition, the territory’s bank 
redit markets need to find a way 
'fficiently to recycle back into China 
he ever-increasing amount of 

dongkong dollars flowing through 
nterbank markets to the Hongkong 
'anking system. In short, if it is to 
'ontinue to provide the necessary 
nvestment capital for the emer- 
'ence of South China as an indus- 
rial power, it needs to find a way to 
some to terms with China risk. 

In all of these markets, 1992 has 

»rovided uniquely propitious cir- 
'umstances in which to look for answers. The territory's banking 
iystem has profited mightily from the dramatic residential prop- 
yty surge of 1991. By April, the territory’ s Hongkong dollar de- 
»osit base had grown 16% over the year, whilst Hongkong dollar 
oans had grown by 17.1%. Meanwhile, in the first half of 1992, 
he Hang Seng Index took off, rising 39.5% since the beginning of 
he year, breaching the 6,000 mark on 26 May. 
. Ideal conditions, then, to meet the approaching challenges for 
dongkong's capital markets. However, the corollary is sobering: 
with the interest rate cycle swinging upwards once more, cooler 
narkets will provide a less friendly environment to nurse the 
inancial innovation and development needed. . 

. The fine conditions have not been entirely wasted in debt secu- 
‘ities. bank credit. or eauitv markets — but neither can it be said 






Airport funds: market eager. 





next major kinancing | is likely to be for the US$2.4 billion devel 
ment by China Light and Power and Exxon in a 40:60 joint v 
ture to develop a power station at Black Point. Rival bidders 

currently sounding out the market for financing terms, and 

said to be meeting with an enthusiastic reception. 

Robert Roberts, managing director of Wardley Capital, ta 
the reception of last November's Asian Development Bank (A 
Dragon Bond issue, and the positive soundings on Black Point 
suggest that the market will be able to cope with the capital r. 
ing needed for the airport. “The financing of the airport will 
capable of being done: I think people are looking forward to i 

In terms of market infrastructure, the broadening and deep 
ing of the market for fixed rate government debt, in the form 
the Exchange Fund Bills programme, has been the most sigr 
cant development. With 12-month fixed rate paper now be 
regularly offered and traded, the bills are beginning to form so 
kind of a market standard, despite the somewhat opaque le 


status of the obligations they represent. 


There is about HK$14.5 billion of paper currently in issue, v 
roughly a further HK$200 million being issued every month. ' 
pace may quicken, however, to provide increased liquidity t 
domestic financial system which is becoming frantically effici 
in its circulation of money. 


/ ^. Government debt issues have now been extended to two y 
* maturities and astonishingly these medium-term quasi-sovere 


notes trade at or around the level of comparable US treasur 
The bonds have yet to be used as a benchmark for debt issu 
however, partly because the normal debt issuers — Hongkor 
property developers — are flush with cash, and partly beca 
suus, high profile Hongkong borrow 
8 such as the Mass Transit Railv 
$ Corp, are to date servicing an in 
> tutional following built up over 
4 years. à 
E How much further Hongkor 
2 government debt market can 
3 velop is subject to certain polit 
constraints: with the completior 
the first cycle of two-year debt, 
total government debt outstand 
will rise to HK$ billion, approa 
ing the HK$5 billion ceiling on g 
ernment debt laid down by 
Memorandum of Understand 
signed between Britain and Chir 

Whether Hongkong's finan 
markets can continue to grow to meet the extraordinary oppor 
nities of servicing an emergent China, rather depends on w 
steps are taken to streamline the current system of central fin 
cial control. One important step likely to be taken by the enc 
the year is to increase the authority and powers of the Offic 
the Exchange Fund, by allowing it to open a discount facility, : 
also by taking the Banking Commission under its wing. 

For the most part, bank credit markets have yet to find a v 
to deal with large amounts of retail or middle market China-r 
The landmark US$800 million syndicated loan for Hopewell Fk 
ings’ Superhighway has not proved the loan which burst the d. 
However, this is not to say that China lending is not entertair 
Bank of East Asia and the Nanyang Commercial Bank (part of 
Bank of China group) have led the way in lending, particularh 
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Ten years since our founding in Hong Kong 


in 1982, Indosuez Asia Investment Services continues 


‘dove 


N Balakrishnan 


an you have a truly great international financial centre with- 
out a currency that is also international? That in essence is 
A the dilemma that confronts Singapore as it watches the once 
toppable growth of its capital markets slow down. The 
vdown itself is not sharp and would be understandable in the 
text of a general economic downturn in Singapore except that 
sector continued to grow even during 1985-86 when the do- 
stic economy as a whole was in recession. 
As in everything else, personalities are important in Singapore 
. here too there has been an important change recently. 
The grand old man and founding father of Singapore’ s finan- 
sector, Goh Keng Swee, retired as the deputy chairman of the 
ntry's powerful central bank, the Monetary Authority of Sin- 
ore at the end of May, leaving some to hope that Singapore 
y at last try some radical new initiatives to egg on the growth 
ts capital markets. 
Juring his tenure, Goh was adamantly against the internation- 
ng of the “ingapor : dollar and y went to the extent of d 


with the same pioneering spirit, seeking new 
opportunities for investors. We were one of the 


first companies to establish funds investing in 






emerging markets such as Thailand, 


Indonesia, Malaysia and the Philippines. 


Inthe complex world of Asian investment, 
we strive to be practical, quick-witted and 
resourceful, attracting more than US$ 1 billion 


in funds under management. 


Our range of emerging market funds represents 
pioneering Asian investments. This tradition is set to 


continue for investors who wish to look further 





ahead toward Asian market opportunities. 


1 laid out and aparece for Gace over - the past two 
ades, and which led to strong growth of the sector until last 
r, might have finally outlived its usefulness. 

While it is true that during Goh’s tenure no one wanted to 
is around with this brilliant and bull-headed man, the more 
ortant reason is that no one wanted to tinker with a system 
as extraordinarily successful. But the latest data should give 
conservatives some reason to pause. e. 

l'he figures for the first quarter of 1992 released in mid-May 
w that the business services in Singapore, which make up 
ut 59% of the financial and business services sector, are still 
wing, while the financial services portion has slipped into nega- 
growth. The trend began last year when this sub-sector de- 
ed by 3.1% in the third quarter and saw an insipid 1.7% quar- 
erowth in the fourth quarter. In the first quarter of this year, it 
lined by 0.7%. 

Phe one bright spot was the turnover in the foreign exchange 
‘ket which rose to an average daily turnover of US$84 billion 
arly 1992 compared with the depressed levels of US$51 billion 
:hed in the last quarter of 1991. 

ince the Singapore dollar cannot be internationalised, transac- 
is in Singapore dollars alone are bound to be only as big as 
zapore’s economy, which is the smallest among the NICs. Sin- 










Investors should be advised that the price of units, 


and the income derived from them, may go down as well asu : 


Indosuez. Asian Pioneer 






ADVISOR 


~ TelecomAsia Copane Limited 

(Thailand) - Serving as international ad- 

| visor in connection with the debt and equity 
financing for a US$3 billion telephone : 






expansion project in Bangkok. (Current) 


PT Astra International (Indonesia) — 
Serving as international advisor in connec- 
tion with the debt and equity financing for 
a US$165 million telephone line project 
in Jakarta. (Current) 


PT Astra Sedaya Finance (Indonesia) — 
Serving as advisor to Astra on a 47% equity 
< investment being made by General Electric 
Credit Corporation. (Current) 


Korea Telecom (Korea) — Serving as 
advisor with regard to an upcoming rating 
by Standard & Poor' sand Moody's 

ud Investor Ser vices. (Current) 





| Singapore Telecom In national Pte. Ltd. 
| (Singapore) - In the acquisition of its 50% 
interest in Cambridge Holding Ltd., the 
controlling shareholder of Cambridge 
Cable Ltd. of the U.K. (6/1992) 


. Castle Peak Power Company Limited 
. (Hong Kong) - In connection with its 
F ating by Standard & Poor's. (5/1992) 


- Pohang Iron & Steel Co., Ltd. (Korea) - In 
connection with its ratings with Standard & 
< Poor's and Moody's Investor Services. The 
Company obtained the highest rating of 

_ any steel company in the world. (11/1991) 
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Zenith Electronics of the 1 y. | 
transaction of this type in Korea. (2/1991: 
Concord Venture Capital Co., Ltd. (Taiwa 
— Structured, marketed to investors and 


. made a principal investment in the Fund 


with total equity of NT$940 million (US$ 
million) to invest in Taiwanese high- 
technology venture capital opportunities. 
(1/1991) 


LEAD MANAGER 


‘The Wharf (Holdings) Limited (Hong 
Kong) - In the issuance Lot 20 milhon call 


warrants. (6/1 992) . 





Hang-Lung Develugeiéhé Company 


Limited (Hong Kong) — In the issuance c 
30 million call warrants. (4j 1992). 


Ayala Corporation (Philippines) - — For at 
international secondary offering of Class 
shares and GDRs by the Consuelo Z obel 


Alger Foundation. (3/ 1992) 


Kingdom of Thailand (Thailand) — F ai 
"Thailand's US$300 million second Vanké 


Bond issue. (3/1992) 


Far Eastern Textile Limited (Taiwan) ~ 
In the issuance of US$50 million Euro- 
convertible bonds. (10/1991) 


Goldstar Co., Ltd. (Korea) — In the issuan 
of US$70 million Euro-convertible bonds 
(6/1991) 


Asian Development Bank (Philippines) - 


adl fuic wae o EY TOO NK 1. Sa sth, C we TRES 





The Export-Import B Bank of Korea (Korea) 
~ In the issuance of US$200 million Yankee 
bonds. (4/1991) ies 


The! Korea Asia Fund. (Korea) - in. the 
issuance of shares totalling US$100 million. 
(4/1991) 


Korea Electric Power s DEP. (Korea) - In 
the issuance of US$300 million 
Yankee bonds. (7/ 1992) 


The Korea Development Bank (Korea) - 
1 39500 million Yankee 






Shanghai Vacu tric Device Co., 


Ltd. (China) first international 
offering of equity by a Chinese company. 
(1/1992) 


Manila Electric Company “Meralco” 
Bt 'bilippines) - Inan international offering 






2 K : d ! gwon Industries (Korea) - In the 
issuance of US$40 million Euro-convertible 
bonds. (10/1991) 


‘Tung Ho Steel (Taiwan) — In the issuance 
of US$40 million Euro-convertible bonds. 
(7/1991) 


PT. Kalbe Farma Indonesia) + du its initial 
public offering of 10 million shares. (6/ 1991) 


The Korea Development Bank (Korea) -— 
In the issuance of US$250. million Yankee 


1 gras P3 44315 


program. (2/1991) 





Ayala Land, Inc. . (Phi ilippines) -Inits > 
initial public offering of 96 million C lass E B 
shares. (5/1991) UR 


ER r. : Inti Indorayon Utama (Indonesia) — -— 





-Assuance of US$60 million Euro- : : 


= :conyertible bonds. (4/1991) 


PT. Pabrik Kertas Tjiwi Kimia (Indonédii 
- In the issuance of US$75 million Euros 
convertible bonds. (3/1991) : 


PT. Astra International (Indonesia) ~ In 
the i issuance of US$125 Eur o-convertible . 
bonds - = the first Euro-convertible bond — 
issue by an Indonesian company. (S133 


PLA CEMENT AGENT 


ngdom of Thailand (Thailand) - 
Arranger an ent f for aU S dl million. 









he £X] Korea (Kore 
- Agent fc [M GU 
program. (C ‘urrent) | 


The Korea — Bank (Korea) - = 
Agent fora US$500 million MTN E 
program. (Current) 






The Korea Development Bank Kore P 
Agent for a US$750 million M^ IN 


TENDER AGENT è 


Tenaga Nasional (Malay sia) — “One " 
international tender agents and exclus 
U. S. tender agent for the US$1.2 billio 


--£Iboo.. £000 s 


F Q U 


‘oducing neighbours of Singapore were generating large sur- 
uses in the US dollars which they deposited in Singapore's more 
»veloped banking system and which the Singapore banks, in 
rn, booked into London's Eurodollar market. 

When some bankers based in Singapore decided that it might 
' a good idea to create a booking system for these dollars in 
ngapore itself and the authorities supported the idea, the ACU 
arket was born. 

Since in the 1970s many countries in the region still had cur- 
ncy controls Singapore's ACU market became a haven for money 
eking to escape controls and take advantage of Singapore's ex- 
llent communications and legal infrastructure. 

But with many other countries having rid themselves of ex- 
ange controls and freed their financial systems since then, Sin- 
ipore, while still attractive, is no longer as attractive as it once 
oked. In fact with its insistence that it must control its currency 
mpletely, Singapore's financial sector is beginning to look sus- 
ciously more controlled than that of many other countries. 

The ACU market contracted by 7.4% in March this year com- 
wed with March 1991. Assets and liabilities in the ACU market 
ntracted by 8.4% in the fourth quarter of 1991 and 6.3% in the 
ird quarter compared with a year ago. In 1990 the ACU market 
ntracted by 8.4%. 

The Stock Exchange of 
ngapore (SES) has not 
'en as successful as 
mex and since the mid- 
e of last year has been in 
e doldrums, with the 
lue of shares being 
ided daily being often 
‘low  S$100 million 
'S$61.6 million) a day, 
hile its supposed rival, 
ongkong, has been trad- 
g in the order of the 
uivalent of S$1 billion a 
yy for the better part of 
is year. 

The ses has not quite 
covered the volumes it 
st when Malaysian 
ares were delisted from 
2 Singapore exchange in 
rly 1990. The exchanges efforts to present itself as an “offshore” 
change for the trading of Hongkong and other Southeast Asian 
ares, besides the Malaysian ones, has not met with any success 
d days go by without a single trade in these equities. 

It looks as if the ills of the stock exchange will only be finally 
red when the Singapore Government finally lists its extremely 
ative utilities such as the Telecoms and Public Utilities Board 
the local exchange, and transforms it into a place for trading in 
2 shares of most of the local companies. 

If Singapore does not want to resign itself to a slow growing 
iancial services sector, then it will have to move boldly ahead 
th a package of reforms that will include at least the partial 
ernationalisation of its currency and the privatisation of many 
the profitable public companies. 

Since Singapore is sitting on large savings, their optimal utili- 
tion has the potential to give Singapore a new lease of life and 


Goh: a big shadow. 
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JAPAN 


High cost 
ol reality 


By Anthony Rowley in Tokyo 
little late, after playing money games with fund raisin 
A Japanese business has discovered that there is no subs 
tute for a proper balance of debt and equity in corpora 
financing. It was not until the second half of the 1980s that Jap: 
developed a genuine capital market, and is now paying the pri 
for the delay in going back to basics. 

How could it be that in a country where for decades busine 
and industry were financed mainly by banks (and debt gearir 
was correspondingly heavy) companies became hopelessly ove 
dependent on quasi-equity financing during the 1980s? The a 
swer is the absence of a mature corporate bond market. 

After World War II, Japan's priority was to rebuild the natior 
shattered economy. In order to achieve this, it was deemed nece 
sary to make available adequate supplies of financial capital 
industry — at cheap and stable rates. Banks became the prima: 
conduit for this so-called "indirect" form of financing. 

During much of this time, the Japanese stockmarket was n 
regarded as central to the overall scheme of things. Equity shar 
were issued and traded but they represented an uncertain form : 
financing in a system where the availability and cost of debt car 


| tal was virtually guaranteed. 


Banks were happy with this scheme of things as it assure 
them of business and of predictable returns — but Japanese cor 
panies began to chafe increasingly at the influence bankers we 
able to exercise over their financing and policies. 

The main route to achieving greater independence — via tl 
corporate bond market — was not open to Japanese companii 
for the simple reason that the same legal framework which soug; 
to protect the position of the long-term credit banks also made 
very difficult and cumbersome for companies to issue domest 
straight bonds. 

The Japanese commercial code specifies that such issues hay 
to be backed by asset collateral lodged with the bank which ac 
as trustee to a bond issue. The issuance of domestic convertib 
bonds is relatively regulation free by comparison. 

Japanese companies might have remained dependent upc 
conventional debt financing for a good deal longer had it not bee 
for the development in the 1980s of two factors: 
> Like major Japanese automobile and electronics companie 
Japan's leading securities houses discovered the joys of operatir 
overseas, away from the watchful and restrictive gaze of the Mii 
istry of Finance. They also discovered the relatively regulatio: 
free Eurobond market. 
> The enormous surge in Tokyo stockmarket prices in the se 
ond half of the 1980s after the Japanese Government moved 
offset the potential recessionary impact of the yen-boosting Pla; 
Accord, through an enormous boost in domestic liquidity. 

By combining the ease of issuing securities in the Euromarke 
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e issued on terms favourable to the issuer, while bond holders 
90 found the price and yield of the instrument attractive after 
ripping out the warrants and selling them. These investors also 
ad a sure winner, just so long as stockmarket prices continued to 
se above the price at which they could exercise warrants. 

The real beauty of the scheme was that the money companies 
rere supposed to receive once warrant holders subscribed for 
hares was designed to be sufficient to enable the issuer to repay 
1e original bond obligation. 

The net cost of capital raised in this way was around 0.75% 
nnually to most issuers. But to those big corporations with the 
wost solid ratings, and which were able to take advantage of 
reign currency swaps, it was actually “a negative cost." In other 
rords, a company such as Toyota, for example, ended up by 
1aking a profit on the issue of quasi-debt. Nothing could be more 
eceptively simple — or dangerous. 

Small wonder that Japanese companies issued something ap- 
roaching US$100 billion worth of these warrant bonds during 
Ye five years-long bull market on the Tokyo stock exchange. They 
sued a similar sum by way of convertible bonds of a somewhat 
vore conventional nature than warrant bonds, but linked never- 
veless to the fortunes of the stockmarket in that bond-holders 
'ould convert into equity only if they could do so at a profit. 

Few, if any, of the issuers, investors or corporate financiers, 
uestioned the wisdom of all this. If the Tokyo stockmarket had 
jontinued to rise — and there were analysts who predicted a 
;uple of years ago that the Nikkei-225 average would be at 
round 60,000 by now, instead of below 20,000 as it is — the 
suing companies would have seen their earnings per share di- 
ited sharply through debt conversions. 

In the event, this did not happen. Instead, those companies 
'ho were profligate in issuing quasi-equity, now find themselves 
urdened with huge debts which, instead of being converted to 
ermanent capital or equity, still have to be repaid. 

The other legacy of the warrant and convertible bond boom 
ras to leave the domestic capital market badly underdeveloped 
! certain vital respects. By 1989, when the stockmarket boom was 


a at its height, Japanese 
anne pattern < 
ce. $ 


companies were rais- 
ing far more through 


the issue of overseas 
bonds than through 
domestic bonds. 
ENOT, SUA Things began to 
—. change quite dramati- 





Ay. | = 
d ' 
E Di M E ¥ 
. d "i 
did VERE 4 ~ 


seas issues of warrant 
and convertible bonds 
plunged, as did do- 
mestic issuance of con- 
vertibles. Straight eq- 
uity financing in Japan 
also collapsed — from 
a peak of ¥8.85 trillion 
(US$68 billion) in 1989 
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Source: Japan Bond Underwriters’ Association 


amount by 1991. 
On the other hand, 
the number of straight 


cally after 1990. Over- | 





to only a tenth of that | 


The Japanese Government is likely to give this process a nuc 
before long by further easing regulation on the domestic issuai 
of straight bonds. This will help offset the relative scarcity of ba 
loans as banks struggle to repair balance sheets battered by ov 
exposure to real-estate lending and loans to bankrupt compani 

All this means that the corporate bond market in Japan cot 
in time grow to a size where it rivals the presently much lar; 
market in government debt. 

As Japan moves to meet its commitment to spend an ad 
tional Y470 trillion on public infrastructure between now and : 
end of the decade, central and local government bond issues ; 
likely to increase, in order to fund this extra spending. 

As part of an overhaul of the industry, a series of bills c 
rently before parliament propose that banks and securities hou 
should engage only in parts of each other's business through s; 
cially constituted subsidiaries. 

Many questions have yet to be resolved — such as what ki 
of underwriting business banks will be given access to, a 
whether securities houses will in turn be allowed access to ! 
lucrative fund-management business which is at present mai) 
the domain of trust banks. 

One way or another, however, it does appear inevitable tl 
the strict post-war divide between commercial and investm 
banking is finally about to yield to the new realities of the 
panese capital market. 





INDONESIA 


On the way 
to maturity 


By Adam Schwarz in Jakarta 
he rush of new foreign and domestic investment in Inc 
; nesia since the mid-1980s has put the predictable strain 
infrastructure. Power generating plants, telephone syster 
roads and ports have all been overwhelmed by a giant surge 
demand. 

Belatedly, the government is reacting to the looming cri: 
Gradually, bureaucratic resistance to private sector involvem« 
in these areas is ebbing. Actual private investment in infrastr 
ture projects remains small — primarily because of disagreeme! 
over pricing policies — but inevitably the private sector will ha 
to be given a larger role. The government simply does not ha 
the financial resources to make the necessary investments. 

As in other Asian markets, financing poses a huge obstacle 
new investment. Indonesia’s capital markets are unsophisticat 
and small. The Jakarta Stock Exchange (JSE) only began functic 
ing as a true bourse in 1989 and since then has struggled witl 
series of regulatory and settlement problems. More damaging st 


_ for the past two years the JSE has had to compete with real inter 


»rporate bonds issued in Japan by companies other than the nine | 


rates of around 15-20%. 
There is little long-term lending in Indonesia and the bo 
market has never really developed because there is no second: 
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imall issues by profitable state enterprises, such as telecommuni- 
ations giant Indosat or national airline Garuda Indonesia. Still, 
he management of the JSE is keen to see major utilities like the 
itate electricity company seek a listing. "Utilities are good, basic 
nvestments, but we don't have any [listed] yet," says Hasan Zein 
Mahmud, the president of the JSE. 

Some state firms, however, have tapped the capital markets 
successfully. Semen Gresik, an East Java-based cement manufac- 
urer, went public last year and another cement maker, Semen 
l'onasa, is preparing a bond issue. 

Other enterprises owned by the government are also looking 
o the bond market for funds. "Bonds will become far more 


mportant in Indonesia over the next five years," predicts - 


salbraith. The state telephone monopoly Telkom is planning a 
ips 700 billion (US$350) issue that is expected to be fully sub- 
The market for corporate bonds is less sure. State-owned in- 





restment trusts and government-controlled pension funds tradi- | 


ionally have been the main buyers of bonds in Indonesia. These 
nstitutions are prepared to hold government-related bonds until 
naturity. But for a corporate bond market to emerge, analysts say, 
1 secondary market needs to develop and, despite finance minis- 
ry support for this, little progress has been made. 

Mahmud would also like to see the government itself issue 
lebt instruments. "These would provide a benchmark interest 
ate and help bring the bond market to life,” he says. Mahmud 
ind other analysts, however, concede the government is unlikely 
o sell bonds domestically in the near term. 

Brokers give the government credit for trying to tackle the 
xrblems hindering the development of the capital markets. The 


SE was privatised earlier this year and stricter accounting and | 


isting regulations are gradually being phased in. "There is no 
loubt the government is committed to improving the capital mar- 
cets," said William Daniel, president of Barings Securities in Indo- 
1esia. 


Recent legislation on pension funds and investment-manage- | 


nent firms is taken by analysts as a good sign for Indonesia's 
capital markets. “It is essential for Indonesia to develop a domes- 
ic base of long-term investors," said Jane Vessey at Mutli Finas 
"erdana, an investment-management company. 

On 20 April, President Suharto signed into law a new set of 
'egulations for pension funds. One result will be to encourage 
»ension fund managers to place more assets into the capital mar- 
«ets. Previously, for example, pension funds paid no taxes on 
ncome earned from time deposits, shares and property. The tax 
2xemption on property investments has been removed. 

The largest pension funds belong to the government, with 
some US$2-4 billion spread over several funds. The new pension 
und law will oblige many private firms to set up funds as well. 
As the capital markets mature, pension fund managers should 
»ecome more comfortable with equity instruments. Apart from 
idding liquidity, longer term investors will have another positive 
mpact. 

“Longer term investors, like pension funds, are potentially less 
speculative and more stable [than individual investors],” says 
Vessey. However, brokers agree that a major movement of pen- 
sion fund assets into the equity market is unlikely while interest 
rates stay high and the bond market remains illiquid. “We have to 
improve the bond market,” Mahmud says. “Long term investors 
feel more comfortable with fixed-rate instruments.” 
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TAIWAN 





Putting bonds 


up for auction 


By Juliam Baum in Taipei 
T aiwan's underdeveloped and unregulated capital marl 





have been the target of much government policymakin; 
the past few years with the result that the financial inc 


_ try has changed dramatically, especially since the traumatic stc 
. market collapse during the first half of 1990. 


Major innovations include the opening of the equities mai 
to foreign institutional investors in December 1990, the licen: 
of 15 new private banks in June 1991, and the inauguration « 
public auction system for issuing government bonds last Nov: 
ber. These and other reforms have helped modernise a antique 
financial sector sagging under the strains of too much cash v 
too few legal channels for its conversion into healthy investme 

Finance Minister Wang Chien-shien has been a key advo 
of financial liberalisation and was instrumental in opening up 
banking sector to private investors. He has also pushed for m 
liberal foreign exchange remittance rules despite the Cen 
Bank's close scrutiny of capital flows and careful attention to 
eign exchange policy as the New Taiwan dollar has come un 
, Strong upward pressu 

Financial experts : 
however, that devel 
ment of the island's ci 
tal markets still lags 
hind the rest of 
economy, which is edg 
towards its fastest gro’ 
rate in five years. TI 
continues to be a la 
grey market for priy 

trading of unlisted c 

pany shares and the k 

credit market has not 

preciably diminished 

spite the arrival of r 

private banks. The Ta 

foreign exchange mai 
remains constricted 

Central Bank regulati 

which limit daily volui 
and keep the bulk of transactions offshore. 

While a large network of underground investment houses 


Wang: behind reforms. 


| been forced out of business in the past two years, high level 


illegal margin trading on the stock exchange are a perennial } 
nomenon that remains poorly regulated. 

The new financial policies have been adopted largely in 
sponse to urgent needs. The modernisation of the governn 
bond market, for instance, was dictated by rising public def 
and the inauguration of a controversial NT$8.2 trillion (US$ 
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n 1 l nimed to a ndful of 1 curities houses 
nd. several bills compa nies. When available, which was rarely, 
onds were attractive to private investors primarily as a means of 


ax avoidance, since the bearer bonds had no registration system - doors, 
nd no way for the government to determine who earned interest. “Th 


< The system was transformed in November when the Central 
larik switched to a public auction and initiated routine monthly 
ales of NT$30-50 billion in scrip. Primary dealers were expanded 
9 include integrated security companies as well as banks and 
rust companies. There are now 35 primary dealers, and the Cen- 
ral Bank says it will continue to add more market-makers to the 
ist. The issuance of bearer bonds was changed to a book entry 
Y prem this June, though on an experimental basis. 





: "Ours ‘was a very unbalanced capital market until November | 


ast year," said John Hsueh, director-general of the Treasury De- 
rtment of the Central Bank of China. "Now the bond: arket is 

eloping very fast." : m 
- Hsueh said that since the trading volume on the bond market 
iad doubled since April, bonds now accounted for a large share 
f long-term capital investments. The new auction system has also 
aved the government : considerable money, he added. 

-He said that ras Ti imary dealers would be added i in the near 


ment men empto ce ————— rir 
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‘which ¢ can apply for bond. trading privileges next year. .Eventue 
foreign. investors. wi also be allowed. "We: have. to open ¢ 








VT ntral Ban has done an excellent job F getting 1 inj 
ffo n the [bond] market players and pushing forward reforms t 
are needed,” said Steve Kwiatkowski, who developed one of 1 
wan's first bond trading operations and is executive vice-pr 
dent at Springfield Co., a private investment company for 
Chan family of Hongkong. | 

Kwiatkowski said that the Central Bank admitted securi: 
companies to the primary - market long before it was required 
the volume of bonds issued and that these companies had hel; 
generate interest in bonds among a broad group of invesk 
With. inte st rates generally above 896, bonds have become 
at e toa ‘stagnant equities market. which : 
ths 3 at das 000 level on the index. 








ness ; to i insurance hide a move which T asuch said wo 
stabilise their financial management. This would also ease in 


.  tionary pressure on the real estate market where much of 


insurance funds are now being invested. 

The corporate bond market, however, remains stunted. Th 
dsno private rating agency for corporate bonds in Taiwan, thoi 
theg government-owned Chiaotung Bank and Ministry of Fina 





|| have invited Standard and Poors of the US to assist in setting 


an independent rating group to help investors judge the cre 
worthiness of the corporate sector. 

The foreign exchange market is also restrained. While the b: 
now allows both inbound and outbound remittances of US$3 1 
lion without government approval, foreign exchange dealers 
their markets are too small to meet the potentially huge dema 
Daily volumes are usually below US$100 million. 

By setting tight limits on foreign currency operations for di 
. ers, the Central Bank effectively controls fluctuations in the 
| change rate of the NT dollar, according to Michael Lim, treas 
manager at Standard Chartered Bank in Taipei. 
test inr vation from the Finance Ministry has been op 
term money market to new players. As ol 
y ut it would nd Mi sacer 















have fore eds and half-dozen m banks with branc 
in Taipei are also asking for approval to deal in the market. 
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00 far? 
' Paul Handley in Bangkok 


he crux of the problem in Thailand is that, over the next 
five years, the country needs Baht 7 trillion (US$275.7 bil- 
lion) for investment, and can only raise Baht 5.9 trillion 
ally. The funding is for a mass of infrastructure and industry 
ojects crucial to Thailand's future development. That includes 
unerous highways, several mass transit systems for Bangkok, 
d power stations and water works around the country. The 
ortfall means that Baht 1.1 trillion has to come from somewhere 
ie and, with some chronic vulnerabilities in the country's cur- 








at account and private-sector debt levels, it is not desirable to 


rrow it all from abroad. 
This is a challenge the kingdom's planners have focused on 
‘er the past year. Numerous adjustments to the local capital 
arket's environment have already been made, and more are in 
e pipeline. 

The most significant achievement of the . 
st 12 months was the formulation and - 
ssage of the Securities Exchange Act and 
ncurrent rewriting of the Public Com- 
inies Act. This radical and sweeping- 
zislation has set the stage for a new 
apter in Thai capital market develop- 
ent. 

Taking effect on 16 May, the securities 
t set up a new framework, the Securities 
change Commission (SEC), to oversee 
ost capital and debt market development 
tivities. It has taken over stock and bond 
arket supervision and has the power to 
ster the development of new markets and 
struments. 

The SEC has set new rules to rationalise 











the primary | arkets for debt and equities and some cooperativ 
adjustments from the ministry, which neutralise the tax burde 
on most types of commercial and government paper, stock div 
dends and interest payments. 

In the past, skewed tax burdens have prevented corporatt 
from issuing medium and long-term debt paper and discourage 
buyers from trading available bonds. 

With these changes in place, says SEC secretary-gener: 
Ekkamol Kiriwat, there is more encouragement to issuers. And, i 
the future, buyers in the primary markets have less reason t 
beware of shady business. Ekkamol also expects the developmer 
of competent debt rating agencies soon to assist issuers and buy 
ers. The SEC will also foster a stronger, more open Stock Exchang 
of Thailand (SET), in order to attract more foreign as well as loc: 
capital. The market's standards are expected to toughen, to pre 
vent the listing of some of the types of unqualified companies thi 
have already reached the trading boards. 

That will be helped by the revision of the Public Compaitik 
Act, which sets new attainable standards for a business house t 
use the public company label. Previously the requirements wet 
too onerous, and few companies went through the trouble of bi 
coming officially public. Now the stockmarket requires that i 
future all listed firms meet public company standards, where i 1 
the past only a handful of them have. 

Also around the time the SEC was established, the central ban 
issued nine licences for privately-run mutual fund managemet 
firms. The initial target is for these compi 
nies to raise collectively Baht 9 billion £c 
investment by the end of the year. 

Another related change, but not unde 
the auspices of the SEC, is that banks ar 
allowed from the beginning of this year t 
issue negotiable certificates of depos 
(CDs). This, it is hoped, will lengthen th 
savings base period for Thai banks; cu 
rently time deposits stretch out over 
maximum of one year. In May, Thai Dan 
Bank was the first to issue the negotiab! 
CDs. 

The government is now liberalising th 
branching policy for commercial banks t 
get branches into rural areas to capture 
share of the huge savings in the inform 
markets. à 
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SOUTH KOREA 


Reforming 
with caution 


3y Ed Paisley in Seoul 


nown as the Achilles Heel of the local economy, the capi- 

tal markets of South Korea are in desperate need of re- 

form despite a decade of tinkering by the government. 
he need to introduce free market principles is readily acknow- 
edged by the Ministry of Finance (MOF), but whether the bureau- 
rats actually will relinquish control will become clearer by the 
nd of the year, when the ministry is to complete its sweeping, 
ix-year blueprint for financial reform. 

The liberalisation programme will be dev eloped after an ex- 
iaustive study of financial reforms elsewhere in the world, say 
4OF officials, complete with input from the World Bank, IMF, local 
ind foreign bankers and brokers. There appears to be a consensus 
it the ministry that the command-style capitalist financial system 
hat served the nation so well for the past three decades must give 
vay to more developed capital markets. But the ministry is loath 
o lose control while inflation is running at a (government- 
nanipulated) rate of around 10% and red ink in the current ac- 
ount is expected to hit roughly US$7 billion in 1992. 

The MOF is also wary of losing its considerable clout over the 
inancing needs of local companies, a fear which critics add is 
'ased more on considerations of power than on concerns about 








the economy. In late June, however, the MOF took a step towe 
the free market when it unveiled its interim reform program 
which includes the relaxation of a number of important reg 
tions over the securities, corporate bond and foreign excha 
markets. 

But the most fundamental of all reforms — deregulatior 
interest rates — has yet to be seriously implemented. Critics 
the MOF is exceedingly unlikely to give up its overarching « 
mand of the local financial system or of companies' acces: 
overseas capital markets. For the local capital markets, that sp 
trouble. 

The immediate reason for the dismal state of the capital n 
kets is the sickly local bourse, which is testing new lows every 
and may be heading for the 500-point level not seen since 1‘ 
Most brokers privately concede that a turnaround is unlil 
anytime this year, and perhaps not until well into 1993. 

‘Over the past 15 months ending 31 March, equity financ 
accounted for only 12% of the capital raised in the period, ac« 
ing to informal estimates by officials at the Bank of Korea, 
central bank. This compares with the more than 30% of b 
nesses’ total financing needs raised in the equity markets in 1‘ 

In the year to 30 April, there has been one public offering i 
seven rights issues totalling a paltry Won 549.7 billion (US$ 
million). By comparison, Won 2.3 trillion was raised in the sz 
period in 1989 — when the Seoul bourse hit its all-time hig! 
1007. The MOF has acted to slow the number of cash calls this y 
in an effort to prop up the ailing bourse, but the figures are nc 
theless indicative of the poor health of the bourse. 

The government is putting heavy pressure on the MOF 
micro-manage a revival of the local bourse ahead of presiden 
elections in December. The agency's most recent attempts 
limited new investment opportunities for foreign investors bej 
ning 1 July and a healthy tax break for local investors who pl 
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y d a demporag » jl to 
' Korean Stock Exchange (KSE) in- 
«. But the effort will likely be as 
ing as many earlier costly gov- 
iment failures to buoy the bourse 
ar the last two years. Over that 
dod, the constituent stocks of the 
E Index have declined over 40% 
value. 
This lack of equity financing has 
n compensated for by corporate- 
ad financing, which accounted for 
ighly 26%. of capital raised over 
| past 15 months, e ne 31 
ich. But with only three 
uments carrying 19 
avilable in the loce 
e financing will be th 
But since at least 80% 0 
n's governmen t-directed 
















f South Korean. business. 

is paper is guaranteed by the na- 
ommercial banks, many companies 
k the economic or: ‘lout to tap the corporate bond 
irket. This leaves most Korez n companies. heavily dependent 
more expensive bank loans — an expensive proposition given 
» tight money leash on which the banks are held by the Bank of 
rea. 
Still, almost 60% of capital sued by business was through 
ns from commercial banks and non-bank financial institutions, 
ünly short-term finance companies. The cost: 18% interest on 
ighly 30% of credit made available i 
ected policy loans; and 20% and up for 


Keeping m step 





The trick now (as far as the MO 
is concerned) is to lower companies 
cost of funding via deregulation an 
liberalisation of the financial mar 

kets without upsetting the govern 
ment’s campaign against annua 
double-digit inflation and the coun 
try’s unsettling balance-of-payment 
deficit. The ministry has no com 
plaints about the nation’s saving 
rate of 32%, but is clearly worrie 
about an “excessive” investmen 
rate of 35%. This means interest-rat 
controls must remain in the hand 
of the MOF for the next several yea 
argues Kang Man Soo, the MOF's d 
rector-general of international: f 
nance. 

But Kang and others at the min 
istry are opening up several avenues of new credit. For larg 
Korean corporates, the most important reform in the second hal 
of the year will be expanded opportunities for local companies t 
tap US and European equity markets via US and European 
pository receipts. But those big firms able to market themselve 
on the world stage will need to receive permission from the MO 
to seek funding abroad. 

Still, the amount of equity or equity-linked funds raised.o ovet 
seas has climbed considerably i in recent years, to US$1.1 billion i 
1991 from US$290 million in 1990 and a mere US$50 million i 
1989. This year, the MOF plans to allow at least US$1.5 billior 
worth of new offshore issues. However this is still a drop in th 
bucket, with the 1991 figure only equal to 5% of the capital raise 
by local compete in 1991, 
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t was just the reassurance Í needed. 

Standard Chartered Equitor's strong foothold in Greater 
Asia convinced me the ground was firm. 

After all, they have been there for more than 130 years and 
huic un 


fuas Aiba 232 ^ AL I1 € aad ‘the nacen diat as Aw bon rm 







Equitor puts me exactly where | want to be. Rigbt at the heart rt of all 
the opportunities in Asia. | 

Equitor is tbe financial services division of tbe Standard 
Chartered Bank Group, delivering Greater Asian Custodial Services. : 












solution 


By Doug Tsuruoka in Kuala Lumpur 


hat began as a trickle in Malaysia has become a torrent: 
few could have predicted the outpouring of demand 
for capital market expansion which followed the end of 
he 1985-86 recession. 

In the intervening five years, the rapid growth of the economy 
aas spurred a host of new listings and privatisation issues on the 
ocal bourse as Malaysia grapples with the challenges stirred by 
ts most sustained economic expansion in history. The need for 
steady financing to tackle surging capital and infrastructure needs 
s also taxing the resources of Malaysia’s businessmen and career 
»ureaucrats as never before. 

- What is more, the pressure shows no signs of letting up. The 
years 1990-92 saw an avalanche of first-ever public offerings and 
istings by former state-owned industries such as nationwide 
ower monopoly Tenaga Nasional and the national telecommu- 
tications company, Telekom Malaysia. Along with the separate 
istings of national car maker Proton and its distributor, Edaran 
Jtomobil Nasional, the four issues 
aised more than M$7 billion 
US$2.8 billion), marking a water- 
shed in the development of the 
country’s capital markets — not 
only because of the amounts raised 
^ut because of the hands-on-ex- 
»erience it gave the investing pub- 
ic and Malaysia's securities indus- — 

. The government also discovered : 
nore novel ways to cope with esca- 
ating capital demands. In April 
991, it issued its first series of con- 
rertible debt securities linked to the 
ihares of a privatised company — 
n this case, those of Telekom Ma- 
aysia. The US$190 million issue of 
'overeign Exchangeable Bonds 
vhich can be swapped for 50 mil- 
ion shares in Telekom was under- 
aken by Malaysia's biggest stock- 
xoker, Rashid Hussain Securities. It 
vas the first Malaysian sovereign 
'ond issue to be undertaken by a 
ocal stockbroker. 

- Shifting such operations over to 
he private sector and tapping alter- 
iative sources of capital has allowed 
he government to reduce its loans 
rom foreign governments and in- 





M$3.8 billion from M$5.4 billion in 1990. 


Turning on the ta 











The federal government also took a pivotal key step in exp: 
ing Malaysia's presence on the international finance scene in | 
— when it authorised the creation of the country's first offsl 
tax haven in the federal territory of Labuan. The site, situate 
km off the cost of the East Malaysian state of Sabah, still has sı 
years to go before it can quality as a fully fledged offshore cer 
But it has already attracted nine trust companies, five banks, 
re-insurance firm and 31 companies. Total offshore deposits 
estimated to have reached US$400 million. 

But though such moves on the capital markets front v 
timely, critics fear that Malaysia has gone only halfway in 
dressing the country's actual capital financing needs. Malay 
for example, despite reducing its foreign debts, is still hea 
dependent on loans from Britain and Japan to finance key po 
and petrochemical projects because of the inability of the cc 
try's own capital markets to handle the task. This is one ree 
why the country's total external debts rose to M$43. billion at 
end of 1991, after falling to M$41.5. billion from M$42.1 bil 
between 1989 and 1990. 

Infrastructure worries also appear to be multiplying faster t 
the government and private sector's willingness to undertake 1 
projects. The strain on Malaysia's superior, but limited, trans 
and utilities network is such that bottlenecks are already slow 
foreign investment in the country. 

Venture capital financing, moreover, is still in its infanc 
Malaysia. Currently, there are only five locally incorporated \ 
ture capital companies. The total cumulative funds mobilised 
these firms only amounted to M$67.8 million at the end of 1' 
, though this was an improverr 
$ over the M$47.8 million recorde 
è 1990. 

Malaysia's national savings p 
— consistent with its populatior 
barely 20 million — is still relatis 
small, amounting to only M$34.4 
lion last year. This reservoir of fu 
is also being drained by size: 
jumps in consumer spending c 
ing the country's more than fc 
year economic boom. 

Gross national savings a 
percentage of GNP, for instance, 
to 27.8% in 1991, compared v 
30% the previous year. Private : 
tor savings rose marginally by 0 
in 1991 to M$20.4 billion, w] 
gross private investment expan 
by a far faster 27.3% to M$? 
billion. 

The government recently 
nounced several measures desig 
to combat the nation's growing s 
ings-investment gap. This took 
form of moderate tax incentives i 
O69 f a rise in interest rates to 8%. Bey 
this, however, little has been d. 
to harness it with more sophistica 
capital-raising exercises. 

Progress has been swifter on 
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nent at a time when the country's economy was undergoing un- 
»recedented growth. 

A record 39 new companies were listed on the KLSE last 
year, compared with 31 in 1990. Transferable Subscription 
Rights, or equity-linked trading instruments also made their de- 
»ut on the KLSE in 1990, while exchange officials launched a long- 
iwaited Second Board Index and the all-shares EMAS Index in 
1991. 

Other key steps included the christening of Malaysia's first 
»rivate rating agency, Rating Agency Malaysia Berhad, in 1991 
ind plans to establish a Securities Commission modelled on the 
JS, as well as a Kuala Lumpur Options and Financial Futures 
ixchange. 

But despite the plethora of new market devices, the bourse still 
suffers from severe liquidity shortages. According to Bank Negara, 
he central bank, net funds raised through quoted securities and 
»rivate debt securities fell by 38.7% to M$6.8 billion in 1991 from 
he previous year. 

Feelings that the KLSE is “a politically-driven rather than fun- 
lamentals-driven market," have tended to keep foreign fund man- 
igers out of the Malaysian market, says one foreign broker. Some 
of this hesitancy has disappeared, however, in the face of success- 
ul government efforts to court foreign investors for the Tenaga 
ind Proton issues. But inflows of outside funds are still fickle and 
Malaysia's capital markets have shown that their own resources 
ire still circumscribed. a 





PHILIPPINES 


The poorest 
relation 


3y Rigoberto Tiglao in Manila 





he Philippines’ most basic economic structural flaw now 

i lies in its capital markets, one of the most underdeveloped 

in the region. And this will likely remain a drag on eco- 

Yomic growth in years to come, unless the new government moves 
lecisively to correct the problem. 

Comparative data show this up quite glaringly. The ratio of 
V3 (the broad money supply) to GNP — a conventional method of 
neasuring an economy's financial depth — for the Philippines in 
[990 was 34.4%. In Malaysian and Thailand these ratios for the 
same year were 68.2% and 74.6%. In terms of the ratio of loans to 
»usinesses by banks to the GDP, the Phi- 
ippine ratio of 19.4% compared with 
57.9% for Malaysia and 68.7% for Thai- 
and. 

Using the ratio of stockmarket capi- 
alisation to GDP as a barometer, the 
country’s 15.1% is half of the ratio for 
Thailand (29.5%) and one seventh for 
hat of Malaysia (105.9%). Long-term 





short-term interest rates, there is no advantage for investors tc 
up their money for longer periods of time. 

Outside observers may tire of Filipinos' harping on the pas 
explain the country's present mess, but in this case, that is 
financial reality. "Capital market development in the Philippi 
has been profoundly influenced by the macroeconomic and po 
cal events of the 1980s," a confidential World Bank study in I 
ruary 1992 pointed out. 

What has occurred in the Philippines, and continues to bl 
the development of its capital markets, is unique in Asia at le 
The Philippine Central Bank, partly because of gross misman: 
ment in the past and partly because of a quick-fix solution to 
1983 debt-crisis, has become the dynamo that continues to get 
ate high interest rates. It is the financial institution in deep fir 
cial distress, showing annual losses averaging P18 bill 
(US$289.3 million).a year since 1986. According to the World Bc 
no central bank in the region is so far in the red. 

To prevent those losses from being converted into new mo 
released into the system — which expands money supply bey: 
what the economy requires, thus pushing up inflation — the « 
tral bank has had to impose on banks a reserve requirerr 
equivalent to 25% of banks’ deposits — one of the highest in 
world and comparing with South Korea's 8%, Indonesia's 8. 
Malaysia's 4%, and Japan's 1%. The impact of the reserve requ 
ments are substantial, accounting for financial intermediation « 
(excluding banks’ profit margins) of 7% to 8%. 

The net result is a cost of money around the 20% level. Ct 
parative figures are 9.6% for Taiwan and 13% for Thailand. 

While this high cost of money has encouraged in the past 
years, a number of Philippine companies to go to the stockmarl 
to raise funds, it has also limited investments in the bourses. Ct 
pounded by an overall public scepticism over the integrity 
stockbrokers, investors have rationally opted to put their mo 
in less risky high-interest treasury bills. 

While the perception may be unfair, certain brokers have c 
worsened it, for instance through their cavalier violation of 
securities' regulations prohibiting brokers from being director 
listed firms. 

Worse, because of huge budget deficits, primarily due to 
loans extended by state banks in the Marcos era to the fon 
president's “cronies” and to other failed enterprises, the gov 
ment has had to issue huge amounts of treasury bills — at the : 
of P4 billion a week. Virtually risk-less, the bills are crowding 
private-sector demand, further pushing up interest rates. 

The high reserve requirements and the rates government 
had to pay for the treasury bills already constitute de facto te 
on the cost of money. 

Worse, explicit taxes on financial instruments further we 
down the capital markets. And with an unsolved budgetary-d 
cit problem, the government has been loathe to lift or even red 
these taxes. One direct tax on banks 
which they pass on to consumers in 
form of higher interest rates — is 
gross receipts tax, equivalent to 5% ol 
terest earnings. 

Capital Market Development Cou 
chairman George Uy-Tioco notes that 
seemingly innocuous tax has blocked 
development of the bonds market. 7 
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Long regarded as market leaders in Asian investment, the 
Thornton | Group has expanded its equity know-how to cover world 
markets. This international outlook has certainly paid off. Thornton now manages 
over US$1.5 billion of funds worldwide. If you want to take advantage of Thornton's talent 
-and research network in Unit Trusts, Offshore Funds, Pension Fund Management, 
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Philippine project shows benefits of build-operate-transter schemes 


3y Rigoberto Tiglao in Manila 


nly half in jest, new Philippine 
President Fidel Ramos told a re- 
cent symposium he had modified 
| his agenda from "people empow- 
ment” to "people's electric empower- 
nent.” In the past few months, power 
xownouts lasting up to five hours a day 
yave dominated and constricted life in 
Manila. During the recent election cam- 
;»aign, Ramos even had to transfer a press 
'onference from his headquarters to a ho- 
el that had sufficient emergency power. 

How Manila solves its electricity prob- 
ems will be closely watched by other 
Asian governments. Among the power 
»roposals the Philippines is discussing are 
ive projects that would be financed under 
uild-operate-transfer (BOT) terms. 

By harnessing private capital for long- 
erm projects, BOT financing provides an 
ittractive option for Asian governments 
with limited resources. The cash-starved 
?hilippines recognised its potential in 1990, 
when a law was rushed on to the statute 
;:ooks allowing power plants and most 
other infrastructure projects to be built in 
his way. Other governments in the region 
we also trying to exploit its possibilities. 

/ According to the World Bank and the 
JS Agency for International Development 
AID), Asian governments have initiated or 














In Benjamin Franklin's footsteps. 


are considering BOT projects covering 
power plants, transport systems and road- 
building. A joint report, entitled Private In- 
vestment in Power and Coal in Asia, shows 
how an innovative approach to energy pro- 
vision can ease power shortages. 

The BOT model seems straightforward 
enough: a private company builds a public 
utility, such as a power plant or a mass- 
transit railway. During a fixed operating 
period (10-12 years, for example), it charges 
the government an agreed rate for the 
service it provides. At the end of the 
operating period, it transfers the utility to 


the government, either at a pre-agr 
price or at no cost. 

In practice, though, it is rarely so s 
ple. Not all governments are happy to 
linquish control, however temporarily 
key elements of their infrastructure to 
eign companies. And the companies i 
their financial backers require a boldr 
of vision, allied to a confidence that tl 
investment is not going to founder on 
litical or economic shoals. 

The World Bank-AID report exami 
the two major BOT power projects that h 
been completed in the region to date. TT 
are China's 700-megawatt Shajiao B po 
plant in Guangdong province and a 
MW gas-turbine generator in Navo 
near Manila. Shajiao B was completec 
1987 and cost US$512 million; the Nav« 
plant was commissioned in 1991 at a « 
of US$41 million. Both were projects 
Hongkong's Hopewell Holdings. 

Other major BOT power projects in 
pipeline include Pakistan's 1,290 MW I 
River scheme, which will cost US$1.3 
lion if it goes ahead. This will be built c 
modified BOT model, with the plant be 
sold to the government after 17 ye 
Hopewell is also building two more 
MW plants in the Shajiao complex. In 
Philippines, Hopewell is in the proces: 
firming up contracts for a 700 MW o 
fired plant similar to Shajiao B, and f 








i MW plant to expand the Navotas faci: o 


The five BOT proposals under negotia- 
1 in the Philippines would add 1,660 
N to total capacity. According ; to: the 
rid Bank, even if only half of this comes 
stream, it will provide 20% of the in- 
ase in power generation that the Philip- 
es will need before the end of the dec- 
». Moreover, National Power Corp. 
apocor), a state-owned utility, an- 
inced in early June that it was soliciting 
t offers for two further power stations 
h a combined capacity of 400 MW. 
The way Hopewell stumbled into BOT 
ancing shows how it can make up for a 
k of government cash. The firm had 
It a five-star hotel in Guangdong (in 
ich it had a 2096 stake) whose prospects 
re likely to be harmed by power short- 
's. Guangdong’s authorities did not 
ve money for a joint-venture power 
nt, so Hopewell came up with its BOT 
»posal for the Shajiao B facility. 
However, a BOT power project is hardly 
off-the-shelf option that can be mooted 
i clinched in weeks. It requires a com- 
x array of agreements tediously negoti- 
d with government officials. Issues to 
resolved include the price of power, the 
rency that will be used (and who bears 
exchange risk) and "capacity fees," or 
yments in case the power generated is 
longer needed. 
A BOT proposal for the Philippines by 
firm Congentrix fell through after two 
irs of negotiations on pricing and on the 
Tency in which payments would be 
de. Negotiators from Napocor informed 
. US firm late in the talks that two years 
ild elapse before environmental clear- 
‘e was granted. 
Napocor chairman Wenceslao de la Paz 
s that government officials automati- 
ly expect to oversee the building of utili- 
They are concerned with protecting 





their turf "and they will do this by raising 


all kinds of blocks in the negotiations," says 
de la Paz. 

According to the World Bank-AID 
study, one reason why Congentrix did not 
pursue th e proposal was its calculation that 
its profit margin on power supplied would 
be 15%. In the US, where BOT schemes have 
been extensively used in power projects, 
the firm was accustomed to a rate of return 
of about 20%. 





Complex deal 


Hopewell took a more imaginative ap- 


proach to its role in the Shajiao project, for 


which negotiations started in 1984. It ex- 
ploited the novelty of the BOT scheme — 
and the support it enjoyed from the Chi- 
nese Government — to include in its con- 
tract an "early generation bonus." When it 
completed the project six months early, it 
received a windfall payout amounting to 
US$50 million. It also secured an "electri- 
city offtake agreement" in which the state 
utility agreed to purchase a minimum 
quantity of electricity at a fixed price over 
the 10-year period, a so-called "take or 
pay" arrangement. 

In the Philippines, Hopewell has again 
showed its resourcefulness. Its bid of 
US$41 million for the first phase of Navotas 
was about half those submitted by com- 
petitors. It screwed down its costs by pur- 
chasing second-hand gas turbines from a 
US power facility, after contracting West- 
inghouse Electric to conduct a thorough 
technical audit of the generators. 

"We've got a lot of BOT proposals now," 
Philippine official de la Paz notes. "The 
question though is whether [the bidders] 
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million) exposure was guaranteed by the 
Japan Export-Import Bank. The bank, how 
ever, initially refused to stand behind the 
credit facility. Citicorp arranged instead fo: 
a consortium of 46 banks to provide a gua 
rantee to the Eximbank. 

Hopewell deftly used the Shajiac 
project’s financial elements to increase it 
returns. A substantial portion of the 
project’s profitability, according to the 
World Bank-AID study, consisted of sav 
ings it made in interest costs. These sav 
ings amounted to at least US$40 million 
Under the Citicorp package, the fixed-rate 
terms of the Japanese suppliers' credit wert 
converted to a floating-rate basis when yer 
interest rates fell in 1987. 

Financing for the Navotas plant in the 
Philippines offered a different kind of chal 
lenge. Because the country's debts hàc 
been rescheduled in 1983, commercia 
lending was not available. So Hopewel 
turned to the Asian Development Bank 
(ADB) and to the International Finance 
Corp., the private-sector financing arm 0; 
the World Bank. 

The two multilateral institutions dune 
equally more than half the total projec 
cost: US$20 million in loans and US$2.2 
million equity in developer Hopewell En 
ergy (Philippines). Another US$10 millior 
in loans was raised from European anc 
Middle Eastern banks through the ADB's E 
co-financing windows. 

Such financing has raised some concert 
among Philippine officials. A foreign pri 
vate enterprise tapping such sources re 
duces the pool of concessional official deve 
lopment aid available to the host govern 
ment. “While [BOT proponents and multi 


lateral institutions] say that such loans 


are made under an entirely differen: 
window, or a private-sector credit facility 
they still have specific allocations. 
their exposures to each country,” de la Pa; 
notes. a 

But the most ingenious financing pack 
ages do not obviate the need to be able tc 
scythe through bureaucratic mazes and t 
secure the backing of local institutions. The 
World Bank-AID study says of Hopewell’: 
Shajiao project: “The Hongkong-basec 
company, headed by expatriate Chinese 
understood how to negotiate in the Chi 
nese context.” 

In its Philippine project, Hopewell tool 
as partners not only the ADB and the Worlc 
Bank affiliate but also Citicorp Scrimgeou 
Vickers Asia Pacific, a subsidiary o 
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ECONOMIES 


Hey, big spenders 


Valaysia' s consumers worry economic planners 








3y Doug Tsuruoka in Kuala Lumpur 


ore than a thousand guests turn- 
M ed up to a wedding reception 

thrown in June for the daughter 
X property developer Datuk Low Yow 
-huan at the Crown Princess Hotel in 
&uala Lumpur. The flashy limousines and 
normous bouquets were in keeping with 
| gala event that cost the tycoon hundreds 
f thousands of Malaysian dollars. 

Low can hardly be chided for his lavish 
ittempt to give his daughter a day to re- 
nember. But some see the event as an ex- 
imple of a type of conspicuous consump- 
ion almost endemic in Malaysia. 

The issue transcends the mere flaunting 
f wealth for its own sake. It could affect 
Malaysia's economic prospects, threatening 
o saddle government planners with a 
ombination of stubborn inflation, a shrink- 
ng pool of savings and rising 
xternal debt. 

Investment in Malaysia is 
xpected to exceed gross na- 
ional savings by M$13. billion 
US$5.3 billion) in 1992, up 
rom M$12 billion last year. The 
ailure to build a strong local in- 
restment base will force Malay- 
ia to borrow more heavily 
rom abroad. 

The issue has been made 
nore urgent by central bank 
redictions that GDP output will 
ontinue at a breakneck pace of 
1.7% this year, down slightly 
rom 8.8% in 1991. The coun- 
ry's leading think-tank — the 
Malaysian Institute of Eco- 
v'0mic Research — warned recently that 
uch a hectic pace of expansion could lead 
o problems of overheating. 

Conspicuous consumption is not re- 
itricted to a few Malaysian millionaires. 
‘It’s not just the upper middle class. It is 
he young people who are not saving, who 
ire going to discos and shopping malls," 
ays Bank Buruh chief economist Tan Sri 
tł. V. Navaratnam. 
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Consumption spree hits savings pool. 


preferred air-conditioned department 
stores. 

The government has been slow to moni- 
tor changes in spending patterns. But it is 
known that purchases of large-screen tele- 
vision sets — costing up to M$8,000 — in- 
creased by as much as 200% in the first six 
months of this year. 

Production and sales of Volvo cars have 
jumped by more than 6% over the same 
period, though sales of other foreign cars 
and trucks have plunged by 30%. The hun- 
ger for imported sports cars and perfumes 
is exacerbating Malaysia’s current-account 
deficit, which is expected to hit at least 
M$12 billion in 1992. 

Such trends would hardly be news in 
the credit-guzzling West. But many ana- 
lysts warn that Malaysia, which is on the 
brink of entering the club of newly indus- 
trialised nations, may face a sharp 





slowdown in economic growth in 1993. 
Unless, that is, immediate steps are taken 
to curb private spending, which is equiva- 
lent to 60% of the value of national output. 

According to official estimates, prices 
were supposed to rise by about 4.5% this 
year. Think-tank executive director Kamal 
Salih believes 5-6% is more likely, and 
other analysts pitch the figure even higher. 

A bell-wether index of food prices kept 
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apparent for fish and vegetables — is m 
ing ordinary Malaysians nervous. * 
owner of a grocery store in Ku 
Lumpur's Old Klang Road section no 
that prices for a popular table fish kno 
as Threadfin have jumped by more tl 
2595 over the past year — from roug 
M$20-22 per kilogram to M$25-28. 

Central bank analysts insist that 
threat from consumer-driven inflatior 
exaggerated and that adequate steps 
already being taken to moderate price ri 
for key items. They note that the rise 
overall consumer spending in Malay 
slowed in 1991 — as a result of credit c 
trols — to 11.6% from 16.8% in 1990, 
inflation-adjusted terms. Officially, at le 
it is expected to fall further this year, 
5.8%. 

The government, fearing a public « 
cry, has been leery of taking steps to c 
spending, through new goods and servi 
taxes, tax penalties and tougher lend 
restraints. But it has few other option: 
countering the inflationary threat. 

Its efforts to restrain public-sector 
penditure have been hampered by rec 
pay increases awarded to civil serva 
Measures such as its programme of pri 
tising state assets will take time to im] 
ment. Any attempt to red: 
the flow of foreign investm 
funds could inflict damage 
Malaysia's overall econor 
performance. "In the end, i 
private consumption wh 
you have to attack,” notes Bi 
Buruh's Navaratnam. 

There is plenty of scope 
the fiscal side for reining in c 
sumption. The Finance Mii 
try, for instance, decic 
against raising taxes for fore 
cars and imported luxury ite 
in the 1992 budget unveilec 
November last year. Suppor 
growing among economists 
a value-added tax on goods é 
services. 

There could also be "forced savin 
measures if calls for voluntary savings 
unheeded. Analysts suggest that the « 
ployer-employee contribution in the 
tional pension scheme could be raised fr 
20% to 30%. The repayment periods 
loans for non-essential luxury items co 
be slashed in half from the current 
months; monthly credit card repayme 
could be raised to 20% of money ov 
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INVISIBLE HAND 


Bankrupt of ideas 


When lenders to South Korea's Sammi Steel threatened to cut off credit, the gov- 
ernment stepped in. The Ministry of Finance gathered officials from the luckles: 
local commercial banks and ordered them to lend the steel firm Won 130 billior 
(US$165 million) to make up for the finance companies’ skittishness. 

Sammi's rescue showed yet again that figuring out which way political wind: 
are blowing is as important as credit analysis for bankers in South Korea. The 
government decided that Sammi, whose US and Canadian operations make uf 
South Korea's largest overseas investment, was too important to go under. Senio) 
banking officials have quietly told bankers that significant exporters or firms whict 
are aiming to become internationally competitive will be protected. 

At first glance, this sounds sensible enough in a country which has prosperec 
through close government-business ties. But the protective blanket that the govern: 
ment throws over favoured companies hides some ugly problems. The first is 
crude discrimination: when the government is in the business of picking winners 
its friends are more likely to end up on top. The Hanbo group, a property-develop- 
ment concern whose chairman was on the finance committee of the ruling Demo 
cratic Liberal Party, has been an obvious beneficiary. 

At the beginning of 1991, Hanbo was at the centre of the biggest corruptior 
scandal in almost a decade. Although chairman Chung Tae Soo stepped down and 
served three months in jail, discreet government pressure convinced creditors no! 

to cut their credit lines. Hanbo is still in business and Chung's son is vice-chairmar 
'Royal Cliff JE BeachResort of the group. d 
NEAR PATTAYA, THAILAND | Perhaps fashion retailer Non-No should Failing faster 
have learned the Hanbo lesson and bol- ' 
stered its political connections. Real-estate TOR rarer S Pott 


provides speculation left the company unable to re- 


pay its debts earlier this year. But the gov- 


executive ernment refused to help, setting an example 


that will disturb foreign lenders. 


travellers | Foreign banks complain that though 


they hold more than one quarter of the Non- 














with No group's debt, they have been frustrated 

, in their attempts to protect their interests. 

te | Secret meetings between local banks and 
Sus nance government officials were allegedly held at 
d least two weeks before the company applied 

aln for court protection in mid-March. The pur- 


Source: Ministry of Trade and Industry 


pose: to enable locals to bolster the security 
sub stance they had on Non-No's assets. 
Foreign bankers have been excluded from the team trying to arrange a rescue 
a? : and have been denied accurate financial information. "It's been about as unsatis- 
n ioe era NUN factory as it could be,” complains one foreign banker. “This is very much ar 
understands that the frequent insider’s market. The foreign banks are shut out.” 


This is the first time foreign banks have mattered in a corporate collapse. In the 








business traveller needs to keep past, when Seoul ran chronic deficits, the government simply made good on bac 
in touch with what's going on m debts to foreign borrowers in order to keep the loans coming. During the late 
the Asian region. 1980s, when South Korea generated large surpluses and did not need foreigr 

That's why it provides executive capital, there were few bankruptcies. Today, with Seoul set to run a current-accoun! 
guests with the most deficit of US$8 billion for the second consecutive year, South Korea needs to keer 
authoritative publication its foreign lenders happy. Moreover, more major bankruptcies are likely, given the 













ncial leaders will tu he Far Eastern 
rview on the Asian nda ing industry. Review 
amir '€ d trends. over the past 





us journalists thr yu 
. twelve month 















y Dell 7 Tel (212)8 808-6618; Fax TIT 808-6652. 





ietnam today represents one of the most exciting business 
pportunities es ; of the decade », Many talk of it being more promising 
ian China. None talk of it as being easy. True to form, the | Far 





TO DEAL WITH 
THE MONKEY 


Wi 





ne of the keys to succeeding in Asia in 1992 (the year 
of the monkey), will be your depth of understanding 
of the events and developments of 1991 (the year of 
the ram). Changes have swept through the sa 
region, altering business, political and 

' financial outlooks. Any move without 
reference to açcurate information could be a move in the wrong 
direction. For 32 years business leaders, scholars and politicians from 
around the world have relied on the “Asia Yearbook” for that accurate 
information. The all-new 33rd edition, compiled and edited by 
journalists and staff of the Far Eastern Economic Review is now 
available. “Asia 1992 Yearbook” covers the major events in Asia and 
also provides a country-by-country analysis of the various political, 
social and economic scenes. 






Mail, Fax or Phone: Far Eastern Economic Review, 
| G.P.O. Box 160, Hong Kong. Fax: (852) 572 2436. Phone: (852) 832 8338. ^ EVI `R 
| Please rush me the just published ASIA 1992 YEARBOOK (hardback) at HK$315, US$39.95, £24, ¥5,600, S$71. 50 or MSI 17.50 each or (softback) 
at HK$235, US$29.95, £18, Y4,200, S$53 or M$88 each. 
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> icture the transformation of Japan 
Inc. from an aggressively competi- 
tive corporate culture into a con- 
ier-oriented. society where the quality 
fe takes. precedence over the quantity 
roduction. This is the vision which the 
jal Economic Planning Agency wants 
2e turned into reality over the next five 
S, 
(he agency has just published its 12th 
-year plan which, according to Minoru 
'aoka, one of its chief architects, is dif- 







nt from anything that has gone before. .. 
D contributing towards "international har- 


that it aims to provide a new "philoso- 
" of life and government in Japan. 

This philosophy is supposed to express 
desires of a wide spectrum of Japanese 
ple as well as of the bureaucracy — and 
even drawn upon the views and ex- 
ise of foreign experts. It is intended as 
ueprint for various government minis- 
; to base their policies on in coming 
rs. 

[he 80-page document sets out a 


aber of specific objectives for building à — 
inese society which can co-exist more - 


moniously with the rest of the world as 


| as being more at ease with itself. The 


cipal aims include: fewer hours at 


‘k; higher spending on public. infra- 
icture and social services; improve- 


Xs in housing; and a better environ- 
is 


More than this, the five-year pun looks 
ards a complete change in corporate. 
individual values in Japan, according. 
lagaoka, who chaired the agency's eco- 
ric council, under whose auspices the. 
1 was produced. The agency believes 
the Japanese public is already predis- 
ed towards such fundamental changes. -i 
government has to set the pace by in- « 
lucing legislation to shorten working 


rs and by shifting its fiscal priorities 
ards greater spending on social services 
infrastructure. 

All of this can be achieved without in- 

ising public spending, according to 

'aoka, who serves on the government's 


ou 





longer: -term effect of the ¥430 trillion 


(U5$3.4 trillion) public-works programme. 


‘he government has undertaken to carry 
the programme under the Structural 
Impediments Initiative agreed upon with 
the US. 

The agency claims that, largely as a re- 
sult of the policy shifts advocated in its 
planning document, the Japanese economy 
will be driven much more by domestic de- 
mand than by external demand in coming 
years. The contribution of the foreign sec- 
tor should actually become negative as 
imports grow more rapidly than exports. 
^ One way in which officials see Japan 






mony" in the future is through the reduc- 
tion of its external surpluses, which are cur- 
rently running at record levels of more 
than. US$90 billion a year. To the extent 
that such surpluses continue, they should 
be channelled into direct overseas invest- 
ment so as to help the recycling process, 
says Nagaoka. 

International harmony will be further 
buius if Me Mai companies cease to 


Japan' s five-year plan | E 


he: sO. aggressively competitive, always 
-striving for increased market share, he 
ur adds. Since World War II, "Japan has been 


‘ying to catch up with the industrialised 
untries, but this prosess has now come 


- toan end,” he says. | 


Nevertheless, the planning agency ad- 
mits. that there is no way that the govern- 
ment can directly alter corporate attitudes, 
other than through legislation that reduces 
the working week. Beyond that, companies 


-which refuse to mend their ways may find 





the economy will achieve in the fiscal. year 


which ends next March. But it is well be- 


low the annual rate of over 5% achieved in 
1987-91. 

“Our way of looking at growth has 
changed,” says Nagaoka. “Compared to 
the past we have only moderate growth 
objectives. Instead of emphasising eco- 
nomic growth and sacrificing individuals, 
we now want to put more emphasis on 
improving lifestyles and increasing the so- 
cial stock of Japan.” K 

A cut in the number of hours worked is 
a prime tenet of this policy. The agency 
wants to see the average number of hours 
worked in manufacturing reduced to 1,800 
in the 12 months to March 1997 from 2,091. 
in fiscal 1991. The Labour Standards Law 
will be amended "forthwith" so as to pro- 
vide for a 40-hour, five-day working week 
in “most” industries. | 

This would involve reducing fhe 
number of working hours by around 2% a 
year over the next five years. The agency 
says this would inevitably result in re- 
duced production in Japan, as shorter 
hours will be hard to offset fully through 
increased productivity. 

The five-year plan notes that, as from 
September this year, Japan plans to intro- 
duce a five-day school week once every 
month. The agency wants to see this ex- 
tended to the rest of the month. It also 
wants to see the education system broad- 
ened and deepened to stress improved life- 
styles and to provide for a society which 
would become less production-oriented 
and more aware of consumers’ needs, 

Housing is another key area in which 
Japanese lifestyles must be improved, the 
planning document emphasises. The aim 
is to make housing affordable for most, if 
not all, by reducing the cost of an average 
dwelling to around five times a worker's 
annual salary. At present the ratio is seven 
times for an apartment and more than 
eight times for a single-family home. = 

One way of achieving this is for both 
central and municipal governments in Ja- 
pan to make more "effective and intensive^ 
use of their own under-utilised land which 
is suitable for residential purposes. 

Government agencies in Japan have 
ready set themselves greatly increased tar- 
gets for public housing between now and 
the year 2000. This would involve the pro- 
vision of around 2.6 million dwellings 
within 30 kilometres of Tokyo. A further 
1.5 million would be built in a 30-50 kilo- 
metre radius. The five-year plan also 





















COMPANIES 


Realm of the peer 


Hongkong ss last taipan sets an agenda for the future 


By Jonathan Friedland in Hongkong 


During the height of com- 
munist-inspired riots in 
Hongkong in 1967, the fu- 
ture Lord Kadoorie of Kow- 
loon ordered workers con- 
structing the St George’s Building in the 
Central business district to continue weld- 
ing through the night. Anyone travelling 
across the harbour on the Star Ferry would 
see the shower of sparks and know that 
the boss of the utility China Light & Power 
still had confidence in Hongkong. 

"If you don't have an optimistic atti- 
tude," says Kadoorie, now 93 years old and 
the last of the great taipans of Hongkong, 
"you have no business being here." 

Kadoorie's achievement in building a 
corporate empire shows that it is not nec- 
essary to be Chinese to succeed in Hong- 
kong and southern China. And as the terri- 
tory prepares to revert to Chinese sover- 
eignty in 1997, Kadoorie's career contains 
lessons for all aspiring entrepreneurs who 
have to come to terms with 
Peking. Optimism is not the 
only attribute required. Judi- 
cious compromise, discre- 
tion and high integrity have 
helped Kadoorie to work 
with communist leaders. 

There is an irony in all 
this, though. Kadoorie's son, 
Michael, aged 51, is expected 
to succeed his father as 
chairman of China Light 
some time between now and 
Hongkong's handover to 
Peking. But the man who is 
currently chairman of the 
group's hotel interests ap- 
pears to lack many of the 
qualities that made his father 
so successful. 

Lawrence Kadoorie was 
born in Hongkong in 1899 to a Jewish trad- 








to be awarded a British peerage. 

By virtue of his role in the power indus- 
try, Kadoorie has helped to make Hong- 
kong a thriving, modern economy. The 
electrification of Kowloon, a life's work, 
has turned a rocky wasteland into a throb- 
bing industrial and commercial centre. 

As one of the colony's leading political 
conservatives, Kadoorie has quietly work- 
ed behind the scenes to convince China's 
leaders that Hongkong’s stability is in Pe- 
king's best interest. He has also sought to 
dispel the image of China's top people as 
the isolated and unpredictable demons of 
old, recasting them as the "trusted part- 
ners" of the mobile-phone generation of 
Hongkong businessmen. 

As the odd-man-out among the British 
and Chinese elite in Hongkong, Kadoorie 
has consistently tried to calm jitters when 
the going was rough. During the 1967 riots, 
when pro-Pe- 
king mobs were 
on the rampage 
in the territory, 


Kadoorie urged restraint on the Hongkong 








Legislative and Executive councils, the 
ritory's chief constitutional bodies, betw 
1951 and 1954. He last spoke out pub 
on politics after the suppression of the 
democracy demonstrators in Peki) 
Tiananmen Square in June 1989. He arg 
then that Hongkong people should noi 
involved in the upheavals in China. 

For Hongkong to prosper when it 
comes a special administrative region, : 
Kadoorie, it must be run by the same: 
an elite management runs a major i 
national company. The managers woul: 
answerable to the "shareholders," 
people of Hongkong, but would hav 
be trusted to take wise decisions. 

Still feisty at his advanced age, Kadc 
has almost completely retreated from } 
tics, if not business. His hands tremble 
his gait is unsteady, so he rarely appea 
public. But he speaks articulately and « 
tinues to plot an ambit 
future for China Li: 
where he has been chairi 
since 1935. He continue 
attend weekly board im 
ings, though day-to- 
management is in the he 
of a team of trusted prc 
sionals. 

Kadoorie's money 
helped fuel Hongkong’s 
port drive. In recent ye 
he has done the same 
Guangdong province ac 
the border, as the colo 
manufacturers have mo 
there to cut costs. 

In 1985, China Li 
joined with China Nati 
Nuclear Power to start v 
on the country's first c 
mercially sized nuclear reactor at Daya 
near Hongkong. Although 70% of C 
Bay's power is destined for Kowloo: 
serves as a base for future expansioi 
China. In addition, China Light rece 
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(EW in an interview. “It will be like 
1ghai when the international commu- 
worked under a Chinese umbrella." 
It is natural when there is a change of 
'rnment, that you must adjust to their 
; and methods," he says. "I don't see 
' we cannot get used to each other, to 
ve at a mutually acceptable modus 
di.” 
f any non-Chinese businessman can 
this with any confidence, it is Kadoorie. 
dite the family’s flight from China in 
1940s, Kadoorie maintains close ties 
| the Chinese leadership. He has excep- 
il access to figures such as patriarch 
g Xiaoping and Premier Li Peng, a 
et-trained engineer who has taken a 
e interest in Daya Bay 
'er station. Besides, as 
yael Kadoorie points out, 
have no other home. We 
Hongkong belongers." 
he story of the family's 
;lvement in the colony 
s back to 1880, when Sir 
Kadoorie emigrated 
1 Baghdad to Hongkong 
ve age of 15 to join the 
of E. D. Sassoon & Co. 
clerk. He later became a 
essful broker, expanding 
fortune to the rubber 
ness, a trio of Shanghai 
ls and a pair in Hong- 
g, including the still- 
'lendent Peninsula. In 
, Elly Kadoorie staked his money and 
'eputation on a fledgling concern that 
tried and failed to set up power plants 
anton. The aim of the company was to 
igain in Kowloon. 
awrence Kadoorie carried his father's 
case into that first board meeting of 
1a Light in Hongkong at the age of 19, 
served for the next few years as his 
ar’s eyes and ears at the company. “I 
t have much of a childhood," Kadoo- 
old an interviewer in the 1970s. "I got 
sed into service as my father's aide-de- 
either Lawrence nor his younger 
her Horace had much formal school- 
Although Lawrence studied law at 
oln’s Inn in London during the 1920s, 
ever completed the course. Through- 
the 1930s, he remained in Hongkong, 
rying the daughter of another promi- 
: Jewish businessman and attending to 
growth of China Light in Kowloon. 
period of relative calm came to an 
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power station for firewood. 

When the Japanese withdrew, Kadoorie 
stuck fast to the family motto of "adhere 
and prosper," even though the task of re- 
building would have driven most to des- 
pair. “There was one turbine working, one 
cable and only three buildings on Hong- 
kong island that had light,” he recalls. “The 
Peninsula also had light, of course, because 
it had been the Japanese headquarters.” In- 
sult was added to injury a couple of years 
later when the communists seized the 
family’s Shanghai holdings. 

Lawrence Kadoorie has been vindicated 
in his decision to stick around while other 
Jewish families prominent in the China 
coastal trade abandoned the region for 













Fuelling Hongkong's 
expansion: Daya Bay 
nuclear power station, 
above, and one of the 
earliest power stations 
in Kowloon. 


safer pastures. The family fortune is inde- 
pendently estimated at more than US$3 
billion. The family's public holdings in- 
clude a 35% stake in China Light, worth 
US$2.2 billion, and a 53% stake in Hong- 
kong and Shanghai Hotels, now worth 
about US$340 million. The family's divi- 
dend income from China Light alone was 
US$64 million in 1991. 

The family also owns stakes in listed 
Tai-Ping Carpets and textile maker Nan- 
yang Holdings, companies started by post- 
war Shanghai refugees with Kadoorie's as- 
sistance. Their private holdings, which are 


Kadoorie's commitment to Hongkong and 
his approach to business, which makes him 
unique. His determinedly old-fashioned 
way of building his companies, free of debt 
and corporate frippery, stands in contrast 
to the mores of later generations of busi- 
nessmen who have made their fortunes in 
the territory. 

“Money has not been my master,” says 
Kadoorie. "I don't like risks you cannot 
control. If you do something, you do it 
carefully and thoroughly." 

Kadoorie learned this lesson early in his 
career. In 1932, the China Light board de- 
cided to buy out the management contract 
of Shewan Tomes & Co., the firm of China 
Light's founder Robert Shewan that was 
~ paid 5% of the company's 

$ annual profit for its services. 
An acrimonious dispute over 
the buy-out price led to 
China Light deciding to call 
in an independent arbitrator. 

Kadoorie noticed that the 
motion to arbitrate did not 
specify a floor or ceiling for 
the reward. But, as the com- 
pany's youngest director, he 
held his counsel in deference 
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to his elders. The move proved costly; the 
arbitrators awarded Shewan Tomes twice 
as much as it originally demanded plus le- 
gal costs. 

The amount was equal to one third of 
China Light's issued capital, driving the 
firm deeply into debt and retarding expan- 
sion for years to come. Ever since, Kadoorie 
has insisted, much to the irritation of 
company auditors, that China Light's bal- 
ance sheet should include a liability of 
HK$] representing the written down value 
of the claims of Shewan Tomes. 

This aversion to borrowing has meant 
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the companies they have built up," says a 
Hongkong merchant banker who knows 
the family well. “They have built organi- 
cally rather than through acquisition and 
have not diluted." Sir Sidney Gordon, who 
is deputy chairman of China Light and has 
been Kadoorie's right-hand man for more 
than 20 years, adds: "We don't like getting 
into businesses we don't know anything 
about and we don't have control over." 

The Kadoories do, however, maintain a 
big equity portfolio which includes size- 
able undisclosed stakes in Hutchison 
Whampoa, Wharf Holdings, Modern Ter- 
minals and the Cross-Harbour Tunnel 
Co. The last, which owns the two tunnels 
linking Kowloon and Hongkong Island, 
was Kadoorie's brainchild, though it is 
now majority-owned by Wharf. 

This portfolio, along with the other pri- 
vate holdings, is managed by a team of 10 
men, all longtime Hongkong residents. 
Many of them are over 70. In addition to 
Lawrence Kadoorie, his brother Horace 
and his son Michael, two others are family 
members: Ronald McAulay, who is mar- 
ried to Kadoorie's daughter, Rita, and Wil- 
liam Mocatta, Kadoorie's nephew. None of 
the executives at the Kadoorie family's 
headquarters in St George's Building are 
Chinese, though several Cantonese have 
senior positions at China Light. 

Kadoorie speaks of his head office as "a 
partnership in which people maintain their 
independence, their freedom to say what 
they want. Our business is giving advice." 
A former senior executive of a Kadoorie 
concern puts it even more simply: "The 
head office really is just there to collect the 
money." It is also a place for exercise; every 
afternoon Kadoorie takes his constitutional, 
walking up and down the office hallway, 
which ends at a large display-case filled 
with precious jade carvings. 

Kadoorie stresses this collegiality, say 
friends, because he cannot bear confron- 
tation. Just as he has befriended China's 
communists, he bears no apparent grudge 
against the Hongkong and Shanghai Bank 
which dumped him from its board in the 
early 1970s under pressure 
from Arab clients of its British 
Bank of the Middle Fast. 

Kadoorie now dismisses 
with a shrug the twin attacks 
on Hongkong and Shanghai 
Hotels by corporate raiders 
Joseph Lau and Lo Yuk-sui — 
during the late 1980s. These 2.0- 
unsuccessful manoeuvres , 
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to these ideas, because there is always 
someone nipping at your heels trying to 
get one over.” 

The contrast with the parry and thrust 
favoured by many Hongkong entrepre- 
neurs carries over to the Kadoorie attitude 
to charity. While many Hongkong-Chinese 
businessmen donate money to benevolent 
funds and projects to raise living standards 
in their ancestral villages, the Kadoories 
have for decades spent tens of millions of 
US dollars on self-help schemes in Hong- 
kong, Israel and Nepal. These efforts were 
directed by Horace Kadoorie who, his 
brother contends, always wanted to be a 
farmer. 

The best known of these, the Kadoorie 
Agricultural Aid Association, played a key 
role in pioneering the vegetable and live- 
stock farms in Hongkong's New Territo- 
ries until the early 1980s. Started as a phi- 
lanthropic venture by the Kadoorie broth- 
ers in 1952, the association has helped more 
than 300,000 refugees from China to make 
a living and has funded successful pro- 
grammes to improve the health of local 


livestock breeds. 

"Lawrence has a basic morality 
stands out among Hongkong busir 
men," says Sir Jack Cater, a long-stan 
government functionary who is now a 
ior executive at China Light. "He has 
always looked to the future in a visio 
way. He is an interesting combinatio 
businessman and builder." 

There seem to be little hope, tho 
that Kadoorie's son, Michael, will pro 
worthy successor as chairman of C 
Light. Living in the shadow of his d: 
neering father, Michael Kadoorie has 
fined his interests largely to Hongkong 
Shanghai Hotels, owner of the Penir 
chain of five star hotels, as well as a cc 
tion of Hongkong luxury properties 
the venerable Peak Tram. His record t 
as a decision-maker, according to | 
stock analysts and former employees, : 
not inspire much confidence. 

The expectation is that this will 
matter much as far as China Ligl 
concerned. Kadoorie has deftly insul 
the family’s crown jewel from the tri 
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Bright spark 


China Light pushes back its frontier 


Like Hongkong itself, Lord 
Kadoorie has skilfully turn- 
ed adversity to advantage. 
The best example of this was 
in 1959, when cash-strapped 
China Light & Power faced a nationalisa- 
tion threat from a British Conservative 
government. 

Kadoorie devised an elegant answer to 
the problems of financing and ownership, 
a solution that has benefited the company 
and, some say, the territory. It has also 
provided the basis for China Light's role as 









China Light: money macnno 


Group earnings 
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a major contributor to the industrialis 
of southern China, which is increasi 
tied to the Hongkong economy. 

He approached Standard Oil of | 
Jersey (Esso), the forerunner of Exxon, 
a proposition. Kadoorie offered to buy 
for China Light’s power plants an 
make the company a "strong partne 
China Light] to share both profit 
losses." Esso was told by the US Go 
ment that it could not take a direct stal 
the utility. The administration had nc 
jection, though, to the formation of a 
company that would gen: 
electricity to be sold to 
Kadoorie concern. 

An agreement was rea: 
in 1959 between the two f 
to set up Peninsula Ele 
Power Co. (Pepco). Esso tc 
= 60% stake and provi 
—.. HK$220 million (US$28 mil 
in capital, while China I 
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from one generation to the other by 
taining an impregnable shareholding 
tion for the Sir Elly Kadoorie Con- 
ation Trust, the holding company 
ed jointly with Horace Kadoorie, now 
rears old and suffering from Parkin- 
5 disease, 
.adoorie has also made sure that the 
agement of the power company will 
ain as independent as possible from the 
ers. One way of doing this has been to 
ure a team of well-respected techno- 
; at the firm. Gordon, who is 75 years 
is expected to retain his leading advi- 
role on behalf of the family when 
hael Kadoorie becomes chairman of 
1a Light. Backing up Gordon is China 
it director James Dickson-Leach, a 46- 
-old chartered accountant. 
he impact of Kadoorie's death on the 
ip of companies is likely to be more 
le. ^It would have an impact," says one 
"-time friend of the family. "Lord 
oorie's position in the colony has given 
empire an enormous amount of stat- 
f E 





s with the British. The Americans were 
ly opposed to nationalisation. 

'alks involving China Light, Esso and 
Hongkong Government brought about 
first “scheme of control," which was 
gned both to provide the financial sta- 
y needed for its investment plans and 
elp control electricity costs. The scheme 
ontrol permits China Light to achieve 
innual return of about 15% on fixed 
ts. Profits are thus dependent on cap- 
expenditure, which in turn is depen- 
t on the growth in demand. 

‘he scheme of control, which was re- 
tiated in March 1992 for another 15 
's, has "been basic to China Light's suc- 
,. says Sir Jack Cater, a senior execu- 
in the company. The head of a leading 
|gkong engineering concern puts it 
e bluntly: "It has been a licence to print 
ey." 

ndeed, China Light's profitability is 
ied by utilities the world over. Over the 
: 25 years, Hongkong’s real GDP in- 
sed 540%, while electricity demand in 
vloon and the New Territories grew by 
e than 1,000%. 

n the past 10 years, the annual return 
quity to China Light's shareholders has 
1 16-27%. Net profit for the group to- 
d HK$2.8 billion in the year to the end 
»entember 1991. double the level five 


mitments we need to meet future de- 
mand," said Sir William Stones, China 
Light's managing director, in an interview. 

Further, the price of electricity has de- 
creased in real terms by 40% compared 
with the level eight years ago. This was 
achieved thanks to subsidies under the 
scheme of control, as well as the use of 
cheap coal and constant attention to ther- 
mal efficiency (the percentage of heat, 
given off by fuel, that is converted to elec- 
tricity). “I doubt very much whether ther- 
mal efficiency is any better at plants in the 
US," says China Light's top planner Y. B. 
Lee. 

Despite the prospect of continued 
growth in demand in Kowloon and the 
New Territories, China Light is starting to 
see limits to its growth within the frame- 
work of the scheme of control. 

Lee points out that consumption is 
shifting from the manufacturing sector — 
much of which has moved across the bor- 
der to Guangdong — to domestic and 
commercial users. "In aggregate, we expect 
demand to increase in Hongkong by 6% 
annually" through to the year 2000, says 
Lee. Demand grew by 7.2% a year in 1982- 
9]. 

This places China Light in a quandary. 
Stones says that the company "isn't here to 
push our horizons forward geographi- 
cally." But customers across the border 
have been taking an increas- 
ing amount of electricity from 
China Light since 1979, when 
Peking's open-door policy 
began. The company now 
sells about 12% of its 6,132- 
megawatt capacity to Guang- 
dong General Power and to 
Shekhou within the Shen- 
zhen special economic zone. 

Originally, China Light 
was not allowed to book a 
profit on its sales to the main- 
land, which did not come 
under the scheme of control. 
Under an agreement with 
the Hongkong Government, 
signed simultaneously with 
the new scheme of control, 
20% of profits from sales to 
China can now be credited directly to 
China Light's bottom line. 

Analysts at Baring Securities do not ex- 
pect there to be much benefit for the utility 
until the mid-1990s. Then the first 900-MW 
unit of its nuclear power plant at Daya Bay 
in Guanedone Province and the first 650- 


Light will eventually become a “sub- 
station” on the Chinese grid. At the same 
time, it must continue to meet its obliga- 
tions to the customers covered under the 
scheme of control. 

“Our current activities are within the 
ring of a fence, which is the scheme of con- 
trol,” he says. “New projects in China must 
be treated as outside this ringed fence, and 
outside there could be very substantial 
Chinese interests involved, with us as a 
minority partner.” 

Kadoorie says that because China Light 
will take 70% of Daya Bay's output, he 
views the first commercially sized nuclear 
plant in China to be within the ring of the 
fence. Electricite de France will operate the 
plant on behalf of China Light and its part- 
ner, China National Nuclear Power, for the 
first five years and will share responsibility 
with the other two for the following five 
years. “By then, to paraphrase [Chinese 
patriarch] Deng Xiaoping, the threads of 
the cloth will be woven so closely together 
you won't know the difference," he says. 

Another weft in the weave came in 
March of this year with the announcement 
that China Light, together with Exxon En- 
ergy, signed an agreement in Peking for 
the supply of natural gas near Hainan, an 
island southwest of Hongkong. The sup- 
plier is a consortium composed of China 
National Offshore Oil Co., Arco China and 





Reliable supply to meet Hongkong's growing demand. 


a subsidiary of Kuwait Foreign Petroleum 
Exploration Co. 

Arco is committed to building an 800- 
kilometre pipeline to deliver gas to Hong- 
kong by January 1996. The flow from 
Hainan ought to be enough to fuel the first, 
2400-MW phase of Black Point for 20 
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Faded glory 


Kadoorie hotel firm misses opportunities 


There is nothing the Ka- 
doorie family loves more 
than the Peninsula Hotel, 
the elegant 64-year-old hos- 
telry that is one of the last 
vestiges of old Hongkong. Over the past 
10 years, however, the Peninsula has lost 
its commanding position on the Kowloon 
waterfront, almost disappearing behind the 
angular obscenity of the Hongkong Cul- 
tural Centre. 

The story of Hongkong & Shanghai 
Hotels is one of an unwavering commit- 
ment to the old, gracious way of doing 
things. It is also a story of missed opportu- 
nity and terrible timing. For the most part, 
Hongkong Hotels has failed to cash in on 
the rising affluence of East Asia, the 
world's fastest growing hotel market. From 
the end of World War II to the early 1980s, 
the company was run by Horace Kadoorie 
and since then by his brother's son, 
Michael Kadoorie. 

To be sure, Hongkong Hotels has al- 
ways managed to churn out steady if 
unspectacular earnings and is a well-re- 
garded manager of luxury hotels. The Pen- 
insula chain, which includes partly owned 
properties in New York, Los Angeles, Ma- 
nila and Peking, continues to feature in 
polls of the world's best hotels. 

Twenty years ago, though, Hongkong 
Hotels held the edge as Asia's finest 
luxury-hotel company. Now, it is but one 
of many, and a lesser one at that. Competi- 
tors including Shangri-La Hotels, the Re- 
gent Group and even the rather sleepy 
Mandarin Oriental chain have grabbed key 
locations and lured away much of the Pe- 
ninsula Group's traditional clientele. "Had 
the Kadoories played their cards right, 
there wouldn't be a Regent chain," says a 
former senior Hongkong Hotels executive. 

Stock analysts and former executives 
attribute Hongkong Hotels' failure to capi- 
talise on the Peninsula name to a lack of 
leadership through much of the 1970s 
when Horace Kadoorie, already a retiring 
man, was struck by a progressively debili- 
tating illness. Hongkong Hotels’ deputy 
chairman, a former British secret agent 





on the Kowloon waterfront. Horace 
Kadoorie scuppered the deal out of senti- 
mentality and financial prudence; the local 
hotel market was in a trough. 

A decade later, Regent gained again at 
Hongkong Hotels' expense. Early in the 
1980s, Hongkong Hotels bought a one- 
third stake in a luxury hotel project in cen- 
tral Bangkok. At the bottom of the previ- 
ous Thai hotel cycle in 1985, Michael 
Kadoorie lost his nerve and sold out at cost. 
The Peninsula has since attempted to re- 
enter the Bangkok market with plans to 
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build a 400-room hotel and adjoining of- 
fice-residential complex at a far less desir- 
able site on the Chao Phrya River. Repeat- 
edly delayed by design changes, it is now 
slated for completion in 1995. 

During the late 1980s, much of Hong- 
kong Hotels' management time was taken 
up with fending off twin attacks by Hong- 
kong corporate raiders who thought the 
Kadoorie family's grip on the company 
was weak. 

The first, Joseph Lau, mercilessly press- 
ed his attack in 1987, targeting the Ka- 
doorie's loose management controls and 
failure to capitalise on the company's con- 
siderable asset base. The Kadoories were 


more costly still, even though it wa: 
less likely to succeed. Lo had a mer 
stake in Hongkong Hotels wher 
launched his bid, but the Kadoories 
no chances. They made a general offer 
almost doubled their share in the com] 
to 68%, at a cost of HK$1.7 billion. In ; 
1992, the Kadoories reduced their stal 
a still-impregnable 55.3%. 

Michael Kadoorie and his managin 
rector, Hamner Webb-Peploe, have gr 
ally transformed Hongkong Hotels 
something closer to a property-investi 
firm than a pure hotel company. It 
luxury residential developments on H 
kong Island and has begun the refur! 
ment of a service-apartment buildin; 
New York's upper east side. It also I 
Bangkok office block under constructi 

According to a report issued in Ma 
Barclays de Zoete Wedd, rental inc 
from the retail arcades in the Peninsula 
Kowloon hotels, and from the Hongl 
residential developments, account fo: 
80% of the company's operating p! 
Hongkong Hotels is now "a blue- 
property investment and hotel com} 
. .. Which trades at an unjustifiably | 
discount to its net asset value," says 
brokerage firm. 

Other analysts are bothered by the « 
pany's decision in recent years to cor 
trate spending on the mature US mz 
rather than on the booming capital 
Asia. "They are now exposed to the w 
instead of just the region and are suffc 
the vicissitudes of the world economy 
result,” says John Mulcahy, director c 
gional research at Peregrine Brokerags 

Webb-Peploe defends the firm's 
tious approach to expansion and its « 
sion to spend heavily in the US. In ! 
York, it bought an ailing Fifth Avenue 
tel in the peak of the real-estate mark 
1988, and in Los Angeles it opened its ; 
owned Peninsula Beverly Hills last y 
The properties, which have yet to tu 
profit, "have given us exposure in 
American market which is very impor 
in the Far East," says Webb-Peploe. 

In addition to the Bangkok Penin: 
Hongkong Hotels is now planning to E 
four-star hotels in Ho Chi Minh City 
Phnom Penh and is scouting arounc 
property in Jakarta and several Euro] 
cities. It is also mid-way through a ren 
tion of the Peninsula that will add 10X 
ditional rooms and a health club as we 
enlarging the hotel's shopping arcade. 

Analvsts do not expect these projec 
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lock bookings 


ian investors swoop on cut-price US hotels 


ionathan Burton in New York 


130-room hotel in Beverly Hills, 

California, is near to being sold for 

about US$26 million, one quarter of 

cash. Given today's dismal property 

ket in the US, the owner is lucky to 
2 a buyer. 
‘he transaction is currently under con- 
;, and details are confidential, but true 
d fortune may fall to the new owner, a 
igkong family with other hotels in Asia. 
ource close to the negotiations points 
that the buyer is getting a solid busi- 
; with acceptable cash flow and a con- 
ient means to diversify assets — all for 
the original asking price. 
Jespite the poor state of the US real- 
te market, the average annual return 
votel investments is 9%, and this is not 
ig overlooked by Hongkong investors. 
rred partly by a growing belief that 
es have become so heavily discounted 
' have nowhere to go but up, they are 
ctively acquiring US property. 
"Ihe market has pretty much bot- 
ied,” says Lawrence Chan, the San 
icisco—based chief executive of Park 
e Hotels International. “The bad news 
ready out." 
aiwanese and South Korean investors 
Œ. In April, Taipei-based Fortuna En- 
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terprises bought the 1,200-room Los Ange- 
les Airport Hilton hotel for about US$36 
million. Four months earlier, Koreana Ho- 
tels of South Korea paid US$23 million for 
a 400-room Hyatt hotel in the Los Angeles 
Mid-Wilshire district. 

“These folks traditionally have been 
deep-discount buyers,” says Jack Rodman, 
a managing partner of Los Angeles real- 
estate investment brokerage Kenneth 
Leventhal & Co., of the property investors 
from Asia. “If I was to go to a single 
country to seek an investment partner in 
today’s climate, | would pack my bags for 
Hongkong or Taiwan.” 

Japanese investors are generally giving 
the US a miss. Those investors trom Japan 
who bought at the height of the US prop- 
erty boom in the late 1980s are just trying 
to hang on to their properties, and Japan's 
dire economic straits only make matters 
worse. 

Investors from Hongkong, Taiwan and 
elsewhere in Asia tend to focus on smaller, 
less showy acquisitions than the Japanese 
did. Thev are also more likely to be quieter 
about their moves. 

Resurgent interest in the US from 
Hongkong, which has become clearly vis- 
ible in the past few months, is centred on 
the West Coast, particularly in southern 
California. Hotels and apartment blocks 
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[ce cream, comrade? 


"ream eaters, but Swiss food giant Nes- 
le is betting that this will change. The 
world’s food company on 22 
lune d to pay Hongkong-based 
Dairy Farm HK$1.3 billion (US$167 mil- 
ion) for a controlling stake in an ice 
cream and chilled food products ven- 
"mre aimed at the booming southern 


believe the business could grow at a far 
faster rate if the Chinese economy con- 
tinues to expand. ^A lot of people think 
that's too conservative a figure," a Nestle 
executive says. 

Slow to get into China, Nestle is now 
accelerating. Since 1990, the company has 
opened two factories, a milk-product 
operation in Heilongjiang province and 
an instant-coffee factory in 
Guangdong province, at a cost of Rmb 


have attracted much of this attention. The 
transactions are not large — usually no 
more than about US$30 million — but the 
fact that typically cautious Chinese busi- 
ness people in the colony are willing to 
commit to this speculative area is signifi- 
cant. 

"They're looking to bottom-fish," Rob- 
ert Sonnenblick, a Los Angeles-based man- 
aging director of Sonnenblick-Goldman, à 
real-estate investment-banking company. 
Adds Simon Milde, a New York-based 
managing director of real-estate company 
Jones Lang Wootton: "The entrepreneurs 
always come back into these markets. 
Hongkong players literally have been wait- 
ing for the market that they see today to 
develop." 

For even if a bottom has been reached, 
values of US hotels and apartment build- 
ings are expected to be flat until at least 
1994. The same holds for industrial and 
retail property. Downtown office build- 
ings, which only the brave or foolish will 
presently touch, are not likely to see any 
upside movement until 1995, even in the 
best locations. 

The current breed of Hongkong inves- 
tor is probably someone who has profited 
in the colony's share and property markets 
and who regards the US as a safe haven to 
park a small percentage of the gain. US 
real estate, always appealing in this role, 
makes even more sense now that prices for 
investment properties are off 40-50% from 
their late-1980s peak. Acquiring and up- 
grading a building costs far less than con- 
structing an entirely new space. 

Typically, these investments are made 
at the family, rather than corporate, level. 
Many prominent Hongkong entrepre- 


southern China. Under the agreement, 
Nestle will acquire 519; of one wholly 
owned 
kong that makes milk and chilled-food 
products and two joint-venture opera- 
tions in Guangdong province, including 
an ice cream factory in Canton. 


Dairy Farm company in Hong- 


Nestle plans to invest another Rmb 


500 million in China, in addition to the 


tions. In Hongkong, the company owns 
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neurs, such as Hang Lung Development 
boss Ronnie Chan and Asia Financial 
Holdings chairman Robin Chan, own pri- 
vate investment companies that are highly 
active in US real estate. 

Another reason behind the sudden in- 
terest in the US property market involves 
political opportunity. A provision of the 
new US immigration law, which took ef- 
fect in October 1991, offers a limited 
number of US visas to wealthy investors 
who spend at least US$1 million in a busi- 
ness that employs a minimum of 10 non- 
related people. 

Today's market favours the cash-rich. 
Otherwise, it is difficult to obtain a loan 
from a US bank or a US-based subsidiary 
of a foreign-owned bank. Even though the 
US economy is showing some signs of life 
and interest rates have dropped, available 
credit is still a rare commodity. 

"This is a very good time for those that 
have capital," says Paul DeMyer, a Ken- 


neth Leventhal executive. “Cash is king.” 

In the current round of sales, banks 
typically are requiring 25% down; even 
50% is not uncommon. Creative financing, 
however, is not a forgotten art. A transac- 
tion currently in escrow, another one in 
which the players refuse to be named, in- 
volves a west Los Angeles hotel with 350 
rooms for which a Hongkong investor has 
agreed to pay US$50 million. The seller at 
first asked for US$67 million. 

According to a source familiar with the 
sale, the buyer is putting down 30% in 
cash. The remaining US$35 million is be- 
ing financed by a major California bank, 
which agreed to the loan only because the 
Hongkong investor deposited a sizeable 
amount of money with it. 

The strength of interest from Asian in- 
vestors could be tested on 13 August in 
Los Angeles, when about US$500 million 
in commercial properties goes on the auc- 
tion block. The sale, organised by Jones 





ENERGY 


Only the brave 


First foreign oil firms return to Cambodia 








By Murray Hiebert in Phnom Penh 

fter a break of two decades, foreign 
A oil companies have resumed the 

search for oil and gas off the coast 
of war-wracked Cambodia. On 10 May 
four foreign companies began seismic sur- 
veys in southern waters as a result of con- 
tracts awarded late last year. The outcome 
of a second round of bidding is to be an- 
nounced in July. 

Still, several major oil com- 
panies are holding back be- 
cause of political uncertainly 
and the dangers of working in 
Cambodia. But if elections due 
next May pass off peacefully, 
foreign companies may rush to 
take advantage of the new op- 
portunities. 

Already, the flurry of explo- 
ration activity has prompted a 
flood of foreign companies 
seeking joint-venture opportu- 
nities for setting up helicopter 
companies, stockyards and 








Europeene des Petroles (CEP) of France, 
which won two offshore blocks; 

P Japan Petroleum Exploration (Japex), 
cooperating with Nissho Iwai, which won 
one offshore block; 

P Britain's Premier Consolidated Pacific, 
working with Repsol Exploration of Spain 
and Ampol Exploration and Santos of Aus- 
tralia, which together won one offshore 
block. 


Cambodia’s oil prospects 





Lang Wootton and Kennedy-Wilson h 
Santa Monica, California, real-estate 
tion company, involves 68 office, a: 
ment, retail, hotel and industrial prope 
now held by insurance companies, per 
funds, banks and individuals. 

Among the top listings is the 456 
Bunker Hill Towers apartment cor 
in Los Angeles. At a reserve pric 
US$22 million, it is the auction’s mos 
pensive property. The opposite end o 
scale includes 200 developed reside 
lots and a 27-hole golf course in H 
Head, South Carolina, for a minimum 
of US$3.5 million, and a small Seattle c 
building for a reserve price of US$3 
lion. 

The average sale is expected to L 
about US$7 million, and the propertie 
being actively marketed to potential 
ers overseas. Says Gary Barth, a Jones | 
Wootton managing director: "We're ac 
tising a lot in Hongkong." 


> Hungary's Nawa Oil, which rece 
one offshore concession and another 
shore. 

In an unusual display of coopera 
the four groups have agreed to do a 
month-long, broad-grid regional surve 
their five offshore blocks, says Enterpr 
Barry Rogers. The survey boat will 
work individual blocks, beginning ' 
Enterprise's acreage in the far south. 
companies have also agreed to share 
from their individual block surveys, w 
will be completed around October. 

Phnom Penh opened a second rour 
bidding in January for another two 
shore concessions and 18 onshore bk 
However, it received offers from only 
companies before bidding was close 
30 April, says Deputy Industry Ministe 
Praing. CEP and Cairn En 
of Britain made a joint bic 
one of the offshore areas, w 
a Taiwanese coalition lec 
Chinese Petroleum bid for 
onshore blocks west of T 
Sap Lake. 

Praing said several majo 
ternational oil companies — 
cluding Amoco, Chevron 
Unocal of the US, which I 
its economic embargo ag: 
Cambodia last January — 
expressed interest, but in 
end decided not to bid. 

Foreign oil experts sav | 
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reports on a broad range of industries such as 
The CHINA TRADE REPORT also publishes all 
the vital statistics on the Chinese economy. It is 
essential reading for anyone who watches China. 
We are so sure you will find the CHINA TRADE 
REPORT indispensable, we offer you our money- 


agriculture, textiles, electronics, transport, banking 


and more. 
subscription should you ever become dissatisfied. 


A confidential monthly newsletter. Exclusive to subscribers. 


back guarantee for any undelivered issues of your 
ee ee oc hi oe oe ee anon alae c emm ree den Ded 


whether you are trading or investing. Plus it 


. as well as to avoid potentially adverse 

The CHINA TRADE REPORT, published 
nonthly by the Review Publishing Company, is 
The CHINA TRADE REPORT covers all the is- 
ues related to doing business with China, 


The CHINA TRADE REPORT shows you how to 
icknowledged by leading business executives to 


ake advantage of the billions of opportunities China 


Xfers . . 


Mail, fax or phone: Review Publishing Company Limited, G.P.O. Box 160, Hong Kong. Fax: (852) 572 2436. Tel: (852) 832 8338. 


e the most informative, most up-to-date newslet- 


levelopments. 
er of its kind. 
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"DOW JONES." 

Not even a handful of words in the language, yet it's spoken, 
viewed and read fluently wherever and however business is con- 
ducted in the world. 

IT'S A WRITTEN LANGUAGE, aS exemplified by the many editions of 
The Wall Street Journal and publications like Barron's and Far 
Eastern Economic Review. 

IT’S AN ORAL LANGUAGE, With “The Wall Street Journal Report" 


on television, 





Business has a universal language. The Dow 


It consists of two words. 


Jones Report” 





over the radio, 
and customized news services delivered over the telephone. 

IT'S AN ELECTRONIC LANGUAGE, With instantaneous delivery of 
the exclusive financial information of Dow Jones/Telerate. And 
up-to-the-second news from Dow Jones wire services. 

IT’S AN INTERACTIVE LANGUAGE, With breaking news and histori- 
cal data sped to desktops via Dow Jones News/Retrieval. 

And it’s a language spoken and understood the world over 
because of its honesty, accuracy and independence. One that 
spans time zones and borders to encourage the freedom of 
expression and enterprise everywhere. 

For more than a century, Dow Jones has been the world's 
most authoritative, respected source of business news and in- 


formation. Our mission for the second century is to serve even 


Dow Jones.” 


more customers in even more ways and places. 





In other words. a universal language. With the accent on 
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Not surprisingly, The 
Asian Wall Street Journal is 


re ad by over 160, 000 of the 


Journal provides you with 
insight and. information. ona. 
wide range of subjects. So your | regi gion’ s foremost business 
conversation vill become fresh, ; : i and political minds. Of these 
informed ind memorable e 72% are Asian. They've all 
superiors. While others will reached the top by staying 
appear relatively uninformed. ahead of their competition. 
The Asian Wall Street So can you. 
Journal provides you with. Get the benefit of our 
analysis and coverage of | special rates and subscribe 


si ignificant commercial, now. And use the advantage 
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any economic accords signed D 
ietnamese-installed government. 
nother problem is that exploration 
s, particularly in onshore areas, risk 
«s from guerilla or bandit groups. 
a, which is looking for partners, will 
until after next May's elections before 
ying its onshore acreage in the south- 
'rn province of Koh Kong, says com- 

representative Robert Kojnok. He 


the block is still heavily mined and | 


| of it is under the control of Khmer 
e guerillas. 


it the smaller foreign companies | | 
h have already begun exploration | 
are confident that the new govern- | 
‘s desperate need for foreign aid and | 


tment to rebuild the country's shat- 
infrastructure will force future lead- 


'e encouraged to invest further," says 
shi Kude of Japex, which is getting 
of its investment capital from the Ja- 
ie Government. 

spite the enthusiasm of foreign oil 
anies in Cambodia, geologists still 
too little information to make accu- 
issessments of the country’s oil and 


'serves. France's Elf Aquitaine drilled | 
wildcat wells off the country's conti- 


I shelf before 1974, when it was forced 
ve by the escalating war. 

aing says the wells were dry and that 
nformation Elf had left in the country 
ost following the Khmer Rouge vic- 
in 1975 and Vietnam's invasion four 


later. No further exploration work | 


lone until the late 1980s when geolo- 


from the former Soviet Union did | 


preliminary surveys, which were 
iased by the foreign companies prior 
ir offering bids. 

owever, a February study by the Re- 
e Systems Institute of the East-West 


e in Hawaii, using geological data 


neighbouring Thailand, concluded 


Cambodia has a high potential for | 


nercial deposits of natural gas and: 


estimated Cambodia's reserves at 1.5- 
ilion cubic feet of gas and 50-100 mil- 


'arrels of oil. They said three quarters | 


s potential is believed to be offshore. 


hile gas deposits of this size would be - 


ough to arouse considerable interest, 


ize eil oommmmantiac aro lÁoliavad tr foar 


opposing nox insist hey a i try 






said NEN major oil companies 


| may also be waiting for disputed high-po- 


tential areas in the Gulf of Thailand to be 
put on the auction block before they begin 
bidding. The deputy minister led a Phnom 
Penh government delegation to Thailand 
in mid-March to begin discussing joint ex- 
ploration and development of areas 
claimed by both countries, but most ob- 
servers doubt that these blocks will be of- 
fered to foreign bidders prior to next year's 
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ER 


apan S emi PE sweeping finan- 
 cial-services reforms, passed by the 


. diet in mid-June, have attracted pre- 

| dictably little excitement. The reforms will 

allow banks and securities houses to ven- 

ture into each others' businesses, but are 

hedged with limitations. More to the point, 

| Japan's business climate has changed radi- 

cally since the measures began winding 

their tortuous way through Finance Minis- 
try committees in September 1985. 

Back then, Japan was gearing up for a 
five-year-long economic boom and the To- 
kyo stockmarket for a bull run. Banks, hav- 
ing lost their stranglehold over corporate 
financing in the 1980s, clamoured for the 
repeal of Article 65 of the Securities and 
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accepted the invasion of their turf as inevi- 
table, but demanded reciprocal access to 


banking business. Today, both banks and - 
brokers are preoccupied with survival i 


rather than competition. 
| “The reforms came too late,” says Akio 








ill bring little change because they are 


| driven by the Finance Ministry rather than 


by the market. 
The reforms include changes to the 
anking Act, the Securities and Exchange 
Act, the Merger and Conversion Act and 
various subsidiary laws. They reflect the 


rarai sos whathmea Af carmmmittancs ane oreha. 





| Japan removes wall between banks and brokers 


' be pragmatic. “If international con- | 
are scrapped, Cambodia will lose the | 
of other countries and no enterprises | 


| 
| 
| 
: 
| 
| 
| 
| Exchange Act, which separated investment 
| and commercial banking. Securities houses - 
i 
| 
| 


 Mikuni of credit rating agency Mikuni & - 
L Co. And he believes that parallel reforms 

la: allowing different types of banks to merge 
st potential for oil. The study's au- | wi 





. elections in Cambodia. | 

An offshore area contested with Viet- 
nam in the southeast, not far from where 
Petrofina of Belgium is currently explor- 
ing, also has potential hydrocarbon re- : 
serves. Praing says Hanoi and Phnom. 
Penh have not yet begun talks on joint ex- 
ploration in this area, which was turned - 
into a “common defence zone" in 1982, 
three years after Vietnam installed the cur- - 
rent Cambodian government. 8" 








ties houses must negotiate further with the” 
ministry over the precise areas of each oth- | 
er's business they can operate in. i 
Entry is, in principle, restricted on both 
sides to the creation of special subsidiaries 
separate from the existing banking or secu- 
rities operation. These will need to be: 
separately staffed and to have their own: 
branching networks dedicated to the par- 
ticular business involved. — - ae 
Although the threat of banks invading 
the securities business has diminished — 
many can no longer afford the ¥10 billion | 
(US$79 million) cost of capitalising . a secu- 


rities subsidiary — the major brokers will | 


fight a rearguard action to prevent the. 
banks having a free run. 4 

The big four securities firms (Nomura, | 
Daiwa, Nikko and Yamaichi), which are 
still profitable despite the slump, foresee . 













-the end of the bear market both in primary - 
issuance and in equity trading. They kno 
3 pushing to gain access to securitie 
business. So the brokers want to ensur 
that the Finance Ministry interprets th 





t when that happens, banks will sta 


spirit, if not the letter, of the law in. 
manner which will ensure that bank entr 
is controlled. Bm 

For example, the legal revisions permi ; 
banks to underwrite corporate pennie ; 
major potential inroad into the securi 
business. Big brokers such as Nomura wi 
seek to limit this initially to the underwril 
ing of corporate debt, including straigh 
bonds, which are E enjoying 
vogue in Japan. 


That than coceksetkino hewsrene wand) alan eva 






when many Japanese companies are 
served by a bevy of competing banks, sev- 
eral of which may have shareholdings in 
the company. 

The outline reforms as passed by the 
diet say that banks can make a limited en- 
try into brokerage business via warrant 
bonds and convertible bonds though not 
yet through equity brokerage. But even this 
limited entry will require a Finance Minis- 
try licence and securities houses will be 
. lobbying to see that such licences are not 
granted easily. 

By restricting access to brokerage, secu- 
-~ rities houses hope to undermine the logic 
of banks doing underwriting. If an inves- 
tor can only buy stocks from a bank in the 
primary market, but not subsequently sell 
them back to the same institution, he might 
choose to continue dealing with a securi- 
ties house, which can perform both func- 
tions. 

In theory, the legal revisions allow se- 
curities houses a free run into the banking 
business, but in practice there is unlikely to 
be any mad dash. "The act says we are 
allowed to do everything, but in reality we 
are not all that interested," says Nomura's 
Ozasa. 

As with the cost of banks setting up se- 
curities subsidiaries, the cost of capitalising 





and staffing a banking operation with 


separate branches threatens to be prohibi- 
tive for securities houses. They will, how- 
ever, be negotiating to secure early access 
to at least part of the fund management 
business, which is currently the province 
of Japan's seven trust banks. 

Gaining access to the fast-growing area 
of private pension fund management will 
not be easy. But in areas such as invest- 
ment trusts, so-called fund trusts and 
tokkin funds (a short-term trading account 
in which capital gains can be converted to 
dividends), which are closely related to 
brokers’ existing business, they hope to 
make more headway. 

Securitisation is an area which is likely 
to take off in Japan too, once the Commer- 
cial Code and other laws defining precisely 
what constitutes a financial security have 
been modified. 

Banks will almost certainly wish to 
securitise part of their loan books in order 
to help them meet Bank for International 
Settlements capital:asset ratios. Even if big 
banks do this through their own securities 
subsidiaries, security houses hope to do it 
on behalf of smaller, regional banks. 

Another area of banking attractive to 
securities houses is foreign-exchange deal- 
ing. At present, securities houses need to 





involve a bank in the forex and 
transactions that accompany issues c 
rant bonds and other instruments. T 
volves paying the bank a fee and b 
want to avoid that. 

The package of reforms passed - 
diet is designed also to enable di 
types of banks to convert into on 
banks or to merge with other types o 
The different categories include tl 
tion's 11 city banks, three long-term 
banks and seven trust banks, plus th 
ing foreign-exchange bank, the B: 
Tokyo. 

Although the Bank of Tokyo ma 
merger candidate, analysts doubt w 
the changes will of themselves lc 
many bank mergers. The changes w 
enable banks to overcome the cultur 
riers against retrenching staff in Japa 
increase their margins and spread: 
Mikuni. "The [Finance Ministry] « 
control these things." 

Similarly, provisions written in 
reform package at a fairly late stage : 
expected to result in a rush of acqui 
by banks of smaller securities hous 
are facing financial difficulties. "It i 
sense to try to stage-manage these | 
they must be left to the market,’ 
Mikuni. 
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Var of convenience 


ith Korea's stodgy retailers face shake-up 





Paisley in Seoul 

lean and brightly lit, a Buy the Way 
convenience store in Seoul is doing a 
booming lunchtime business. Cheer- 
ies of “welcome” ring from service 
m behind the food counter as cus- 
rs order lunch boxes and pre- 
»ed sandwiches. Other shoppers pore 
he goods on display. 
arby, a cheerless middle-aged cou- 
inds in an alley beside two makeshift 
's and a dirty canopy. They have a 
g refrigerator and a grubby freezer. 
ionally, a passer-by buys cigarettes or 
of juice. Few, if any, pleasantries are 
nged. 
e difference in business volume and 
ner service is telling. South Koreans 
creasingly turning to service-oriented 
nience stores at the expense of alley 
and small shops run by inde- 
nt operators. The result is that 
0 or so convenience stores in 
are muscling aside the city's 
ated 100,000 kumongagae, or 
-and-pop” stores, and its sev- 
'(usand medium-sized super- 
ts. In the process, they are 
itionising the retail business. 
study by Korea Research, a 
y company, predicts that inde- 
nt shop owners will see their 
of the convenience-store busi- 
lip to 83% this year from 90% 
1 and virtually 100% in earlier 
As convenience stores expand 
Seoul this year, their market 
is expected to snowball. 
e dozen convenience-store 
inies in operation plan to have 
than 1,000 outlets by year-end, 
t least 80 stores opening up in 
, Taegu and other large cities. Several 
nience-store chains are even experi- 
1g with petrol-station sites. 
2 explosion of convenience stores is 
'sult of a limited market-opening 
by the government in 1989, Under 
ire from major trading partners — 
.. North America and lanan — South 








teamed up with Korea Xerox to open three | 


7-Eleven stores in 1989, a number that has 
since risen to 50. 7-Eleven was followed by 
Spar Centrale of the Netherlands, which 
linked up with retailer Midopa; Lawson of 
the US, which joined forces with retailer 
Taein; and Circle K of the US, which team- 
ed up with Hanyang Shopping. 

In 1990, Japanese convenience-store op- 
erators followed, with Family Mart linking 
up with Samsung and with Ministop join- 
ing condiments-maker Miwon. All the 


joint-venture companies pay foreign part- | 


ners a 1% royalty on their revenue. So far, 
none of the foreign partners has opted to 
open any directly owned stores. 

South Korean companies entered the 
fray in 1990, too, Lucky Goldstar, which 
boasts 82 LG 25 outlets, is the largest con- 
venience-store chain in the country. Don- 
yang Confectionaries has 30 Buy the Way 





Mom and pop need not apply. 


stores, while AMPM Korea is pioneering 
the petrol-station approach. 

None of the South Korean companies is 
profitable, and only 7-Eleven among the 
foreign joint ventures is in the black. There 
are no comprehensive profit-and-loss fig- 
ures available, but analysts say the com- 
nanies had Ineses averaecino Wan 1-7? hil. 
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T ion plans and the pr obable entry of even 
_ more players. |. 
.. South Korean convenience-store com- 
El panies believe they. have a competitive 
. edge against the joint ventures because of 
the royalty payments to foreign partners. 
~ Chung Yang Chi, executive director of LG 
~ 25, says this allows his company to offer 
-< attractive franchise terms. 
v^ The joint-venture stores are concentrat- 
ing on impróving their distribution and 
`- marketing prowess before venturing into 
+ franchise operations, says Kim Young 
- Hwan, operations manager for 7-Eleven. 
= But 7-Eleven and other joint-venture com- 
. panies will probably begin expanding 
- through franchise operations in 1993. 
Nonetheless, convenience-store chains 
are mostly interested in competing with 
© kumongagae and supermarkets, which 
. also lack the customer-service skills and 
. clean facilities that South Koreans are in- 
.creasingly seeking out. "At the moment, 
- we don't think of the Cvs competition as 
- rivals, but as partners in this industry,” LG 
25's Chung says. "We are just beginning, 
so we all grow together." 
But if sales growth is a given, profit- 

. ability is not. The greatest obstacle to 
| profitability is the allegedly unfair com- 
- petition posed by independently operated 
_ supermarkets and mom-and-pop stores, 
says K. Y. Shin, a director at the Lawsons 
chain and the administrator of the infor- 
mal convenience-store industry associa- 
fion. Shin argues that the many blackmar- 
- ket items on sale at these businesses cut 
into the earnings of convenience stores. He 
. complains that these competitors offer 
- blackmarket items at cheaper prices be- 
. cause they do not pay taxes on them. 


:.« Convenience-store chains would wel- 


n . come greater liberalisation of the retail in- 


.. dustry so that foreign products could be. 


| priced. competitively against blackmarket 






* proceed in July 1993, will be inadequate 
- because high tariffs on most popular for- 
< eign items available in the blackmarket are 
< likely to remain in place. 

^^ Despite cheaper prices, though, ku- 


- mongagae and supermarkets are losing the | 


m fight for customers, especially among 
- younger South Koreans who welcome 








ording to executives, more than 60% of 
. the customers of convenience stores are in 
CoRheir 20 and 30« à 


< items. But Shin says the government's next 
stage of market liberalisation, scheduled to 
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| any such shock. The Ministry 
| said in its May survey that pre-monsoon 





ith the lifting on 31 March of 
the emergency import re- 
straints imposed in last year's 





ports. 

Foreign-exchange reserves have been 
hovering around US$5.5 billion since 
March, up sharply from US$1. billion a 
year ago, but this improvement is mostly 
because of one-time gains from IMF credits 
and other borrowings. The World Bank, in 
its 1992 country report, points out that In- 
dia's balance of payments is "still fragile." 
It 0s reserves are insufficient to a with 








drought or other external ‘shocks. 
Agriculture is the, most likely source of 
of Finance 





rains were deficient in 27 of India’s 35 me- 


teorological regions. The monsoon, which. 


arrived in southern India on schedule in 
June and appears to be advancing steadily 
across the country, could still lift produc- 


| tion. 
.clean stores and service with a smile. Ac- | 


But because of wider awareness among 
farmers in the northern breadbasket region 
about seasonal price fluctuations, procure- 
ment of orain for central food stocks has 


external-payments crisis, a- 
chief concern of India's economic manag- _ 
ers is the trade account. An export recov-- 
ery is badly needed to cope with an in- 


evitable surge of pent-up demand for im- to an estimated 1.1% 





on cape 


vent regional food scarcity and a fre 
in the inflation rate, which seems 
edging down from the 12-13% range 
cent months. In the first week of 
wholesale prices rose 11.9% from | 
earlier. 

The drop in the trade-account 
of GDP i 
fiscal year ended on 31 March from 
year earlier was almost entirely t 
sult of import compression, 
crunched non-oil imports to U5$15.6 
from US$20.4 billion. Exports wert 
nant, but India may have got ov 
worst. The collapse of Soviet trade, 
accounted for about 20% of exports, : 
be repeated. 

Commodities, particularly tea, tl 
dia shipped in bulk to the Soviet 
gradually be diverted to other mar! 
value-added packaging. Hard-cu: 
exports will await a lift in the US eco 
where markets for Indian jeweller 
other high-value items have been 
recession. 

The government may need to cc 
further incentives to exporters, for 
the current system of partial conver 
of the rupee has a built-in tax. Ex] 


have to sell 40% of their proceeds 


official rate of Rs 25.6 to the US doll 
they have to buy all their foreign-cu 
requirements for components and n 
ing at the market rate of about Rs 3 

The steadying of the market rate e 
this level, however, has lessened de 
tion worries among non-resident 
and foreign investors and is helpin; 
prices. The high growth of money s 
with the broad-based M3 supply up 
year-on-year at the beginning of N 
still worrying. 

The Ministry of Finance says iV 
up 3.1% in April and May, compare 
2.9% in the same two months last ye 
commercial-sector credit is growing 
strongly than credit to the governme 
tor, which may point to some reco 
industry. 

Industrial production slipped 1% 
fiscal year ended on 31 March, whic 
bined with stagnant agriculture. b 





ign-ald € donors pledge 
7.2 billion to India 


reign governments and multilateral 
jes pledged US$7.2 billion in aid for 
in the fiscal year ending on 31 
hat a 25 June meeting in Paris, a 
increase from the previous year's 


isbursing aid to help the country's 
ce-of-payments management, such | 
J$$1.6 billion drawing from the IMF. 
onors, who welcomed India's 


mic-reform programme, still listed — 


; on which they expect "significant 
ess." Among these steps are non- 
onary growth, debt management, 
reduction, a unified exchange rate, 
ed government spending and 

ved farm output as well as reform 
blic-sector companies, the financial 
and the tax system. 


onnell Douglas wins 

itive China contract 

' aircraft maker McDonnell Douglas 
1 US$1.2 billion co-production 

ict to build another 40 airliners with 
thai Aviation Industrial Corp. 
ty-nine MD80 twin-engined aircraft 
been built in Shanghai (with six 

to come) under a 1985. agreement. 
'ear, China placed an engineering- 
contract with McDonnell for its 
advanced MD90 model, making the 
contract virtually inevitable. The 

is for 20 more MD80s and 20 

ls, with up to a further 130 MD90s 
le. It appears to end a battle 

en McDonnell and its US rival, 

g, which began in 1979, 


Grindlays provisions 

idia losses 

istralian-owned ANZ-Grindlays 

the largest foreign bank in India, | 
a provision of Rs 506 billion 

81 million) to offset possible losses 
2 from India’s securities scandal. But 
ink denied on 29 June it was 

ed to the extent suggested by a 
l-bank report. ANZ is the second 

n bank after Standard Chartered of 
1 to make such provisions. 


ately, Standard Chartered said it had _ 


` Canara Bank subsidiaries. 













Y ered and Rs 4.8 billion in two 


Kumagai Gumi to build 


Hainan power station 


9 A consortium led by the Hongkong 
. . unit of Japanese construction giant 


ng. Out of this, US$3.4 billion will be Kumagai Gumi announced plans on 29 


une to build an oil-fired power station in 
Tainan. The first phase of the project will 
HK$2 billion (US$256 million). Other 
bers of the consortium are Maeda, a 
ese builder of dams and power 
Siemens of Germany; and a 

idiary of China International Trust & 
ir vestment Corp. Kumagai officials said 





the first phase of the project will involve 


the construction of a 450-megawatt 


facility, with work to be IDEIG within 


18 months. 


Business indicators 


Robert Kuok, Li Ka-shing sign 
property accords in China 

> Hongkong-based Malaysian tycoon 
Robert Kuok has re-opened his 
investment drive in China with the 
signing of three major property- 
development plans. On 26 June, Kuok 
and Hongkong magnate Li Ka-shing 


. signed a US$131 million agreement with 


Shanghai authorities to develop six 
hectares near the city's main railway 


station. Three days later, Kuok and Li 





joue was taken by the companies - 


Burma signs oil accords 

with two US companies 

> Burma's state-owned Myanmar Oil 

and Gas Enterprise has signed ay 
production-sharing contracts with two US > 


. oil companies covering four onshore oil 


blocks. Operations on the blocks had been — 
suspended for some years because ofa — - 
lack of funds and technology. The first 
contract, with Trend International 
(Bermuda), is for resuming operations at - 
the Tuywintaung and Letpando blocks in- 
the middle Irrawaddy Basin. The second -> 
contract, with Apachi Oil Myanmar Inc, = 
covers the Pyalo-Paukkaung and Prome |. 
blocks in the Irrawaddy's Prome Valley. - 


Peking gives Taipei bank 
permission to open in Shanghai 
V Taipei Business Bank, Taiwan's fourth- . 


. largest private bank with assets totalling 


US$4.87 billion last year, has received 
approval from Chinese authorities to open: 
a branch in Shanghai. Bank president 
Charles Chen said the bank, the first from | 
Taiwan to be granted permission to open 

in China, will not defy Taipei's ban on : 
financial institutions investing in China, -..- 
but he urged the government to lift the 
restriction. 


South Korean companies sign 
technology-sharing accord : 
> Two of South Korea's leading rivals in. 


the electronics sector, the Goldstar and ; 
Samsung groups, signed an accord on 26. n 


June that will allow them to cross-license — - 
| separately patented technologies. The l 








ement, which involves close to 8,0 in 





independently of government pressure’ in 
order for South Korean electronic i 
products to compete more successfully i in 
world markets, according to company 
Officials. Government officials, however, 
say hey had a hand in the agreement. 


Japan's ; LDP adopts 
stimulus package | 
> The Japanese Government intends to. 
adopt a fiscal-stimulus package similar to. 
that proposed by the ruling Liberal — ^ 
Democratic Party (LDP), Prime Minister 
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|| change is if Lim were to 
save face by offering Lee an 


———————————— E ERE Pera 


| goes to the firm's 
executive officer, Hong Lee 


known friendship with a 
senior Johor politician to 
‘| bring the bumiputra share- 
‘holders into line. Lim will 
probably get a certain num- 
ber of seats on Pilecon's 


- n Malaysia, making the best of a los- 

ing business proposition is often a 
| good way to save face; the important 
- thing is never to admit defeat in pub- 
lic. One example is Malaysian tycoon T. K. 
Lim. Sources say he has given up trying to 





“| take over Pilecon Engineering, a construc- 
tion and property concern, and is willing 
to settle for a minority stake. 


The public face is quite different. Lim's 


listed flagship, Multi-Purpose Holdings, 


made a cheeky request recently for repre- 
sentation on Pilecon's board to reflect the 
28% stake which it has built up in the com- 
pany. Lim is not far from the 32% needed 
to trigger a mandatory offer for all of Pile- 
con's remaining shares. 

But it is unlikely the offer will ever be 
made because a key block of loan stock 
held by bumiputra (indigenous Malaysian) 
Shareholders in the state of Johor has been 
sold to Pilecon's major shareholder, Lee 
Ming Tee. This block — plus his own 
shares — gives Lee an impregnable 42% of 
Pilecon, according to sources. 

It appears that Lim miscalculated the 
amount of Pilecon stock which Lee could 
count to be under his control. Much of 
the credit for ensuring the 
loyalty to Lee of Pilecon’s 
bumiputra shareholders 
s chief 


Pee, who used his little- 


board — but only as a con- 
solation prize. 
The only way this might 


exorbitant price for the lat- 

ter's shares. Lim will have to be either be a 
good loser or an expensive winner. 
Meanwhile, the takeover fest for one of 


“| Malaysia's biggest telephone-cables mak- 
vers is nearing a climax. Ekran, a company 
controlled by Sarawak timber tycoon Ting 


.to use his friendships with 





Lim: miscalculation. ao 


SHROFF 


up capital. Sapura's bid was 
M$1.60 a share. 

Sapura's chairman, Tan 
Sri Shamsuddin Abdul Ka- 
dir, made a last-ditch effort 


top cabinet officials to help | 
torpedo Ekran’s bid. But his 
plans came to naught when ` 
Fujikura, the Japanese com- . 
pany which holds a major- 
ity stake in Federal, made it 
dear that it was against a 
takeover of the cable firm — 
by Sapura because of its tie- 
up with Japan's rival Sumi- 
tomo group. 

Shamsuddin's designs 
may have been doomed from the start. 
Ekran's owner, Ting, is a business ally of 
powerful former finance minister Tun 
Daim Zainuddin. In Ting's efforts to diver- 
sify out of the stagnant Sarawak timber in- 
dustry, he enlisted Daim's help early on in 
taking over Federal Cables. 

It was a considerable feat, as Daim 
speaks little Chinese, and Ting speaks 
neither English nor much Malay. But in 
Malaysian finance, where 
there's a will, there's a way. 
And word has it that this 
odd couple plans to map 
out some intricate business 
strategies over the next few 
years. 


E 


kong has been trumpeting, 
_. ever since seven of his 

former colleagues were ac- 
quitted in court for accept- 
ing preferential share allo- 


= cations. At the time of the allocations, they 
were serving as members of, or advisors 


to, the listing committee that existed prior 
to Black Monday, October 1987. 

Wong's attempt to clear his name is pre- 
dictable. What is appalling, though, is how 





Wong: in favour. 


ii Doug Tsuruoka 






cused the indepétidi 
curities and Futures 
mission of trying to 
him for allegedly acc 
preferential share ; 
tions while serving 
former exchange chi 
Ronald Li. 

The resolution w: 
overturned under pi 
from the commiss 
move which presag 
appointment of a 
broadly representati 
change council and 
striction of proxy * 
which had allowed 
brokers a bigger sa 
they deserved. 

Lawyers for the seven accused ; 
that there was no link between prefe 
share allocations and the expedier 
dling of new listings. The gover 
failed to make a case proving oth 
But it is obvious that in the period 
the exchange was under Li's con 
company seeking to list had little 
but to comply with the practice of gi 
shares to a chosen few. 

Underlying the campaign to fre 
Wong's argument that the practice 
ferential allocation was not discrimi 
and that it actually made the ex 
work more efficiently by giving corr 
members a direct stake in the promc 


new listings. This is wrong. 
Philip Wong is right, and the - 
rest of the world is wrong. 
That is the message the 

former vice-chairman of the . 
Stock Exchange of Hong- | 


The timing, pricing and allocat 


“new issues is best left to applican 
~ panies and their financial adviser 





tock exchange should act as a leve 
ing field upon which sellers meet I 
its intervention being limited to pru. 
checks of companies' books and pi 
tuses. 

Wong's efforts to place the Li e 
golden light do not bear scrutin 
Hang Seng Index has stormed to 1 
in 1992, as has turnover. Further, £ 
companies floated shares last year 
pared with nine in 1986, the last ft 
of cookie-doling. And stockbrok 
whom Wong purports to represe 
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When you need important infor- 
mation, you invariably want it fast 
and accurate. The Review Index 
enables rapid access to the most 
respected Asia-Pacific information 
. source: The Far Eastern Economic 
Review. Everything published 
. during the preceding quarter, by 
country, subject and date is 
detailed in the Review Index. 


"FIND ME 
EVERYTHING 
YOU CAN ON 


who brought peace: 


THAT BANK 
OLLAPSE LAST 
YEAR.” 





s essential research tool is also available as a cumulative annual 
on. End hours of needless searching. Sub- 
e now and receive your Review Index four 
; per year, including the cumulative annual at 
39 per annum, or the cumulative annual alone 
J8$43 per annum. 
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Just Released 


China Telex & Fax Directory is a 
Vital communications tool for all China 
traders. Compiled from our own 
database, it provides the most 
comprehensive listing of up-to-date 
and accurate telex and fax numbers of 
all the significant organizations in 
China. Indexed in four ways, you'll find 
it easier and more convenient to use: 


1. Alphabetical listings of 
companies and 





A Book by Michael Haas, 
University of Hawaii, explaining 
why war came to Cambodia & 


Genocide by Proxy: Cambo- 
dian Pawn on a Superpower 
Chessboard (US$50). 

Order from Greenwood Press 
Group, P. O. Box 5007, 
Westport, CT 06881 USA. 





For QUALITY response 
. advertise in this section 


Business Equipment 
Business Opportunities 


Conferences & Exhibitions 
| Courses & Seminars 


i Price. Hong Kong - HK$175 + HK$15 
| Elsewhere - US$32 (including airmail postage) 
| No. of copies 








HAWAII 


Honolulu's Ultimate Penthouse: THE VERY 
TOP (41st) floor corner of YACHT HARBOR 
TOWERS -- available for the first time in 20 
ysars! 3 bedrooms, 3 baths, 3 covered stalls, 
2247 sqft. (208 m2) including 2 glass- 
enclosed balconies offering incredible views 
over the ocean, emeraid-green lush 
mountains. a busting city, wide sandy 
beaches, a huge public park & 2 private Yacht 
Clubs. Truly a once-in-a-lifetime opportunity 
for those who appreciate the world's best: 
vary fare, absolutely unique — or it wouldn't 

| be published here! LI/8$2,200,000 fee simpls 
(MLS 38486). 
John R. Baumgartner, Healtor/Associate 
Partner Locations, Inc, 1339 Hunakai Street, 
Honolulu, Hawaii 96816-5541, USA 
Phone  001/808/7354200 or 9495738 
Fax 001/808/7325096 or 7325066 





Review Classified Sections 


The classifications available in this section are as follows; 
when booking, please state your requirements: 


Investment Opportunities 
Notices 

Personal 

Property 

Positions Wanted 
Publications 

Residential Schools 
Universities 


-Hotels & Accommodation 





Order your copies now 


r Mail or hs to: The China a Phone Book Co., Ltd., 

$ G.P.O. Box 11581, Hong Kong. 

E Fax:838 7753 Tel: 832 8300 

| Please rush me copy/copies of the China Telex and | 
p Fax Directory 1992 as indicated: 
i Name: 

€ Company: 

Address: 


Tel: 


for postage 
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Waste from water 


t may be difficult to appreciate in 
those parts of Asia which are in the 
middle of the monsoon season, but the 
world is running out of water. As 
| population densities in cities increase, de- 
mand for water soars. An average house- 
hold uses 500-1,000 litres of water each day. 

The classic solution to demand is to 
build dams in nearby hills, or "pristine up- 
. lands" as water people refer to them. Trou- 
ble is, these uplands are becoming more 
difficult to find. Cities such as Los Angeles 
have to transport water from hundreds of 
kilometres away. 

Conventional approaches to waste dis- 
posal are becoming similarly untenable. 
| Most systems bring sewage in from the sur- 
rounding areas to a central plant for treat- 
ment, then transport the processed waste 
| to the nearest river or sea for disposal. This 
is inefficient, as it takes 1 million litres of 
water to transport 200 litres of waste. It also 
| involves heavy investment in pipes. 
Indeed, transport accounts for about 
80% of waste-disposal system costs, 
while treatment accounts for just 
20%. 

This must change, especially as 
demands on treatment grow. Tap 
water is increasingly subject to pol- 
lution, both from the atmosphere 
and waste disposal. Regulations 
governing water quality are being 
tightened in response, but conven- 
tional treatment systems are not up 
to the job. These systems typically 
date back to the last century, and 
they are based on principles known 
to the Romans. 

Yokohama’s drinking water 
comes from a plant that originated 
in 1887. At the plant, incoming 
| water flows through a coarse filter 
to eliminate large particles, then 
through a sand filter to remove smaller par- 
ticles and bacteria. But because viruses are 
small enough to slip through sand, the 
water still must be disinfected with chlo- 
rine and left to stand for several hours be- 
fore it is drinkable. 

Sand is also used to remove solids from 
cewaoce alano with various chemicals that 


Memtec's continuous micro-filtration system. 


connected to sewage systems and the re- 
mainder on septic tanks. But they would 
prefer not to spend a fortune on pipes. 

Japan's Health and Welfare Ministry 
began experiments to develop new tech- 
nology for clean-water systems. The 
project's focus is to evaluate systems that 
use sophisticated filtration techniques 
based on membranes. 

Perhaps the most distinctive of the sys- 
tems under trial is one developed by 
Memtec, an Australian company. Its con- 
tinuous microfiltration system consists of a 
tube into which are packed thousands of 
thin polyethylene fibres. The walls of the 
hollow fibres are highly porous, allowing 
liquid to pass, but blocking particles larger 
than 0.2 micrometres. That is small enough 
to exclude bacteria and viruses. 

But the clever part involves how the fil- 
ter is cleaned. Conventional microfiltration 
systems dislodge solids that have accumu- 





lated on the surface of their membranes by 
pumping filtered liquid back through them 
at high speed. This takes a lot of energy 
and means membranes must be replaced 
often. 

Memtec's system adopts a different ap- 
proach. At regular intervals, say every half 
an hour. input to the filter is shut off, and 


to lift the solids off the surface. In 
the membrane cleans itself. And bec: 
is not subject to stress, the filter la: 
several years. 

Memtec's system has been succes 
low-volume, high value-added ay 
tions. It is used widely in the drink: 
ness to filter fruit juice, wine, beer anı 

Now the company has scaled 
membranes for use in high-volume 
kets such as drinking water and : 
water treatment. Encouragement to c 
these markets came from an unex 
source. 

In 1987, Minoru Okazaki, then 
ecutive with Kurita Water Industrie 
of Japan’s largest water-treatment 
ment makers, was visiting New 
Wales, where Memtec is based. Aft 
serving the company’s technology, 
mediately realised its potential. ^I ha: 
looking for a treatment technology li 
for 20 years,” he says. 

A year later, Okazaki left 
to form Memtec Japan, whic 
rently accounts for almost 1 
the parent company’s re\ 
“Our Japanese operation has 
where we have gone in the 
industry,” says Memtec ché 
Denis Hanley, “Okazaki kn 
the key players.” 

Now Memtec is trying t 
suade large Japanese engin 
companies to design its filte 
their integrated treatment sy 
The company has already d 
strated that its membranes : 
applied on a large scale. The 
the core of what is believed 
the world's largest conti 
microfiltration plant bu 
Blackheath in the Blue Mot 
near Sydney. During 21 we 
trials, the A$2.3 million (US$1.7 n 
plant treated 3 million litres of s 
daily. Measurements showed that 
tered water contained no bacteria 
ruses. In fact, it was cleaner than th 
into which it was released. 

Plants such as this have the pote 
revolutionise water-treatment infr 
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1 you rebuild The collapse of the Comecon revealed a desolate industrial and economic Eastern 


ation’s industry European landscape - unwieldy structures operating inefficiently and creating large-scale 

hout starting all abuse of the environment. So it's your problem, too. 

(ir from scratch? Bankrupt economies can't rebuild themselves from scratch, but Western expertise and 
investment can be attracted to help. In May 1990, ABB formed a joint venture with two Polish com- 
panies lacking the key skills necessary to survive in a competitive world economy. Technology transfer 
agreements were signed, and the new ABB Zamech restructured every operating function, installing 
clear lines of responsibility. Within 18 months the Polish company had been transformed into a 
center of excellénce for the manufacture of gas and steam turbines. Production times had 
been halved. And by 1991 ABB Zamech was using about one third less electricity, gas and water 


per unit of production. 


Does your corporate bank 
open doors or knock on them ? 


. LTCB opens doors to 
a world of financial possibilities. 
We know what's going on — in your industry and, ours. Our 


influential, independent position in global finance makes us a prime 
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CHRONOMA 
Close cooperation wit 
pilots and aviation expert 

enables Breitling to continu 

improving its chronograph design 

all the time. The Chronomat features 
selfwinding mechanical movement, a rota: 
ing bezel and a screw-locked crown. This instr 
ment is water-resistant down to 100 meter: 
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t and the MIAs 
amu Awanohara's Perot's patriot 
ies [18 June] was shallow since he 
d to mention the many positive contri- 
ons Perot has made to the MIA issue 
‘the years. The fact that Perot has ex- 
led considerable time and personal 
Is on behalf of the American MIAs indi- 
š he is not a greedy man, motivated 
y by possible profit, as Awanohara's 
le would have us believe. 
o his credit, Awanohara did mention 
possibility of the Vietnamese having 
d the release of the letter to damage 
it politically, thereby gaining favour 
the Bush administration in order to 
ince Vietnam's chances for an early lift- 
of the economic embargo. I do believe 
inohara was misguided, however, 
n he associated Perot with the “more 
me elements of the MIA lobby,” due to 
relief that some Americans are still be- 
held. This should not be construed as 
xtreme view, but rather an unpalatable 
for both the Bush administration and 
Vietnamese Communist Party. 
onsidering Perot's penchant for hon- 
over expediency, he is not likely to be 
nidated in his quest for the truth. 
eover, Perot can be expected to seri- 
y debate the issue of duplicity on the 
of Defence Department officials dur- 
the course of the MIA investigations, 
most certainly any negligence on the 
of those officials due to their place- 
t of the investigation programme in 
ands of untrained and inexperienced 
ary officers. 
fost Americans would prefer to see 
2 immediate corrective action on the 
of the Defence Department in order to 
re that any US personnel are returned 
eir families in the shortest time possi- 


he Defence Department understands 
there would be a public outcry if in- 
y officers were allowed to supervise 
erform surgery on hospital patients. 
ly the same logic is applicable concern- 
he extremely technical nature of inves- 
ions into the fate of US MIAs. 

ng Mai RALPH C. ELLIS 


stance, but not aid 
at the Refugee Participation Network 
' delighted to read Burmese plunder 





Home Maid — 
Àn immaculately made bed. 
Freshly laundered clothes. 


À spick and span room. 


Everything wiped, dusted 
and vacuumed. Ah, 
the comforts of home. 
Without you ever having to 
lift a finger. The Equatorial. 
À definite home advantage. 





. f 


THAI INTERNATIONAL 
HAS ALWAYS BEEN POPULAR WITH 
LOVERS OF GOOD FOOD 
AND WINE. YOU SEE, WE HAVE 
NEVER BELIEVED ALL AIR- 
LINE FOOD IS THE SAME. NOR 
HAVE WE FELT THAT JUST 
ANY WINE WILL DO FOR PASSEN- 


GERS ENJOYING OUR 


ROYAL ORCHID SERVICE 
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à CHOOSING OF THE WINES ON 


OUR WINE LISTS BE- 
GINS HERE, IN THE GREAT VINE- 
YARDS OF FRANCE 
SKILL AND EXPERIENCE ARE NEED- 
ED TO DISTINGUISH 
REALLY FINE VINTAGES FROM 
THE ALSO-RANS. AND 
THAT'S WHY THAI CALLS ON THE 


SERVICES OF A PRO- 


FESSIONAL PANEL OF EXPERTS 





TO HELP SELECT THE 
WINES, CHAMPAGNES AND COG- 
NACS TO BE SERVED 
TO PASSENGERS ABOARD THAI 
INTERNATIONAL FLIGHTS 
A THAI WINE LIST OFFERS MANY 
SPECIAL PLEASURES 
A CRISP, CHILLED CHARDONNAY 
PERHAPS, TO ACCOMPANY 


YOUR SCALLOPS AU GRATIN. 








AS SILK. 


OR A SPLENDID, WELI 





ROUNDED BURGUNDY TO AT 35,000 FEET OR THAT WE HAVE WON TOP 
SAVOUR WITH YOUR ON THAI WE'LL WINE AND DINE AWARDS FROM SUCH 
STEAK. DISTINGUISHED WINES YOU WITH THE BEST IN- HIGHLY REGARDED MAGAZINES AS 
FROM BORDEAUX FLIGHT SERVICE IN fut WORLD EXECUTIVE TRAVEI 
AND HAUT MEDOC, MOET & FRESH, DELICK js FOOD AND AIR TRANSPORT WORLD 
CHANDON CHAMPAGNE, EXQUISITELY PRESENTED. SLIPERB AT THAI, WE'VE TAKEN 
UPERIOR COGNAC, SPIRITS AND WINES OF THE MOST STATE OF THE ART TECHNOLOGY 
LIQUEURS, COCKTAILS NOTABLE VINTAGE. IT'S NOT SUR- AND CENTURIES OLD 
AND BEERS. WITH A WINE LIST PRISING THEN THAT TRADITIONS AND WOVEN THEM 
LIKE OURS ITS HARD 3O OTHER AIRLINES CALL ON INTO AN AIRLINE 


TO BELIEVE YOU ARE DINING THAT S SMOOTH AS SILK 
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LETTERS 


the field of refugee assistance and is widely 
used as a training resource. 
Oxford JOANN McGREGOR 


War is the answer 

Please pass along kudos to Tiziano Terzani 
of Der Spiegel for his courageous and level- 
headed look at the Cambodian conundrum 
[THE 5TH COLUMN, 25 June]. Sure, everyone 
"reviles" the Maoist freaks known as Pol 
Pot, leng Sary and the other usual suspects, 
but this is the first time I have seen anyone 
with the correct, albeit difficult, solution. 
He is right in stating that the practicality of 
the UN brokering peace with hardened ter- 
rorists without using military force is sheer 
fantasy. 

Although under the de jure aegis of the 
UN in Korea (and we were lucky in Korea) 
and Desert Storm, US military might and 
presence was, of course, the deciding fac- 
tor when it came right down to it. It will be 
difficult to convince the majority of Ameri- 


- cans, however, that it would be worthy to 


send off their sons and daughters to an- 


other country they know nothing about 


and to die for a cause few in the US would 
understand. 
In the Middle East there were not only 


sez implications but also a moral 


to defeat Iraq. However, in South- 
east Asia, strategically, there is little here to 
fulfil requirements for support from the 


^ US in a battle against the Khmer Rouge 


in Cambodia. But, if the UN becomes 
committed to such an adventure, I can 
guarantee there will be individual Ameri- 
cans who would be willing to volunteer to 
serve under the UN forces, with US ap- 
proval. 


Phoenix, Arizona ERIC CRODDY 


Minnans and the rest 

The letter Who's ethnic around here? [11 
June], contains a number of inaccuracies, 
distortions and outright falsehoods. 

The writer claims that Taiwan inde- 
pendence advocates want to replace Man- 
darin with “Minnanhua” as the national 
language. In fact, many independence ad- 
vocates, including leaders of the "New 
Tide" faction of the opposition Democratic 
Progressive Party (DPP), favour continued 
use of Mandarin. 

The writer also insists that Minnanhua 
has no written form, when it can be writ- 
ten using Chinese characters or a variety of 


— w— m ow eo ew ret bo Tha sarta bea sme a 


tus quo is better than risking a confr 
tion with Peking over the indepen 
issue. In the light of recent even 
Eastern Europe, it ought to be cleai 
decisions about Taiwan's future sl 
be left to the collective wisdom of a 
people who live on the island, and n 


Fall Church, Virginia MARC J. C 


On the waterfront 

Like many writing about the issue, Mi 
Westlake in his article Port in a ston 
June], has accepted the argument that 
petition does not exist in the port anc 
a new player is needed to inject this he 
element. His assertion that one p 
dominates the port is incorrect. Hong 
International Terminals (HIT) has only 
of Hongkong’s total container han 
business. More than 52% of Kwai Ch 
container traffic is controlled by shi 
lines who have equity in the port. F 
than focusing on any perceived la 
competition within the port, Westlak 
Hongkong should be more concerned 
competition from ports in southern ( 
and Taiwan. 

Another misconception is that 
Chung tariffs are unreasonably hig 
spite high local inflation, tariffs have 
kept below the consumer price index. 
compare very favourably with the r 
of other local transport operators an 
deed, the new Airport Authority's 
posal to increase landing fees by inf 
plus 18% to cover the Chek Lap Ke 
velopment. 

Despite an investment in Kwai C 
worth HK$21 billion (US$2.7 billion 
has never built a development charg, 
its tariffs. Instead, it has absorbed cost 
the effect of inflation through incr 
traffic volumes and technical innov 
Westlake puts competition together 
the issue of pricing and comes to the 
clusion that a new operator could n 
tariffs. 

In reality a new operator would fa: 
problem of paying for a very expe 
development, without the benefit of 
able to use other facilities to sprea 
cost. Nor is there any evidence that 
ping lines want to pass lower costs 
Hongkong traders. 

Terminal 9 is the last to be de 
ed at Kwai Chung. If the contract 
to HIT/MTL, the two companies w 
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Then why not let our 
specialists work for you. 
Nedlloyd Lines is one of 
the world's largest 
shipping companies. And 
the most innovative, too. 
We employ more than 
4000 specialists in 
transport and distribution 
logistics. Their job is to 
develop global 
transportation and 
distribution strategies 
tailored to your specific 
needs leaving you free to 
concentrate on your core 
business activities. 
‘Global Expertise’ is just 
one of the many PLUSES 
you'll get from Nedlloyd 
Lines. 

If you'd like to know more 
about our PLUS concept, 
just write or call us. 


Nediloyd Lines 

P.O. Box 240-3000 DH Rotterdam 
Telephone: «31 10-4006111 
Telefax: 431 10-4046115 
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China has launched perhaps its most 
daring economic experiment since the 
communists took power in 1949. 
Stockmarkets have been set up in 
Shanghai and Shenzhen, while over-the- 
counter trading in shares has taken off 
all over the country. For most of the past 
18 months, China's stockmarkets have 
been a one-way bet, so great is the pent- 
up demand for, and supply of, shares. 
Now, Peking's reformists have to try to 
keep the markets growing, but they may 
be too successful. If capitalism takes 
hold, what will happen to the socialist 
foundations of the Chinese state? Peking 
correspondent Lincoln Kaye considers 
the underlying issues and travels to 
Shanghai, Shenyang and Hainan to see 
shareholder democracy at first hand. 
Elizabeth Cheng reports on Shenzhen's 
attempts to match the future growth of 
Shanghai's bourse 48 





INTELLIGENCE 


Basket Case 


The Hongkong authorities may be 
flirting with the idea of modifying the 
10-year-old link between the Hongkong 
and US dollars in favour of a system 
that links the Hongkong unit to a basket 
of currencies. The link to the US dollar 
effectivelv ties Hongkong's domestic 
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Former Bangkok governor Chamlong's 
decision to contest the 13 September 
general elections as his Palang Dharma 
party's candidate for the premiership, 
will again bring him into direct 
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Controversy 

The government's refusal 
to allow electronics 


workers to set up a Reincarnation, 


would help offset imported inflation. If 
the local dollar were linked to a basket 
of the currencies of the colony's major 
trading partners, Hongkong interest 
rates could be expected to move more 
into line with currently high European 
levels, though the prospect of further 
cuts in yen interest rates would be à 
counter-balancing factor. 


Air of Expectancy 


The Civil Aviation Administration of 
China (CAAC) recently made a bid to 
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national union draws criticism from 
abroad and dents its image as a 
champion of the Third World 18 


Tibet : Lamas and Politics 

Peking endorses the reincarnation of 
high-ranking lama, but Tibetans con: 
it a Chinese way of asserting control 


Vietnam : Ominous Signals 

The recent plenum of the communis 
party's central committee was 
dominated by concerns over 
deteriorating relations with China 2€ 
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The ruling Liberal Democratic Party 
proposes to allow unskilled foreign 
workers into the country 20 


Bangladesh : Political Compromise 
The government strikes a deal with ! 
opposition to try the head of a 
fundamentalist party for his alleged 
actions during the liberation struggk 


not entertain such proposals, private 
airlines in Taiwan are awaiting the g 
light from Taipei to begin direct ser 
though this is not expected to be 
forthcoming before next year at the 
earliest. 


Vote Splitting 


Some senior members of Malaysia's 
ruling United Malays National 

Organisation (Umno) are banking o! 
state elections being called in opposi 
held Sabah before the end of the yec 
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Bad chemistry 


Chamlong and the military set for new confrontation 


By Rodney Tasker in Bangkok 


f current political trends in Thailand 

follow their expected course, the scene 

is set for another clash between 

Chamlong Srimuang and the military 
leadership. Unlike the first battle, which led 
to a bloody confrontation on the streets of 
Bangkok in May, any new struggle should 
be contained within the political campaign 
between now and the 13 September gen- 
eral election. 

According to sources close to the former 
Bangkok governor and retired major-gen- 
eral, Chamlong has decided to again stand 
as his Palang Dharma party's candidate for 
prime minister in Thailand's second elec- 
tion this year. 

Until now Palang Dharma has been a 
largely Bangkok-based party, relying on 
Chamlong's popularity as a two-term gov- 
ernor to draw the votes. The party won 32 
out of 35 seats in Bangkok in the 22 March 
election, plus nine more in the provinces. 
However, this time the party will not only 
exploit its pro-democracy image, but will 
also try to include some influential new 
faces. These candidates may gain it a large 
enough number of parliamentary seats to 
make Chamlong a serious contender for 
the premiership. 

Nevertheless, it could be a dangerous 
game, given the military leadership's an- 
tipathy towards Chamlong and doubts 
about his political judgment among sec- 
tions of Bangkok's middle class. Chamlong 
recognises this, saying that for the first time 
he is now concerned about his personal 
security — something he largely ignored 
before. But he is adopting a typically mar- 
tyr-like stance. Speaking on the security is- 
sue on 4 July after his return from a trip to 
Australia, he said: "I don't think protection 
can be really given. If you are to go you are 
to go. If not you will stay." 

The prospect of Chamlong running for 
nrime minister would enraee most of the 





Chamlong wants to be prime minister. 


tary analyst put it, Class 5 generals are "cir- 
cling the wagons" and still have the poten- 
tial to manipulate politicians in a bid to 
restore the military's traditional influence. 

This view was reinforced by a leader of 
the pro-democracy movement: "The mili- 
tary still have power, money from their 
businesses, state enterprises and their se- 
cret funds and personnel. I believe they 
will use all efforts to back politicians they 
trust in order to come back again, as they 
did in October 1976 after they were purged 
in the October 1973 uprising." 

If true, the generals will probably use 
more insidious tactics to try to influence 
the next election. And they will certainly 
try to stop Chamlong, whom they regard 
as the main political obstacle standing in 
their way. 

There has been widespread acclaim for 


> 
m 
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stand taken by thousands of demon 
tors to demand the resignation of the 
prime minister Suchinda Kraprayoo 
former supreme and army commar 
while troops opened fire. 

Shortly before his widely public 
arrest by military police on 18 ^ 
Chamlong had resigned from his pos 
as leader of Palang Dharma. He was ' 
ried that his leadership of the demon 
tions might have been mistaken for a 
tempt to seize political power for hin 
“But he is still public enemy number 
for the military," a political insider 
Number two on the military hate li 
probably Chavalit Yongchaiyut, a foi 
army commander who heads the op] 
tion New Aspiration Party. 

Chamlong has kept a low profile : 
the May upheaval. Apart from resig 
the party leadership, he said he woul 
longer seek any political office. Accor 
to Palang Dharma sources, however 
has now agreed to be the party's candi 
for prime minister in the next election, 
if he does not officially lead the party 

That is sure to anger the Class 5 
tary leadership, whatever the Anand 
ernment does to Issarapong and K 
Another possibility that will certainly 
rage the military leadership is that re 
squadron leader Prasong Soonsiri 
well take up a key post in Chamk 
party. Prasong, former head of the nati 
security council and secretary-gener. 
Prem Tinsulanond — prime minister | 
1980-88 — has acquired a somewhat s 
ter reputation in Thai politics. 

Prasong was Chamlong's persona 
viser when the Palang Dharma leader 
arrested on 18 May. The troops wh 
rested Chamlong were also thought ! 
looking for Prasong, who had only rec 
resigned as secretary-general of Chav 
party. His nationwide activities ' 
thought to have helped his party gai 
third-largest number of votes in th 





'unds that Palang Dharma was likely to 
? rather than gain seats in the next elec- 
1 without his charismatic leadership. 
art from the possibility of recruiting 
song, with his political skills, the party 
: drawn some MPs from other parties 
| is considering applications from busi- 
smen and technocrats to join its ranks. 
With the return to prominence of 
amlong, coupled with his image of 


iding up against the military — a mes- | 
e which has been spread by pro-democ- | 
y groups throughout the country — the | 


ty could increase its parliamentary seats 
up to 30 or even 40 and make it one of 
leading players after the election. 

It is also possible that former House 
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aker Arthit Urairat may leave his crum- - 


ig, pro-military Samakkhi Tham party 
ign up with Chamlong. Arthit became 
»pular figure when he failed to forward 
name of pro-military Somboon Rahong 
he Chart Thai party as prime minister 


Cing Bhumibol Adulyadej on 10 June, | 


ninating Anand instead. 

Yet Chamlong is not as popular in 
igkok as his international image, en- 
ced by pictures of him being led away 
iandcuffs, might suggest. It is not just 
military which is trying to tarnish his 
ge by depicting him as a man who fool- 


y led demonstrators to their deaths. The _ 


nocrat Party, one of Palang's Dharma's 
's in opposing the five-party pro-mili- 
' coalition backing Suchinda and then 
iboon, also now appears intent on di- 
ishing Chamlong's political status. 
‘He is a rival,” said leading Democrat 
in Pitsuwan. "We will tell the public 
other story — particularly people out- 
' Bangkok." 

[he Democrats gained 44 seats in the 
election, most of them from their baili- 
k in southern Thailand. The party is 
king its honest, if lack-lustre, leader 
ian Leekpai to become the next prime 
ister. Like Palang Dharma, it is count- 
on popular support for its stand against 
tary manipulation of politics. But it is 
ried about Palang Dharma's potential 
b it of southern seats, hence its interest 
eflating the Chamlong myth. 

joth parties, particularly Palang 
irma, have an image of going against 
traditional political grain of spending 
e sums of money to buy votes and or- 
ise campaigns. Of the two, Palang 
rma is more insistent that its potential 
lidates promise not to buy votes. 

n the current national mood, in which 
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Yeltsin's voke 


Japan strives for G-7 backing in islands dispute 


By Susumu Awanohara in Washington 


rime Minister Kiichi Miyazawa's 
P efforts to globalise Japan's old and 
vexing territorial dispute with Rus- 
sia has produced a measure of success. The 
summit of seven advanced industrial 
economies, or G-7, meeting in Munich on 
6-8 July, finally recognised the dispute as a 
serious international problem that needs to 
be resolved promptly. But Russian Presi- 
dent Boris Yeltsin can be expected to resist 
the pressure and Tokyo is still wary of 
what it sees as the West's penchant to give 
Moscow more than its due. 
Characterising the Northern Territories 
issue as "dregs of Stalinist, expansionist 
diplomacy" which Moscow must clean up, 
Tokyo first adopted a strategy of putting 
international pressure on the then Soviet 
Union at the Houston G-7 summit in 1990. 





Miyazawa seeks support in London. 


The Japanese recently stepped up lob- 
bying activities in preparation for Yeltsin's 
scheduled visit to Japan in September, an 
opportunity for a breakthrough, as they see 
it. There is still the possibility that Tokyo 
will see the US and other G-7 colleagues 
merely paying lip service to its cause, while 
being excessively solicitous to Moscow. 


" 


and justice," the G-7 said, urging Russia tc 
seek "full normalisation of the Russian 
Japanese relationship through resolving 
the territorial dispute." Bush, however, alsc 
dropped the bombshell that he is prepared 
to include Russia in a reorganised “G-8” 
forum, perplexing Miyazawa. 

From Washington, Miyazawa flew to 
London en route to Munich and met Brit- 
ish Prime Minister John Major and EC 
Commission President Jacques Delors, 
seeking their support on the Japan-Russia 
territorial dispute. Like French President 
Francois Mitterrand and German Chancel- 
lor Helmut Kohl, whom Miyazawa lobbied 
between late April and early May, the 
European leaders expressed understanding 
but did not commit themselves to any 
action in Munich. 

On 2 July, when Miyazawa was about 
to leave Washington, Bush mentioned the 
idea of a "G-8" at a press conference unre- 
lated to the Japanese visit. Asked whether 
Russia might formally join G-7 soon 
(former Soviet leader Mikhail Gorbachov 
was invited to the London summit last 
year and Yeltsin went to Munich this year), 
Bush said: "I will be prepared to discuss 
making it [G-7] the G-8, if you will," add- 
ing: "The Russian economy is enormous 
and they have big problems, but their size 
gives them unique standing." Asked for a 
comment, Miyazawa said he had not heard 
of the G-8 idea. As the host of the summit 
next year, Japan could do all it can from 
making it G-8. 

Some Tokyo officials were clearly an- 
noyed by the talk of G-8, as well as by 
IMF's alleged weakness for Russia, demon- 
strated most recently by its decision on 6 
July to release US$1 billion in credit with- 
out being fully satisfied with Yeltsin's re- 
form measures. One Japanese official told 
the Review: “Russia is not an advanced 
economy [and should not join G-7]. The 
West should demand that Russia help it- 
self." 

Against such a background, the Japan- 
ese reacted sharply to reports that Yeltsin 
had lashed out at Japan for being a 
tightwad. The Russian president, in an in- 
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PAKISTAN 


The facade cracks 


Armys intervention in Sindh threatens political split 


By Salamat Ali in Islamabad 

ive weeks after the start of a massive 
F crackdown by the army on alleged 

criminal elements in Sindh province, 
tensions between the army and Pakistan’s 
ruling Islamic Democratic Alliance (IDA) 
have reached a point where the govern- 
ment's future seems to be in danger. 

Because of the country's economic diffi- 
culties and the likelihood of a strongly hos- 
tile reaction abroad, many disagree with 
the view expressed by the leader of the 
Jamaate Islami party that the way has al- 
ready been prepared for a military take- 
over. 

What is not in serious doubt is that the 
ruling troika, consisting of the army, Presi- 
dent Ghulam Ishaq Khan and Prime Min- 
ister Nawaz Sharif, has been seriously 
weakened. Unlike last time when the army 
and the president were pitted against the 
prime minister, the army is now in disa- 
greement with both the other two troika 
members. This could mean that the coun- 
try is faced with a much graver crisis than 
the 1990 upheaval which led to the sacking 
of the Pakistan People's Party (PPP) gov- 
ernment under Benazir Bhutto and the 
emergence of the current leadership. 

Some IDA members believe that the op- 
position is striving for the ouster of both 
the president and the prime minister, and 
the installation of a neutral caretaker re- 
gime which would hold fresh national elec- 
tions. The IDA describes the opposition's 
moves as a conspiracy against democracy, 
though it still insists that the PPP govern- 
ment's dismissal from office 20 months ago 
was entirely democratic. 

Irrespective of denials by all the sides, 
the sense of impending trouble is running 
strong. In the past few days, two federal 
ministers and the chief ministers of two of 
Pakistan's four provinces have openly ac- 
cused the army of overstepping agreed 
limits in its campaign to restore order in 
Sindh. 

To support their criticism of the army, 
senior ministers have made disclosures 
that discredit its claim to have stayed clear 


The rift between the army and the civil- 
ian leadership seems to have started with 
the massacre of 10 Sindhi peasants soon 
after the start of the military crackdown in 
late May. The army moved swiftly to con- 
tain the damage by arresting the officer 
concerned and bv replacing the entire 
chain of command of the division operat- 
ing in the area. 

Further, it sought to establish a balance 
by extending its crackdown from the rural 
areas of Sindh to the province's two largest 
cities, Karachi and Hyderabad. Both cities 
are dominated by immigrants who are eth- 
nically different from the Sindhis who 
populate the rest of the province. 

Inevitably, the army's move affected the 


Sharif: looking for answers. 


immigrants' party, the Muhajir Qaumi 
Movement (MQM) which is a member of 
the ruling coalition in Islamabad and piv- 
otal to the survival of the Sindh provincial 
government. For years, there have been al- 
legations that the MQM’s power in Sindh is 
based on coercion and that the party has 
criminal ties. Both army chief Gen. Asif 
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The army is clearly unhappy witl 
lack of civilian support for its operatic 
Sindh. Up to now it has made a poi 
including the police or some other civ 
agency in all its operations in order to 
serve the appearance of acting in sug 
of civil authority. But the army sus) 
that its civilian partners have been tip 
off targeted figures, causing many « 
raids to end in failure. This has put fu 
strain on relations at the federal leve 
tween senior army officers and civ 
leaders. 

As far as Sharif is concerned the : 
effect of the Sindh crackdown has be 
traumatic impact on the IDA power s 
ture. All the top cadres of the MOM, in: 
ing its ministers in the Sindh cabinet, r 
bers of the national and Sindh legisla 
and the mayor of Karachi, have gone 
hiding, though they remain in touch 
the local press through mobile teleph 
Meanwhile, the MOM's two ministers i 
federal cabinet have also resigned th 
acceptance of their resignations has rx 
been announced. 

Faced with the Sindh crisis, the fe 
cabinet met for an unprecedented : 
hours on 29 June and decided agains 
solution of the Sindh assembly. An 
unprecedented feature of the meeting 
the publication of the cabinet proceec 
in full detail in the media immediate! 
ter the event. Except for Defence Mir 
Ghaus Ali Shah, the media acco 
showed the cabinet as being critical c 
army's action against the MOM. The 
eral argument was that with rural Sit 
lined up behind the PPP, the govern 
could not afford to lose the MOM. 

The day after the cabinet meeting 
reported in the media Nisar Ali 
reporters that the army's action in £ 
was contrary to its initial understar 
with the government. The army 
showed the government a list of 2t 
politicians suspected of having crir 
ties. Of these, 22 were members of th« 
while only four belonged to pro-go 
ment groups. 

The prime minister later dismi 
Nisar Ali's remarks as "personal" an 
sisted that the government had no d 
ences with the army over the Sindh o 
tion. The army says it is not in conflict 
the civilian authorities. 

In order to limit the damage th« 
now says it hopes to retain most o 
federal ministers who belong to the 
dispensing only with party leader Hu 





ONGOLIA 


\fter the banquet 


ommunists face problems after landslide victory 


Lincoln Kaye in Ulan Bator 


t is easy to conquer half the world on 
horseback, said Mongolia’s founding 
autarch Genghis Khan (who ought to 
e known, having done just that in the 
1 century). It is far harder to get off vour 
se and administer your conquests. 
The great khan's dictum is cited by cen- 
committee secretary Natsagiin Baga- 
di, chief ideologue of the Mongolian 
ple's Revolutionary Party (MPRP), to 
cribe the party's dilemma in the wake 
ts thumping victory in the country's 
: free election as a parliamentary de- 
racy. 
[he MPRP rode to an unassailable ma- 
y on the back of popular frustration 
1 falling living standards due to the 
ntry's switch from a planned to a mar- 
economy. The party captured 71 of the 
eats in the newly reconstituted parlia- 
Yt — a sweep that caught even the MPRP 
'urprise. 
jut now it is time for the MPRP to climb 
"m from its populist platform and get 
vith digging the country out of a wors- 
i£ debt and trade crisis. The only way 
ex-communist party can deliver on any 
s electoral promises is with continued 
infusions from the West and Japan. 
Jver the past two years, the assorted 
ral parties that were junior partners in 
previous ruling coalition provided the 
P with a useful scapegoat for the with- 
val pangs that Mongolia has suffered 
i the sudden loss of markets in Eastern 
ope and the former Soviet Union. But, 
' that they have been so resoundingly 
nced, the opposition is in no mood to 
pt any portfolios in the new govern- 
it. That leaves the MPRP with no one to 
ne if the economy gets even worse. 
f the party can make it through the 
ing four-year term with its mandate 
ct and its aid donors still on its side, it 
prove to other Asian communists that 
gime can risk some political pluralism 
live to tell the tale. If it fails, two possi- 
es loom: a slide back into isolation and 
ioritarianism, or increasing economic 


control of the media also helped. But the 
decisive factor was simply public 
weariness with food queues, rationing, un- 
employment and petty crime. 

The ex-communists have flirted with 
such remedies as inflation-indexed wages 
and pensions, price controls and outright 
subsides on some consumer staples. On the 
campaign trail, MPRP candidates implicitly 
promised increased welfare benefits to a 
host of interest groups, from babies to 
retirees. The money for this largesse must 
ultimately come from Japan and the West. 
Aid officials report that Mongolia com- 
monly sells relief supplies at sub-market 
rates and then uses the proceeds for fur- 
ther subsidies. In April, the country’s prin- 
cipal aid donors met in Tokyo to pledge a 
further US$320 million in aid over the next 
18 months. 

The aid club is in no 
mood to go on writing 
blank cheques, how- 
ever, according to Eric 
de Mul, director of the 
UN Development Pro- 
gramme and the senior 
multilateral aid official 
resident here. He pre- 
dicts that donors will 
start taking a more 
critical look at the coun- 
try in the wake of the 
MPRP victory. “Not be- 
cause the MPRP are 
communists,” he adds. 
“But now that they've 
got effective one-party 
control of the govern- 
ment again, they can 
naturally be expected 
to be more dynamic 
about reform.” 

Lest the IMF pull the plug, the ruling 
party shifted its rhetoric immediately after 
the election to stress its “unshakeable com- 
mitment” to democracy and market eco- 
nomics. Badamdorjiin Batkhishig, the MPRP 
central committee vice-chairman in charge 
of economics, insists that the remaining 
price controls on meat, flour. bread and 





Ochirbat: extensive powers. 


Dashiyn Byambasuren, the current prime 
minister, seemed a moderate under the 
previous multi-party dispensation. Bu 
now, with effective elimination of the lib 
eral opposition, he finds himself perchec 
on the progressive wing of his own party 
Closer to the political centre, as it is now 
defined, are his two rivals for the premier: 
ship, Foreign Minister Gombosuren anc 
cooperative union chief Zhasrai. 

A wild card in the cabinet selectior 
process will be President Punsalmaagiir 
Ochirbat. According to the country's new 
constitution (largely drafted by Ochirbat 
himself) the president has extensive, il 
somewhat vague, powers in cabinet selec- 
tion. After the MPRP victory, he publicly 
urged inclusion of opposition members in 
the cabinet — a goal by no means unani- 
mously shared by leaders of either the op- 
position or the ruling party. 

Personnel matters are not the only 
sphere in which the president wields more 
than symbolic power. He also has a veto 
on all legislation, which can only be over- 
turned by a two-thirds majority of the par- 
liament. Ochirbat made his political career 
in the MPRP, but has remained aloof from 
party politics since assuming the presi- 
, dency in 1990. He was 
* conspicuous by his ab- 

sence at the latest MPRP 

congress, but made a 

point of attending the 

congress of the opposi- 
tion Democratic Party 
in March. 

Clutching at straws, 
opposition leaders 
wonder if Ochirbat can 
become a nucleus for a 
new effort to regroup 
the forces of political 
pluralism. His power of 
veto could be used to 
restrain the ruling party 
if the opposition can 
muster enough allies in 
the MPRP’s liberal wing 
in parliament. 

Such a scenario 
might not be far- 

fetched, according to presidential adviser 
Dugersurengiin Suhjargalmaa. She expects 
the MPRP itself to split along factional lines 
within the next year or two. According to 
Bagabandi's analysis the party has three 
main factions: the "new generation" block 
of young reformists, the older adherents of 
the Mongolian People's Partv (the MPRP's 
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BRIEFING 


Japan admits recruiting 
'comfort women' 


»> The Japanese army and government 
systematically recruited Korean, Chinese, 
Taiwanese, Philippine and Japanese 
women to work as prostitutes in military 
brothels during World War II, a Japanese 
Government report acknowledged on 6 
July. But the report claimed that there was 
no evidence that any women were 
forcibly recruited. Chief Cabinet Secretary 
Kato Koichi said the government was 
examining various measures to express its 
“remorse” to all those who had suffered 
as "comfort women," but appeared to 
rule out any direct financial compensation 
to individuals. 


Taipei revises rules 

on keeping out citizens 

> Taiwan's legislature passed a revision 
to the National Security Law on 7 July 
which allows the government to exclude 
certain citizens from returning to Taiwan. 
Those the government may exclude are 
people suspected of intending to use 
violence to undermine national security 
and social stability. According to Interior 
Minister Wu Poh-hsiung, the government 
recently reduced its list of people 
excluded from visiting Taiwan from 282 
to "not more than five." 


US pressures Vietnam 
over political detainee 


> The US State Department says it has 
been pressing Hanoi for information on 
the health of a Vietnamese political 
detainee whose detention has prompted 
criticism from many former American 
anti-war activists. Do Ngoc Long, a 
business consultant who helped run an 
aid programme for street children during 
the Vietnam War, has been held without 
trial for over two years. Long was 
arrested in 1990 with US businessman 
Michael Morrow, who was expelled from 
Vietnam three weeks later, and lawyer 
Doan Thanh Liem, who in May was 
sentenced to 12 years' jail for spreading 
"anti-communist propaganda." Long 
reportedly was recently sent to a prison 
hospital after becoming seriously ill. 


asked Japan for 400-700 engineering 
troops and eight military observers as 
well as 125 police and election 
supervision personnel. 


A step closer to 
Radio Free China 


> Legislation to establish Radio Free 
China has been introduced in the US 
Senate. The legislation enjoys some 
bipartisan support among influential 
senators but is said to be opposed by the 
Bush administration, which favours 
increasing funding for Voice of America 
broadcasts to China instead. A 
commission studying the political impact 
and feasibility of Radio Free China is to 
make its findings public late this summer. 
The legislation will be debated after that. 
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Radical mujahid 
joins Kabul government 


> The new Afghan Prime Minister 
Abdul Sabur Fareed arrived in Kabul on 6 
July, a day after intense artillery duels 
between pro-government militias based in 
the capital and guerillas of the radical 
Hizbe-Islami faction led by Gulbuddin 
Hekmatyar. More than 100 people were 
killed in the fighting on 4-5 Tulv. The 


Singapore opposition 
leader quits party 


> Francis Seow, the 
former solicitor- 
general of Singapore dl 
who is currently in 
exile in the US, has 
resigned from the 
opposition Workers' 
Party of Singapore. 
Seow said that he was 
leaving the party to 
pursue his academic 
interests and also because his return t 
Singapore remains uncertain. 

Seow, who was charged and convicte 
Singapore for tax evasion in his absen 
joined the party — led by veteran 
opposition politician J. B. Jeyaretnam 
1988 and came close to winning a sea 
elections that year. 





Seow. 


China, Britain fail to 
agree on airport financing 


> Three days of high-level Sino-Briti: 
negotiations in Peking over Hongkon 
new airport ended in failure on 6 July 
with each side rejecting the other's 
proposal on financing the multibillion 
dollar project. British team leader Sir | 
Coles said that political issues had be 
raised during some of the meetings, t 
Britain has refused to link them to the 
airport. The two teams agreed only tc 
pass the discussions on to the airport 
committee of the Sino-British Joint Liz 
Group in the coming week. 


Seoul officials split 
on peacekeeping role 


> The South Korean Foreign Ministr 
trying to dampen Defence Ministry 
enthusiasm for sending infantry and 
medical troops on UN peacekeeping 
operations, including Cambodia, a so 
close to the government said on 4 Jul 
Defence Minister Choi Se Chang has 
expressed readiness to send infantry . 
medical teams for peacekeeping 
operations, without saying whether t 
will be used for combat or non-comb 
missions. However, Cambodia is unli 
to accept a South Korean contingent : 
view of Cambodian leader Prince 
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ompromise in rift between sultans and ruling party 








Michael Vatikiotis in Kuala Lumpur 


D he guide had just delivered her 





memorised mini-lecture on Malay- 

sia's constitutional monarchy to the 
irist group clustered at the ornate 
ought-iron gates of Kuala Lumpur's 
ional palace. As they posed for photo- 
phs beside palace guards on the sunny 
'rnoon of 4 July, little did the group 
lise that within the palace the scope and 
pe of that monarchy was hanging in 
balance. 
Finance Minister Datuk Seri Anwar 
ahim, who is also vice-president of the 
ing United Malays National Organisa- 
1 (Umno), described the situation 
“dicey.” Before the king, Sultan 
lan Shah of Perak, and the rulers 
three other states — Pahang, 
lis and Negeri Sembilan — lay a 
en-page document typed on yel- 
' paper (the colour of royal rega- 
entitled Proclamation of Constitu- 
lal Principles. 
The proclamation was the pro- 
>t of months of delicate manoeu- 
1g by Umno leaders to persuade 
' sultans, the country's nine 
editary rulers, to curb their po- 
‘al and business activities within 
istitutional boundaries. The issue 
urfaced at last year's Umno as- 
ibly in an apparent response to 
picions that the loss of Kelantan 
e to the opposition in the 1990 
ieral elections was aided by that 
‘ans’s political sympathies. 
Prime Minister Datuk Seri Mahathir 
hamad had said earlier that most of the 
'rs were expected to sign the proclama- 
t. On the day, however, only four out of 
e showed up. The sultans of Selangor 
| Trengganu consented to the proclama- 
t, but could not attend. The sultans of 
lah and Johor "still needed time to con- 
er,” Anwar said. The sultan of Kelantan 
ised to have anything to do with the 
ument. 
Its contents could hardly be described 
controversial. For the most part it re- 


Kelantan's sultan: the one who said no. 


legislative assembly" — in other words, the 
party that wins the majority of votes in the 
state. The ruler is also bound to accept the 
chief minister's recommendations in ap- 
pointing state executive council members. 

Yet, while the proclamation stresses the 
"established constitutional practice" of act- 
ing on the advice of the chief minister, it 
also reaffirms the rulers' right "to be con- 
sulted, the right to encourage, and the right 
to caution the government." 

More controversially, perhaps, the pro- 
clamation dwells on the rulers' right to en- 
gage in business. Here, what has hitherto 
been vague and undefined evolves into an 
agreed set of guidelines, whereby no ruler 





shall actively engage in business except 
through trusts. But the regent may, 
through nominees or trustees, engage in 
any commercial enterprise. Rather than 
limit business activities, the stipulation ap- 
pears to merely define the channels and 
methods which may be used. 

Sources close to one royal family say 
the proclamation was agreed upon only 
after certain passages were removed. "The 
document has been cut in such a way as to 
reflect merely what is already stated in the 
constitution." said one palace source. Even 





vague before has been resolved. Similarh 
the rulers feel that the spirit of the constitu 
tion and respect for the rulers has beer 
fully observed." 

But behind the tentative satisfactior 
expressed by Umno lies a question marl 
over the significance of the proclamation 
In the first place, none of the rulers actu 
ally signed it. Anwar said normal practice 
was followed by having the documen 
signed by the keeper of the rulers' seal. Yet 
up until the actual signing, Umno offic 
ials were talking about the rulers them 
selves putting their signature to the procla 
mation. 

Neither does the proclamation have any 
binding legal significance. This would lx 
difficult given the rulers' legal immunity 
"It is not a legal document," said Anwar 
“it is a declaration of constitutional princi- 
ples, a very serious document expressing 
commitments on the part of the rulers." Ir 
a separate statement accompanying the 
proclamation, the rulers described it as ar 
"extraordinary" clarification of their 
"position, status, powers and specia 
privileges." 

Some political analysts question 
why Umno chose to confront the 
rulers with their grievances in a way 
that seems to sidestep the opportu- 
nity for amending the federal consti- 
tution — which would be binding 
One hypothesis is that the ruler: 
themselves came up with the idea ol 
a written code of conduct, which 
Umno seized upon before realising 
the limited leverage this gave them 
under constitutional law. 

Umno is perhaps more relieved 
than satisfied with the way the mat- 
ter has been settled. For there are 
those in the Malay community whc 
have watched this public rift be- 
tween Umno and the Malay rulers 
with apprehension. This might ex- 
plain why one outstanding issue, the ques- 
tion of M$2.1 million (US$839,300) in im- 
port duties on a luxury car belonging to 
the sultan of Kelantan has now been mys- 
teriously "settled." 

Until late last month, the Finance Min- 
istry's stand was that the duty had to be 
paid. Kuala Lumpur sources say at least 
three’ prominent Malay businessmen fi- 
nally settled the account with the customs 
authority, to prevent the issue further sour- 
ing relations between Umno and the rul- 
ers. If true. the move mav have been in- 
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Ihe only 


ront-wheel drive 
luxury car 
with rear-wheel 
drive. 


Whether you're driving in morning 
mists or monsoon rains, the most important 
thing vou need on wet roads is control. 
And that's where Audi's drive systems 
come into their own. 

For us, there is nothing new about 
front-wheel drive. Audi invented it in 1931. 

In fact, the Audi 100 is the only luxury 
sedan in its class that comes with front- 
wheel drive. With the engine directly over 
the front wheels, skidding is reduced and 
vou have greater steering control. 

But Audi have taken this concept one 
step further. 

In 1980, Audi introduced Quattro, their 
legendary four-wheel-drive system, and 
nothing since has come to grips with road- 
handling quite so well. 

The Quattro system detects wheel 
slippage in 1/50th of a second and instantly 
transfers power to the wheels with the 
greatest traction. 

And, unlike other four-wheel drive 
systems, Quattro is engaged all the time. 
It constantly improves traction without 


sacrificing performance. 





Combined with the Anti-Lock Braking 


System (ABS) brakes — a standard feature 
on every Audi — front-wheel drive and four- 


wheel drive Quattro ocive von unsiurnassed 
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MALAYSIA 


Credibility gap 


Union issue mars image as Third World leader 


By Michael Vatikiotis in Kuala Lumpur 


M always had a tough time trying to 
form a national union. On the day 
workers at a Japanese-owned factory were 
to vote on a union, the management ar- 
ranged a picnic for them. At a meeting in 
another factory, the management locked 
union organisers in a room. A US com- 
pany, Harris Solid State, sidestepped a 
newly registered union formed in January 
1990 by winding up the company and re- 
forming as a new subsidiary — which did 
not re-hire the union members. 

The issue has plagued labour relations 
in Malaysia since the early 1970s, and 
reared its head again at the 79th annual 
meeting of the International Labour Or- 
ganisation (ILO) in Geneva last month. 

The 3-23 June meeting saw attempts to 
have Malaysia suspended from the ILO for 
failing to uphold ILO conventions on col- 
lective bargaining, which Malaysia ratified 
in 1961. The assault, led by the Interna- 
tional Metalworkers Federation — on be- 
half of Malaysian electronics workers — 
appeared to dent Malaysia's image as a 
champion of Third World issues. 

The Malaysian Government's position 
on the application of ILO conventions — as 
expressed last month in Geneva — is that 
"there should not be too much legalistic or 
technical approaches taken over the appli- 
cation of ratified [ILO] conventions in this 
era of increasing protectionism adopted by 
certain trade blocs, and that the attempt of 
developing countries to develop their 
economies and eradicate poverty should be 
looked at in a positive light." 

In the case of some 130,000 electronics 
workers who have yet to be permitted to 
form a national union, the government in- 
sists that this has not hindered agreements 
between workers and employers over com- 
petitive wages and benefits. The govern- 
ment also strenuously denies it has pre- 
vented the workers from organising. As 
proof, officials point to the establishment 


of eight in-house unions since the mid- 
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alaysia’s electronics workers have 


panies are the biggest players in the elec- 
tronics industry. Until recently, the indus- 
try absorbed 80% of Japanese investment 
in Malaysia. And Japanese companies, ac- 
customed to more pliant unions at home, 
are especially wary of Malaysian labour 
unions. 

But, as one analyst pointed out: “You 
cannot go around championing Third 
World issues and then deny the right [of] 
electronics workers to organise,” adding 
that this played into the hands of the 
North’s “exploitative” multinational corpo- 
rations dominating the Malaysian electron- 
ics sector. 

This irony was not lost on Third World 
delegates at the Geneva conference. Sev- 
eral workers’ representatives from deve- 
loping countries rejected Malaysia’s im- 





Electronics worker: can't find a union. 


plicit view that the “developing” status al- 
lowed countries to ignore workers’ rights. 

A representative from Uganda was dis- 
appointed by the Malaysian Government's 
stated position that limitations on workers’ 
rights were intended to promote invest- 
ment. From Ecuador came a similar criti- 
cism of the view that the implementation 
of ILO conventions should be based on pre- 
vailing political, economic and social con- 
ditions. Summing up, the ILO committee 


an tha anniicatan nf ctandarde read Mia- 
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ploy" to discredit the country in ord 
protect the interests of workers in ¢ 
countries. 

Prime Minister Datuk Seri Mah 
Mohamad backed this up by claimin; 
ILO was dominated by countries ol 


rich North who wanted to see M 


sia’s competitive edge eroded by hi 
wages. "That way people will not inv« 
Malaysia . . . that is what they want 
said. 

There have also been calls from 
ruling United Malays National Orga 
tion for action to be taken against ^ 
officials. Zainal, however, denies a 
against the national interest." Wher 
disagree with the government, it doe 
mean we are against the government 
said. 

Ironically though, Malaysia's union 
among the most organised and least 
tant of Southeast Asia's labour movem 
Despite stringent laws designed to lim 
scope for strike action, the leeway giv 
national labour unions in Malaysia is 
erous. ^We are much better off than r 
Asean countries, since the labour for 
protected by law and we have nat 
unions," says K. Sanmugan of the M 
sian Labour Organisation (MLO), w 
sees itself as an alternative to the MTU 

Zainal points out that in 15 year: 
country has experienced no nation’ 
strike. “We are not very militant, no 
gressive,” he says. Nonetheless, criti 
the MTUC point to its weak organis. 
and tendency to fall victim to dor 
political and communal interests. "It i 
very difficult to fault the MTUC, many 
officials are self-serving,” said a long: 
social commentator. 

The resurfacing of the electr 
workers's plight has revived talk of 
ernment moves to smother the MTL 
favour of the new and relatively tame 
Drawn mainly from the country’s w 
collar workers, the MLO was forme 
1989, Claiming a paid-up national n 
bership of some 120,000, the MLO reg 
itself as the wave of the future. “The u 
situation has to change because peop! 
more educated, and demand a more i 
lectual, professional approach,” 
Sanmugan. 

The MTUC sees the MLO as a tool c 
government. “They don't want the ? 
to be strong," says Zainal, who has 
political links with the opposition. He 
pects the government will exploit 
MTIIC'e actions at the Geneva meoetir 





16th Karmapa; the 17th Karmapa and the Dalai Lama: claims for control. 
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Ihe lama's legacy 


eking copes with a reborn Buadhist divine 


Nancy Nash in Hongkong 


' t has all the ingredients of a best-sell- 
ing mystery novel. A high-ranking Ti- 
. betan lama dies in exile and leaves be- 
id a detailed prediction about his rein- 
nation. Tibetans worry for more than a 
‘ade that godless Chinese communists 
l interfere in the search for a young boy 
the reincarnate successor of the lama — 
consolidate their hold on Tibet. In this 
igio-political contest, the Tibetan govern- 
nt-in-exile headed by the Dalai Lama is 
ed against Peking. The boy is found and 
ing approves the discovery, but the 
"stion remains: will he be kept under 
tnese communist control? 
On 27 June, the Chinese Government 
aounced that it had approved an eight- 
r-old “Living Buddha,” as the 17th 
mapa, or head of the Karma Kagyu, one 
Tibetan Buddhism's four main sects. It 
; the first time since 1959 — when there 
;» an abortive Tibetan revolt against the 
nese communists — that Peking had 
xle an endorsement of such significance 
Fibetan Buddhism. 


might interfere in the selection process. 
That did not happen. However, Peking's 
27 June announcement stressed that 
Karmapas had "constantly paid tribute to 
[Chinese] emperors of the Yuan (1271- 
1368), Ming (1368-1644) and Qing (1644- 
1911) dynasties and received imperial titles 
many times." 

A Tibetan in exile retorted: "It's a new 
claim of control, and just as phoney as the 
title Living Buddha, a Chinese invention 
we find irritating on two counts: it's incor- 
rect and is used sarcastically by avowed 
atheists." 

Robert Barnett, the London-based direc- 
tor of Tibet Information Network — an in- 
dependent monitoring organisation — 
added: "Dredging up the bestowing of im- 
perial titles is predictable, the assertion be- 
ing that anyone accepting gifts from the 
emperor belonged to the emperor. Tributes 
in fact went both ways and that was long 
ago. What is interesting about this sudden 
display of enthusiasm of Tibetan tradition 
is what wasn't stated." 

China is currently at pains to show a 
public face of tolerance of religious tradi- 
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is Dondrub and the wisdom is Lolaga.' 
This led searchers to Bakor in the Chamdt 
region of east Tibet, whose name is derive 
from a word for cow. Here they found i 
man with Dondrub in his name, a womatr 
called Lolaga and their son. 

But there were also occult disclosure 
and tests that could be interpreted and ap 
plied only by a handful of Karma Kagyt 
spiritual guides who were in exile abroad 
When it seemed certain that the right bo: 
had been identified, two of the representa 
tives entered Tibet and travelled to Bakor 
By the time China might have tried to med 
dle, the news of the discovery had beer 
spread by word of mouth all over Tibe 
and abroad. 

The 16th Karmapa was a highly charis 
matic figure and had a large followin; 
overseas. He fled Tibet in 1959 and estab 
lished his headquarters at Rumtek monas 
tery in neighbouring Sikkim, India, and fre 
quently visited Karma Kagyu centre 
round the world. On his last trip abroad i1 
1981 he visited the US, where he died o 
cancer in Chicago. 

The origin of Karma Kagyu has beei 
traced back to the first Indian religiou 
masters entering Tibet nearly 1,000 year 
ago, and the sect is also associated witl 
Tibet's best-loved poet-saint, Milarepa. | 
predates the Gelukpa, the traditional orde 
of both the Dalai and Panchen Lamas, b 
some 300 years. This, Barnett says, is an 
other reason why China, obsessed with cre 
ating new evidence of its ancient sover 







sor, but added the edict that lamas could 
only be born within Chinese territory," 
-Barnett said. "Now they've expanded 
[their claim]. Except for the new Karmapa, 
‘we're told, all reincarnated lamas installed 
“since 1959 are illegal because they have not 
en approved by Peking." 
. Muslims in Xinjiang, the Chinese prov- 
ince north of Tibet, are familiar with this 
-tactic. In 1990, Peking imposed its “Rules 
for the Appointment of Religious Profes- 
-sionals" to keep Xinjiang's militant mullahs 
in check. Thousands of imams were 
.Sacked. Tibetans fear that approving the 
‘Karmapa, who is still a child, may be a 
‘Chinese method of getting rid of the "ille- 
-gal" older lamas they see as troublemakers. 
But as Mao Zedong once complained to 
the Dalai Lama, the Tibetans are a very 
stubborn people. The 10th Panchen Lama, 
'second only to the Dalai Lama in Tibet's 
spiritual hierarchy, became a pawn in Chi- 
na's political games almost from the time 
of his birth and was under Peking's con- 
trol until he died at 51. Yet, just before his 
death, he denounced in a public speech the 
‘destruction China had wrought on Tibet. 
Kagyu representatives, have already 
notified adherents worldwide that the 
Dalai Lama made the final pronouncement 
‘on the validity of their choice of Karmapa. 
They also said they intended to educate 
the young Karmapa at Rumtek in Sikkim 
=~ à declaration that must have startled the 





they [Chinese leaders} rewrite TN their | V 
‘claims expand. When the Panchen Lama |- 
died in 1989, the Chinese announced as | 

-usual that they had to recognise a succes- | 


Chinese authorities. Confirmation from the | 
‘Dalai Lama came three weeks before com- | 
munist "approval" and independently of | 


; Panes endorsement. 

=>- Buddhism is not alone among the world 
faiths in recognising transmigration of 
‘souls. But the doctrine has an unique im- 
“pact on Tibetan culture and makes it ex- 
traordinarily cohesive. The major draw- 
"back, exacerbated in today's fast moving 
‘world, is the time gap between a leader's 
.death, the recognised rebirth and the suc- 
'cessor's attainment of maturity. 

The Dalai Lama, the highest in Tibet's 
-religio-political hierarchy, faces this prob- 
lem squarely. To the dismay of some of his 
followers, he is studying other forms of 
political succession with a view to helping 
his people regain control of their home- 
Jand. This would not mean diminishing the 
importance of rebirth in the Tibetan Bud- 
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Party plenum dominated by concerns over Chine 


ietnam’ s ruling central committee, 
alarmed by a recent Chinese deci- 
sion to grant a US company the 
right to explore for oil in an area of the 
South China Sea that Hanoi says lies within 
Vietnam's continental shelf, has reopened 
a debate on whether China remains a long- 
term threat to the country’s security. 
Meeting in its third plenum from 18-29 
June, the central committee also discussed 
“the renewal and readjustment of the 
party,” according to a communique re- 
leased at the end of the session. Vietnam- 
ese and foreign observers say this refers to 
the recognition among some leaders that 
the party needs to be radically overhauled 
to meet a series of crises, including declin- 
ing discipline among many officials and 
difficulties in recruiting new members. 
But it was the dispute over China’s uni- 
lateral decision to grant Colorado-based 
Crestone Energy Corp. the right to look for 
oil within Hanoi's declared 320-km conti- 
nental shelf that dominated the plenum. 
The issue was raised by Vietnam’s Premier 
Vo Van Kiet in late May, when he wrote to 
Chinese Premier Li Peng to protest against 
the Crestone deal. 
Vietnamese sources say Li responded 
on 25 June by offering to hold technical 
talks to discuss their territorial disputes, 





while at the same time complaining 
countries were violating China's off: 
holdings. 

Vietnamese observers interpreted 
as a reaffirmation by Peking tha 
opratly Islands — a potentially oii 
archipelago also contested by Brunei, 
laysia, the Philippines and Taiwan — 
the nearby oil exploration conce: 
granted to the US firm, belonged to C 

Vietnamese officials reported tha 
central committee plenum was unat 
agree whether to classify China as h: 
"expansionist" designs in the re; 
“Older party officials argued that C 
has continued on the road to socialisi 
we should make allies with the Ch 
and ignore small conflicts," one of 
said. "But younger leaders said Chin; 
adopted a two-faced policy towards 
nam and is using socialism as rope - 
Vietnam's hands." 

Despite these differences, officials 
the plenum agreed to a call from mil 
representatives for funds to buy amn 
tion for the cash-starved armed fc 
Other Vietnamese observers also sak 
appointment of the head of the ar 
political department, Lieut-Gen. Le 
Phieu, to the central committee's secre 
— which runs party affairs on a de 
day basis - — should be end disi as 





' conflict." 

Over the past five years, Hanoi 
s demobilised roughly half of its 
mer 1.2 million-strong army. Fur- 
r, the abrupt loss of aid from the 
mer Soviet Union has made it dif- 
ult for the military to maintain its 
rentory of Soviet-supplied aircraft, 
iks and warships. Vietnam's navy, 
‘example, consists of a handful of 
aing Soviet and US-built frigates 
d patrol boats and is in no posi- 
n to seriously challenge the pow- 
ul Chinese fleet. 

Disagreements between Vietnam 
d China over their land border 
ve also resurfaced, despite efforts 
heal a 13-year rift stemming from 
ina's attack on its southern neigh- 
ur in 1979. Le Minh Nghia, chair- 
in of Vietnam's Continental Shelf 
mmittee, says China currently occupies 
small areas totalling some 8,000 ha along 
' border that Hanoi considers to be Viet- 
mese territory. Shooting was reported in 
ty between the two sides not far from 
' Friendship Pass crossing point, where 
according to Vietnamese officials — Chi- 
se forces moved a border marker 400 m 
o Vietnam. 

These incidents have come at a time 
ien Sino-Vietnamese relations appeared 
»e improving following last November's 
nmit in Peking between the two coun- 
's' party and government leaders. Since 
vember, both sides have reopened nu- 
rous official border trading points and 
ned agreements normalising air, sea, rail 
1 telecommunications links. 

A further indication of Hanoi's sense of 
ng besieged was apparent in the ple- 
n communique, with the central com- 


workers enter Japan on tourist or stu- 
at visas, and about 60% of these remain 
apan after their visas have : 
Until the mid-1980s, most of the ille- 
workers apprehended in Japan were 
men, many of whom were employed 
‘bar hostesses and prostitutes. Since 
I5, however, the number of male illegal 
ikers has mushroomed. By 1990, over 
É of all illegal immigration cases in- 
wed men, mostly employed in con- 
EA n and lower-end factory jobs. 
industry groups and some gov- 
iment agencies have until recently re- 





Plenum backs cash-starved military. 


mittee calling on the country's security 
forces to "remain highly vigilant to firmly 
put to failure all schemes and acts of peace- 
ful evolution." These are Hanoi's code- 
words for alleged US intervention in over- 
throwing the Soviet and Eastern European 
communist parties. 

The central committee also acknow- 
ledged that the party faced domestic 
threats. "The Soviet party collapsed be- 
cause of the great distance between the 
party and ordinary people," one party 
source said. "So we need to renew our 
party and try to bring it closer to the peo- 

le." 
á However, Vietnamese and foreign ob- 
servers say spreading corruption, nepotism 
and abuse of power by officials is causing 
the party to become increasingly isolated 
from the general population. Nhan Dan, the 
party daily, reported in May that the party 


der. Illegal aliens have been blamed for 
contributing to a recent increase in crime 


in Jape cities, an impression that is 
bolstered by the extensive Japanese news. 


coverage of any criminal incident involv- 
ing forei 

As a result, however, the growing 
numbers of foreign workers in Japan have 
been left without effective legal protec- 
tion and highly vulnerable to exploitation 
by employers and others. 

The new LDP vocational training 


Scheme is modelled in part on a system 


adopted in Singapore several years ago, a 


faced difficulties recruiting new 
members since the collapse of socia: 
ism in the Soviet Union. It cited th 
example of the northern coasta 
province of Thai Binh, where onl 
906 young people joined the part 
last year, down from 1,700 in 1989, 

In apparent recognition of thes 
problems, the plenum communiqu: 
called party reform and reorganisa 
tion "the most important task of de 
cisive significance for the revolu 
tion." 

A few days later, the party dail 
said renewing the party would in 
clude "purifying the party contin 
gent" and overcoming "all manifes 
tations of indiscipline, arbitrarines 
and autocracy in the party." 

The party will also step up ef 
forts to rewrite its ideology, whicl 
has been outdated by moves toward a free 
market economy. "We have to renew ou 
concept of socialism," says Dang Xuan Ky 
a central committee member and directo 
of Hanoi's Marxist-Leninist Institute. 

But he also admitted that most Viet 
namese were far more concerned abou 
the economy than communist ideology. “1 
the economy doesn't improve and thi 
living standards of the people get worse 
then we will not be able to carry out ou 
goals," he said. "So the party must exert al 
of our efforts to improving the econom 
first." 

Ky said that party chief Do Muoi hac 
been asked to lead the effort to reform thi 
party. He will be assisted by Nguyen Du 
Binh, a politburo member and conserva 
tive former director of the party's Nguyer 
Ai Quoc Institute who was named to joii 
the secretariat during the plenum. i 
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Although illegal workers are open to 
exploitation under the present system, a- 
large portion of the market is highly or- 
ganised. Overseas brokers, generally for- - 
eign nationals, recruit the workers, facili- 
tate visas and arrange transport to Japan. 
After the worker arrives, a second tier of 
Japanese brokers jobs and some- | 
times housing, often contracting with 
Japanese companies to supply a 
Tether at DONO 

Some operations are in effect sophisti- 
cated labour agencies. "I'll only work for. 
three months, until my tourist visa runs 









ong arm of the law 


Fundamentalist leader to face trial 


olitics is the art of compromise in 
" most countries. In Bangladesh it is 
usually one of contention. In a rare 
exception to the local rule, two major par- 
ties have hammered out a deal to end a 
two-week-long opposition boycott of par- 
liament and proceed with the business of 
passing the fiscal budget during the cur- 
rent session. 

The immediate reason for the boycott 
arose out of — among other things — dif- 
ferences over who should be tried for what 
crime. Not that the law of the land is un- 
clear on the issue, but politics interfered. 
The Byzantine controversy centred on 
Golam Azam, the leader of the fundamen- 
talist Jamaat-e-Islami party, the fourth-larg- 
est group in parliament. 

The opposition, led by the Awami 
League, has been pressing for Azam’s trial 
for crimes against the country. He and his 
party had opposed the independence of 
Bangladesh during the 1971 war of libera- 
tion and had sided with the then Pakistani 
regime. Azam fled to Pakistan in late 1971 
and his citizenship was annulled by Dhaka 
in 1973. By 1977, after several army coups, 
a military regime took power in Dhaka and 
Azam was allowed to return under a Paki- 
stani passport — mainly due to fundamen- 
talist pressure from Middle Eastern coun- 
tries. Successive military-led regimes ig- 
nored the fact that Azam had become de 
facto leader of his party. 

. In the February 1991 general elections, 
which brought the Bangladesh Nationalist 
Party (BNP) to power, the Jamaat made a 
return to the political mainstream by win- 
ning 18 seats in parliament. The Jamaat 
sided with the BNP in filling 30 seats re- 
served for women and chosen by the sit- 
ting parliament. This alliance gave the BNP 
the absolute majority in the 330-member 
parliament which it had failed to secure in 
the elections. Emboldened by its success, 
the Jamaat formally elected Azam as party 
chairman early this year — and reignited 
popular agitation against him. 
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into their own hands. 
The government's move handed the 
Awami League a chance to exploit popular 


-anti-Azam sentiment and embarrass the 


BNP. So it announced the boycott of the 
parliament's budget session. Meanwhile, 
the Jatiya Party (JP), founded by ousted 
president H. M. Ershad, had decided to 
boycott the parliament for its own reasons. 
Although a popular people's movement 
toppled Ershad in December 1990 and led 
to the general elections three months later, 
his party still won 35 seats, making it the 
third-largest party in parliament. Ershad 
has been jailed for corruption and misuse 
of power, but his followers have been de- 
manding his release and used the budget 





session to boycott parliament. 

By the end of June the besieged 
government was forced to seek a com 
mise. Under the deal with the Aw 
League and other smaller parties, the 
agreed to try Azam "as per the cons 
tion and the law of the land." It also v 
drew the cases against the 24 sponso: 
the people's court. While the Aw 
League and its allies returned to pe 
ment, the JP decided to continue its bo 
as there is no chance of Ershad's relea: 
there are still several court cases pen 
against him. On its part, the Jamaat 
cided to follow the Jp. 

Awami League chief Sheikh Ha 
hailed the deal as a “victory of the 
ple.” But the BNP put on a brave face, 
ing it did not mark any “fundame 
shift” in government policy. Both rem 
appear to be partially correct. Azam 
be tried in due course, but not by a spr 
special tribunal as demanded by the o 
sition. Instead, his case will make its 
through the glacially slow, normal juc 
channels. 
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OSS of i innocence 


Power struggle among dissidents leads to murder 


In February this year, The Nation, a newspaper published from Bang- 


kok, reported that dis 
camp in northern Bur 
after accusing them of 
ent Bertil Lintner has tr 
ince, across the borde 
and interviewed both som 
and their executioners. He 


; 6 ill the beast! Cut his throat! 
Ki Spill his blood!” shouted Piggy 
and Ralph in William Gold- 
ing’ s novel Lord of the Flies. The book 
traces a fight for survival that provokes the 
worst aspects of human nature — ranging 
from envy and vicious struggles for supre- 
‘macy to outright cruelty and murder — 
among a group of initially innocent young 
boys stranded on an uninhabited island. 
What happened on Golding's fic- 
tional Pacific island has been re- 
peated in reality in the cold, barren 
hills of northern Burma. On the af- 
ternoon of 12 February this year, 15 
alleged government spies were ex- 
ecuted at a dissident student camp 
near Pa Jau in Kachin State. With 
‘their hands and feet shackled, the 
accused were brought to a field in 
the camp, its 30-40 inhabitants hav- 
ing been ordered to watch the spec- 
tacle. The first five prisoners were 
-told to lie down. A young man came 
forward with a sword, decapitated 
them and held up their severed 
«heads to the other students — and 
_to the prisoners awaiting their turn 
o die. The remaining 10 men were 
hen unceremoniously shot. 
: Among those beheaded was Tun 
‘Aung Gyaw, the 30-year-old chair- 
-man of the northern section of the 
^ All-Burma Students Democratic 
Front (ABSDF). As a student at the 
‘government-run Technical Institute in 








ent Burmese students at a remote rebel 
ad executed 15 of their own members 
j government spies. REVIEW correspond- 

i several times to China’s Yunnan prov- 

m the student camps, where he had met 

of the alleged spies who were later killed 


he story further by visiting 
Jast month. 





boys, who linked up with the Kachin Inde- 
pendence Army (KIA), the main ethnic 
rebel group in the north. The KIA taught 
the students the rudiments of guerilla war- 
fare and soon many of them were taking 
part in raids on government positions in 
the northern hills. 

A much larger exodus took place in the 
south, to areas controlled by Karen and 
Mon rebels along the Thai border. In Oc- 
tober 1988, thousands of students and 
other pro-democracy activists were camp- 


Execution in the hills 





ing in the hills near the Three Pagodas Pass 


Mee Mee, a 19-year-old university stu 
from Rangoon, told me at the time: 
have to fight. The junta promises de 
cracy and general elections even i 
shoots down scores of students and ar 
our comrades in Rangoon. We have to 
ourselves and fight back. I’m not afra 
die.” 

On the border, memories of the le 
dary anti-Japanese struggle in the 1 
lingered. There were also many 
“Aung Sans" — the national hero wh 
the movement for independence ag, 
the British 50 years ago —- who drea 
of setting up their own armies of free 
fighters. But this “second struggle fo 
dependence,” as Aung San's daug 
Aung San Suu Kyi, had once termec 
pro-democracy movement in a speec 
Rangoon in August 1988, lacked ex 
ence as well as cohesiveness. 

The harsh realities of life in the jt 
bore little resemblance to the tales to 
the cities. The immediate concerns of 
of the mainly urban-raised students 
sickness and malnutrition. Some die 
malaria shortly after arriving in the ju 
while others suffered skin diseases, 
infections and dysentery during their 
and hazardous treks from the towns 
cities of the central plains to the gue 
controlled frontier areas. 

Obtaining food, a problem since 
left the towns, became a laborious a 
survival in the hard-scrabble 
along the frontier. The students 
found themselves eating snake: 
ards, dogs and whatever else 
could forage in their new surro 
ings. 

By the end of 1988, hundre 
the would-be fighters had gone 
to Rangoon, Moulmein, Tour 
Taunggyi and Mandalay, or v 
ever they had come from. O 
drifted into Thailand, where 1 
than 1,000 applied for refugee s 
with the UN High Commission 
Refugees (UNHCR). Some man 
to find odd jobs at construction 
in the border towns, or ended 1 
Bangkok’s myriad sweat sł 
Most simply became disillusi 
and passive when their initial : 
had worn off. 

Among the determined few 
remained in the jungle, how 
another problem rapidly eme 
leadership. Some of those whc 
been activists before they fled to the jt 
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e alleged spies await their ‘trials’ before execution. 


ackle noodle shop in the centre of town, 
companied by a group of other young 
Ón. Two were introduced to me as his 
dyguards and a third as his “main intel- 
ence officer." 
Tun Aung Gyaw wore a black leather 
ket and steel-rimmed sun-glasses. He 
lered one of his aides to produce a stack 
colour photographs from his bag. “This 
ne," he said proudly, pointing at a man 
a crisp, olive-green uniform with a pis- 
in a gleaming leather holster at his hip. 
also sported a red beret and the obliga- 
y sun-glasses. Other pictures showed 
iilarly attired former students, posing 
^ AK47 assault rifles and rocket launch- 


| tried to ask them about the latest news 
but the movement in Kachin State. In- 
id of an answer, they handed me a 
sette tape of revolutionary music. “Give 
s to the BBC and All-India Radio," they 
manded. I told them I was in no position 
lo so and that, in any case, | doubted 
sether these radio stations would be in- 
"sted in broadcasting their recordings. 
"y seemed more surprised than disap- 
inted. 
9 was the first foreign correspondent 
w had met. Isolated in Burma's northern 
5, far away from the Bangkok press 
5s, international refugee agencies and 
wities who frequently visited the ABSDF 
tps along the Thai border in the south, 
w appeared to have little or no notion of 
ents in the outside world. 
again met some northern ABSDF lead- 
in Ruili, another Chinese border town 
‘unnan, in January this vear. What had 
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also wore a leather jacket and sported sun- 
glasses. 

I was told the supposed plot was un- 
covered in August 1991 when the Chinese 
police in Yingjiang, across the border from 
Pa Jau, arrested 10 young Burmese armed 
with pistols and grenades. They were sent 
to Pa Jau, and the witch-hunt began. The 
arrested “confessed” to being armed in or- 
der to assassinate the northern ABSDF lead- 
ership, and revealed the names of other 
“accomplices.” By November, 80 out of the 
northern ABSDF's total of 800 students had 
been arrested by their 
peers. Out of 19 central 
committee members, 
nine were in chains. 

A video tape later 
released by the ABSDF 
shows the accused be- 
ing brought to “justice.” 
A row of uniformed 
young men are seated 
at a wooden table, look- 
ing more like mediae- 
val inquisitors than the 
pro-democracy activists 
they purport to be. One 
of them took down 
notes in a ledger as the 
accused admitted to 
their supposed crimes. 
They all admitted to be- 
ing junior officers in 
Burma's feared Military 
Intelligence (MI) secret 
police. They all said 
they had been sent to 
conspire against the pro-democracy move- 
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ABSDF leader: guardian of ‘justice.’ 


gether without blankets on the earthe 
floor. Pa Jau is bitterly cold at night, whic 
| recall from my own time there in Apri 
October 1986. "At one stage, when the pri: 
oners tried to wave signals to each othe 
one of their captors singled out a few o 
fenders and chopped off their hands as 
warning," a Western visitor recently in P 
Jau recounts. 

While some of the arrested may hav 
been government informers — most resis! 
ance groups in Burma are believed to b 
heavily infiltrated by MI agents — outsider 
have pointed out that 10% of an entire oi 
ganisation seems an unbelievable figure. 

One of the alleged spies, Kyaw Nain 
Oo, was a National League for Democrac 
organiser in Tharrawaddy, souther 
Burma, before he fled to the north. “H 
was well-known in town. Aung San Su 
Kyi herself stayed in his house when sh 
travelled through Tharrawaddy. | don 
believe he was a spy," a source who knev 
Kyaw Naing Oo well said. 

The SLORC did not miss the opportunit 
to take political advantage of the execu 
tions. Somehow, 55 of the 65 survivor 
managed to escape in May. One died o 
the way, but the rest returned to Rangoo: 
via China. Appearing at a press conferenc 
in Rangoon on 3 June, they related thei 
stories. 

However, instead of presenting a fac 
tual account of the savagery in the nortl 
which would have bee 
more than enough t 
discredit the move 
ment, the militar 
staged a crude prope 
ganda show which wa 
no more convincin; 
than the video-tape: 
"confessions." Th 
press briefing ende 
with a personal attac 
on the Bangkok re 
porter who first brok 
the news in February c 
the gruesome events i: 
Kachin State. Probabl 
the only true line in th 
official Working People' 
Daily's account of th 
events was that the kil 
ings were an outcom 
of factionalism am 
power struggles withi 
the ABSDF rather tha 
an MI conspiracy. 
were executed on Bur 
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The 15 "spies" 
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THE 5TH COLUMN 


Monarchs and men 


ing Bhumibol Adulyadej of Thai- 
land has twice deftly forced com- 
promise to defuse crises in the 
wake of the March general elec- 
tions. First, he brought together the two 
opposing leaders, one of whom had been 
arrested by the other. The 20 May meeting, 
broadcast on national television, showed 
then prime minister Suchinda Kraprayoon 
and opposition leader Chamlong Srimuang 
kneeling before the king, in accordance 
with Thai protocol. By his very presence, 
the monarch sought and achieved a com- 
promise, defusing the violent confrontation 
in the streets following Suchinda's appoint- 
ment as premier. 

On 10 June, the king appointed a civil- 
ian (Anand Panyarachun) as interim prime 
minister, though an elected former military 
official had been expected to be picked. The 
king thus assuaged public concern over the 
military wielding power through either an 
elected or unelected head of government. 
While this did not resolve the fundamental 
issue of the political power of the Thai mili- 
tary, it did avert bloodshed and another 
potential political crisis, and was a victory 
for the Thai civilian political process. 

The Thai king has played the role of the 
moral arbiter many times in the past. Thai- 
land is fortunate. The king is not only the 
head of state, but also revered as the sym- 
bol of national unity and defender of the 
Buddhist religion. And he has remained 
above politics. He has been able to com- 
mand the loyalty of the elite and the peo- 
ple as a whole. It is true that this role has 
been consciously fostered for decades by 
the Thai elite, but as a means to national 
unity, it is remarkably effective. Political 
legitimacy or the exercise of power is de- 
pendent on ratification of that role by the 
monarch. How much that role resides in 
this particular king or in the position of 
any Thai monarch is a critical question for 
the future. 

But what happens in countries that 
have no equivalent moral and political 
force, and no unifying presence nor ideol- 
ogy? What, in other words, makes a state 
into a nation? What person or institution 





By David Steinberg 


the judiciary has been a close appendage 
of the government and does not even have 
that limited moral authority. 

Religious leaders should be more 
acceptable. Yet, in Thailand, even the 
supreme patriarch of Buddhism does not 
have the authority of the king. In the Phi- 
lippines, the involvement of the Catholic 
Church in politics, for both better and 
worse on different occasions, has dimin- 
ished its temporal authority and limited its 
effectiveness as arbiter. Islamic clerics out- 
side of the Middle East do not seem to have 
the necessary authority. 

Gone too are the secular leaders who 

brought independence to their countries 
and on whom the masses 
might have relied in such 
a crisis. The cachet they — — 
garnered as independ- 
ence fighters (for exam- 
ple, Aung San, Sukarno, 
Ho Chi Minh and Gan- 
dhi) or as revolutionaries 
(Mao) ended with their 
deaths or the diminution 
of respect in the light of 
post-independence cri- 
ses. 

How, then, are con- 
frontations in other states 
adjudicated? What indi- 
vidual or institution 
stands above partisan- 
ship in politics? Who will 
the military respect and 
the opposition or ethnic 
minorities trust? The lack 
of an accepted symbol of 
authority and respect ex- 
acerbates the crises in 
some other Asian states. 

Burma is a case in 


Thé Ning elope in. 





The lack of an 
accepted 


Burma lacks all of the above. Ma: 
the Burmese Buddhist clergy have 
engaged in politics, beginning in the 
colonial struggle which they actuall: 
for a period. They are widely respect 
a group, but no single individual tc 
above the society to command com 
moral acceptance. There is no religio 
secular Burmese figure in whom abs 
trust and respect resides. 

There are no institutions that are y 
cally untainted or above power. The 
mese presidency, whether held by civ 
or military leaders, was symbolic or 
the external world. It had little inflt 
internally, except when held by mi 
strongman Ne Wir 
had the power but le 
the moral authority 
was feared rather 
trusted. 

In Thailand the k 
the symbol of nat 
unity. Burma lacks 
a symbol. In Burma’ 
of civilian rule, fo 
prime minister U 
tried to use Budd 
for this purpose, but 
limited results. The 
tary in 1962-88 tried 
Burmese way to s 
ism" as a secular m 
to rally the state an 
a national ideology 
eptly managed, it f 
and was discred 
Since 1988, the ri 
State Law and O 
Restoration Counci 
tried to use the a1 
forces as such a sy 
and Burmese culture 


point. It shares a com- ec | ? means. They have 
mon Buddhist tradition exacerbates succeeded. Whethe 
as well as a long and the CTISIS in donesia will suc 
porous border with Thai- f with its pancasila i 
land. Some ethnic groups Burma ogy as a unifying fo 


straddle the frontier. The 
military establishments 
of the two countries have 


an unanswered que: 
In a broad sense 
tragedy of Burma in 


‘or more than a century and a half, Patek Philippe has been known a 
he finest watch in the world. The reason is very simple. It is made 

lifferently. It is made using skills and techniques that others have lost 
Tr forgotte ‘n. It is made with attention to detail very few people would 


iotice. It is made. we have to admit. with a total disregard for time. If 
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a particular Patek Philippe 
movement requires four 
vears of continuous work to 
bring to absolute perfection. 
we will take four vears. The 
result will be a watch that 
is unlike any other. A watch 
that convevs quality from 
first glance and first touch. 
A watch with a distinetion: 
generation after generation 
it has been worn. loved and 
collected by those who are 
very difficult to please: 
those who will only accept 
the best. For the day that 
vou take delivery of your 
Patek Philippe, you will have 
acquired the best. Your watcl 
will be a masterpiece. quieth 
reflecting vour own values. 
A watch that was made to 
be treasured. 
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Clouded vision 


Agency divisions hamper intelligence effort 





By Tai Ming Cheung and 


hen a Japanese defence planner 
W wanted to find out about Middle 

East troop deployments at the 
height of the Gulf War, he called a friend 
working in military intelligence. When the 
fax arrived, he was surprised that the in- 
formation came from a Japanese trading 
company: the country's defence intelli- 
gence establishment simply did not have 
the resources to collect such data. 

This was not an isolated incident. Ja- 
pan's civilian and military intelligence 
agencies have performed poorly in a 
series of recent international crises, 
notably in detecting North Korea's 
nuclear weapons programme and 
the August 1991 coup in Moscow. 
At the time of the coup attempt, for 
example, the then prime minister 
Toshiki Kaifu was apparently unsure 
what was happening until after the 
key conspirators had been arrested. 
An official statement issued hours 
after many Western leaders had con- 
demned the coup merely described 
the situation in Moscow as "abnor- 
mal." Tokyo did not unambiguously 
come out against the coup until the 
early hours of 22 August when the 
issue was no longer in doubt. 

Other weaknesses were revealed 
during the Gulf War. For example, 
though the Japanese Embassy in Te- 
heran produced the first reports that 
Iraq had flown many of its fighter 
aircraft to Iran, the information failed 
to reach senior government officials, 
according to the Asahi Shimbun 
newspaper. 

However, with the country’s 
armed forces preparing to undertake a 
wider regional role and the perceived 
threats to Japan's security in the post-Cold 
War era becoming more complex, there are 
now urgent moves to substantially im- 
prove intelligence collection and analysis. 

Military intelligence is currently under- 
taken by several organisations who com- 


This organisation will be housed in the 
Defence Agency's new headquarters, to be 
built on the site of the former Imperial Ar- 
my's High Command in Ichigaya near cen- 
tral Tokyo. But as construction has yet to 
begin, the existing intelligence apparatus 
will remain in place for several more years. 

Although there is consensus within the 
intelligence community that reforms are 
badly needed, some analysts question 
whether consolidating operations into one 
organisation is the best solution. "Compe- 
tition is healthy for an intelligence system. 
Policymakers should ... have access to a 
plurality of views in order to make the best 





Intelligence support for armed forces is essential. 


decisions," one intelligence official said. 
There is also a heated debate between 
military officers and civilian bureaucrats in 
the Defence Agency over who should head 
this new agency, analysts say. The military 
insists they should be in charge as most of 
the organisation's assets will come from the 
armed forces, while civil servants argue the 


in Roppongi. The head of the divi 
Iwao Kitahara, a civilian, says his 
concerns are the military situation ii 
former Soviet Union and North Kc 
efforts to build nuclear weapons. 

Among the uniformed services 
army has the largest number of anc 
and assets devoted to intelligence wor 
primary focus is on collecting tactic 
formation to help military planners 
field commanders prepare for war-fig) 
contingencies. This effort has long bee 
cused primarily on Soviet/Russiar 
East military deployments, which J 
sees as the most dangerous potential t 
to the country’s security. 

Most of the information comes froi 
tercepting electronic communications 
fic. The army operates a chain of sign. 
telligence stations that stretch | 
Hokkaido in northern Japan to the Ry 
archipelago near Taiwan. These faci 
are supplemented by warships and aii 
from the other services, which are at 
eavesdrop much further afield. 

The military has several oth 
formation sources. Political-mil 
information is provided by 3 
fence attaches in Japanese emba 
abroad. Reflecting the tight gri 
Foreign Ministry maintains ove 
Defence Agency, however, th 
taches are not permitted to liais 
rectly with the agency but ha: 
route all their communicat 
through the ministry. 

The Foreign Ministry, which 
lysts say is seeking to become 
country's premier intelligenc 
ganisation, is currently expan 
its own information collection 
analysis capabilities. This, in 
has rankled some officials in the 
but influential Cabinet Intellig 
Research Office (CIRO), who be 
their own organisation shoul 
strengthened. 

The Foreign Ministry's in 
gence gathering functions are | 
ently handled by the Inform: 
Analysis, Research and Plan 
Bureau (IARPB). Next year, this 
reau will be split into an Internatione 
formation Bureau and a Compreher 
Policy Planning Bureau. In line witl 
pansion, the 60 or so full-time staff 
engaged in information collection 
analysis is expected to at least double. 
ministry also plans to appoint about 10 
ior analvsts who would specialise in i: 


3girTv 031 





mal Trade and Investment and the Na- UNITED 


mal Police Agency — are involved in 


ithering and analysing specialist informa- _ 


Pressure points 


n, the CIRO is the country's only other 
»dicated civilian intelligence organisation. 
owever, only a third of its 120 staff are 
signed to international affairs, and about 
ilf its complement are on temporary as- 
gnment from other agencies. The current 
ad, Yuji Morita, is from the National Po- 
€ Agency while his deputy, Yuji Ikeda, is 
om the Foreign Ministry. 

CIRO provides weekly briefings to the 
ime minister and other cabinet officials 
- Which gives it considerable influence — 
id organises ad hoc inter-agency meet- 
gs to examine specific domestic and in- 
rnational issues. With no overseas staff 
x any independent information gather- 
g capabilities, CIRO mainly relies on the 
reign Ministry for data. 

The Japanese business community is 
iother useful source of military and po- 
ical intelligence. Information from trad- 
g houses, whose research departments 
id overseas offices often overshadow of- 
ial intelligence agencies, feature heavily 
embassy cables to Tokyo. Some military 
servers even maintain that service intel- 
sence officers are sometimes attached to 
mpanies in order to collect information. 


Unsurprisingly, Foreign Ministry and | 


3O officials are sensitive to questions 


out cooperation with overseas Japanese | 


mpanies. "Perhaps there is some infor- 
al sharing of information at the embassy 
d consulate level,” a CIRO official con- 
led, "but not us. The Japanese Govern- 
‘nt doesn't depend on trading compa- 
"s for information.” 


The most important military intelli- | 


ice, however, comes from the US. Much 
this originates directly from operations 

intelligence agencies conduct from Ja- 
n. Organisations such as the National 
"urity Agency, CIA and US air force have 
vensive facilities in Japan to monitor mili- 
w and other activities by countries such 
sthe former Soviet Union, North Korea 
4 China. 

The US-supplied information is so 








Whly prized that the Defence Agency of- — 


does not pass it on to other ministries 
»o might have a "need to know." This 
lerscores an intelligence process where 
mpetition rather than cooperation is the 
m," a military analyst said. "Intelligence 
valuable commodity that is traded as 
sateral in the turf wars fought between 
maistries.” 





STATES 


Presidential candidate Clinton begins to worry Asia 


By Susumu Awanohara in Washington 
ith the Democratic Party's na- 
tional convention scheduled to 


\ begin on 13 July, Asian obser- 


vers are becoming increasingly concerned 
by statements on tax and the role of for- 
eign lobbyists made by Arkansas Gover- 
nor Bill Clinton, the party’s presidential 
contender. 

Clinton has recently bounced back from 
third place in polls conducted during May 
and early June, overtaking his contenders 
in some cases. He has been helped not only 
by persistently disappointing economic in- 
dicators, which have hurt the Republican 
incumbent George Bush, and unflattering 
revelations about independent contender 
Ross Perot's character, but also by the re- 





Clinton wants to tax Japanese companies. 


lease of his detailed economic strategy. 

Clinton’s “National Economic Strategy 
for America,” unveiled last month, con- 
tains radical proposals to step up tax col- 
lection from foreign companies and restrict 
foreign lobbying in Washington. Foreign 
companies, particularly Japanese ones, 
have paid minimal tax in the US and are 
increasingly under attack for underpay- 
ment, supposedly reducing US income 
throuch transfer nricine 





tax laws to their advantage,” according | 
his strategy. To finance new industrial an 
educational programmes to “rebuil 
America,” Clinton proposes savings - 
through spending cuts and enhanced re 
enues — in the national budget, rangir 
from US$57.8 billion in 1993 to US$89.4 bi 
lion in 1996. Elimination of tax avoidan« 
by foreigners is expected to contribu! 
large and increasing amounts to these sa’ 
ings, starting at US$9 billion in 1993 an 
reaching US$13.5 billion in 1996. 

On lobbyists, Clinton says: "I will n 
quire senior officials to pledge never to bi 
come registered agents of any foreign go 
ernment. I will then challenge members « 
Congress to do the same." He will refor 
the office of the US Trade Representativ 
banning trade negotiators from cashing i 
on their positions by later serving as repn 
sentatives of foreign governments or con 
panies. 

"We must transform this office into 
corps of trade experts whose primary ail 
is to serve their country, not sell out fe 
lucrative lobbying paychecks from foreig 
competitors," Clinton says. 

Clinton promises to open foreign ma 
kets to US goods and services and urg 
trading partners to abandon subsidies. H 
administration will pass "a stronger an 
sharper" Super 301 trade bill than the or 
that lapsed in 1990. Unlike Perot, Clinton 
in favour of a free trade agreement wit 
Mexico, but now emphasises provisions | 
protect workers’ basic rights and raise e1 
vironmental standards in Mexico to pn 
vent an exodus of jobs over the souther 
border. 

The Japanese are naturally worried thi 
Clinton has apparently had to adopt tk 
tough views on Japan of the Democrat 
Party leadership to win its support. Bi 
some Japanese are still counting on Clinto 
to be moderate and sensible. They wei 
heartened by his characterisation of the Ut 
Japan relationship as "perhaps our mo 
important" in a recent interview with tk 
New York Times. Clinton told the newspi 
per that he wanted the relationship to wor 


and “in order for it ta wark hoth narte 
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Traveller s Tales 


ne White House aide described 
the mid-June Earth Summit in Rio 
as a circus. He was being nasty, 
but he wasn't exactly wrong ei- 
‘ther. If a circus is a big tent of the unusual 
and hard-to-believe, the summit qualified. 

In fact, there were two summits and 
they both qualified. The official proceed- 
ings — known as the UN Conference on 
Environment and Development (Unced) 
— attracted some 10,000 delegates from 
178 nations to a massive conference centre 
south of Rio, the beaches of Brazil comfort- 
ably out of sight. On the other side of Rio 
was the Global Forum, a carnival-like col- 
lection of environmentalists, community 
groups, artists, preachers and activists of 
every stripe, from every corner of the 
globe. 

Unced may have disappoint- 
ed some, but it rarely lacked for 
colour. The conference was sup- 
posed to be a convergence of 
world leaders agreeing to put 
global environmental problems 
ahead of purely national con- 
cerns. 

Instead, Unced was long on 
finger-pointing and short on 
agreement as to what ails 
Mother Nature and who is re- 
sponsible for fixing what is 
wrong. Rich and poor nations, 
not surprisingly, have different 
views on this matter. About the 
only thing that was surprising 
was that so many people seemed 
genuinely perplexed that such differences 
exist. At times, talking to delegates from 
developed and developing nations before 
and during Unced left the eerie feeling that 
the two sides had been invited to different 
conferences. 

I share the feelings of many that Unced, 
despite and maybe because of all the rheto- 
ric, was worthwhile in that everyone's 
views on the environment have been 
placed on the same table. But I couldn't 
help leaving Rio with the feeling that the 
summit missed an opportunity, possibly a 
great one. It's not often so many world 
leaders came teooethor and if the ohiective 


nations to agree on the same language for 
the summit's treaties and other documents. 

Over at the Global Forum, the scene 
was less formal. At times playful, at times 
angry, at times funny and at times radical, 
the forum had a little something for every- 
one. Hundreds of booths were spread out 
across Flamenco Park, a few quick steps 
from the beach. 

Need a few tips on your love-life? The 
World Congress on Sexology was there to 
help. Need some insights into post-com- 
munist art? The Filmmakers Union of 
Kazakhstan had a booth for you. 

The easiest target for many was US 
President George Bush, whose refusal to 
sign one of Unced's two main treaties cast 
the US into the role of Unced spoiler. The 





Global Forum objects to Bush the 'spoiler.' 


US, the environmentalists' choice for 
^worst performance" at Unced, angered 
foes and frustrated allies by letting US elec- 
toral considerations dictate the US stance 
in Rio. Hopes that Bush would mend 
fences with his closing day speech were 
not met. "The best you can say about 
[Bush's] speech is that the US delegation 
spent a week-and-a-half lowering expecta- 
tions — and the president met them," said 
Alden Meyer, an environmentalist with the 
Union of Concerned Scientists. 

Another US environmentalist, carried 
away with the Watergate revivalism 
«weenine the IIS favourahly compared 


one of Rio’s many love hotels. In a r 
less photo opportunity, unsmiling, squ 
jawed secret servicemen laid down tc 
each night on heart-shaped beds 
rounded by mirrors. 

Eye-catching phrases filled billboar 
and around the two conferences. One 
zilian group, not caring much for nort 
concerns for the dwindling rainforest, 
so. In a bright-green billboard near the 
bal Forum, the group said simply: “E 
gists Go Home.” 

And, nearer to Unced, Pepsi and | 
Hut, two prize beneficiaries of the ; 
consumption ethic, did their bit for U 
and the English language: "Makin' It € 
For Earth's Benefit," their billboard sa 

Some heads of state had a few inte 
ing comments as well. 
$ Croats and Serbs took pot: 
at each other, while Israelis 
Palestinians produced the 
dictable vitriol. 

But my favourite was on 
mark that would have war 
the heart of retired base 
player Yogi Berra, leading 
penser of impenetrable wis 
"No man is an island. Arv 
island isn't an island either," 
Iceland's President Vigdis | 
bogadottir. Hmmm. 

An astonishingly safe Ri 
Janeiro, carefully watchec 
15,000 armed and ready solc 
deserves kudos for a first rat 
of hosting the world's lai 
ever gathering of world leaders. Flee 
buses ferried delegates, journalists and 
ers from Rio centre to the Unced co 
ence hall and back, on time and com 
ably. In a thousand little ways, Rio inh 
ants went out of their way to make 
Earth Summit's participants feel welc 

Keeping track of the whirl of news 
non-news from 10 days of virtually 
stop meetings at Unced was a bit like v 
ing up the down escalator. But Unce 
ganisers were not to blame. Commu 
tions facilities were top-notch and ar 
ending series of press conferences 
nlaved differing views for all to see. 
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SMUGGLING 


o-mans land 


Chinese municipality prospers as Hongkongs partner in crime 





IBy Stacy Mosher 


he sleepy harbour village of 

Aotou is hardly the sort of place 

one expects to find a sleek black 

Audi. But a lot of things in Aotou 
arouse a visitor's curiosity — the karaoke 
bars lining the street to the docks, the man 
shouting into a cellular telephone at the 
door of a restaurant, the teenagers speak- 
ing village dialect but sporting Hongkong 
teddy-boy haircuts. 

The anomalies of Aotou make sense 
when one realises that the little Guangdong 
port, and the municipality of Huizhou to 
which it belongs, serve as crucial links in 
Hongkong-China smuggling networks, 
and as sanctuaries for cross-border crimi- 
nals. As South China's burgeoning pros- 
perity inspires craving for consumer goods 
at prices and in quantities frustrated by of- 
ficial import policy, Huizhou has come to 
epitomise the underbelly of the Hongkong- 
China economic partnership. 

The small towns in the municipality of 
Huizhou do little to disguise their indebt- 
edness to ill-gotten gains. On the main 
street in Huidong, for instance, dozens of 
women in sun-hats collect cartons of for- 
eign cigarettes from a contraband distribu- 
tion point. Expensive cognac is sold at 
roadside stands. Prostitutes line Huiyang's 
main street in broad daylight. At the Bank 
of China in Huizhou City, modestly 
dressed customers casually exchange 
HK$500 notes for local currency, no forms 
to fill out and no questions asked. A clerk 
behind the counter thumbs through a six- 
inch pile of HK$1,000 notes. 

Residents are sensitive to the shady side 
of their prosperity. Remarks about the 
municipality's rapid development — likely 
to inspire a lengthy boast in Hongkong or 
Shenzhen — elicit nervous chuckles and a 
quick change of topic. A waitress in the 
inland town of Huidong explains simply: 
“It’s because we are close to the sea." 





The dominant tool of the trade is the fai 
fei, or "big flyer" speedboat — fibreglass 
vessels with four to six outboard engines 
of up to 300 horsepower each that can at- 
tain speeds of 70 knots. Tai fei are outlawed 
in Hongkong, but not in China. 

In Aotou's Huiyang County Daya Bay 
Fiberglass Boat Factory, two blue boats rest 
in their moulds under a crossbeam bearing 
a large portrait of Chairman Mao. The slots 
in their transoms are large enough to hold 
four big outboard motors. Out in the bay 
several similar boats, with single motors 
perched awkwardly in the wide slot, ferry 
people to the Xiachong recreation area and 
other destinations. 





Huizhou market scene: plenty of parking. 


Aotou offers little else in terms of local 
industry, but is flourishing all the same. 
The outskirts of the village boast rows of 


ple's Liberation Army (PLA) uniform : 
out of the end house and with a poi 
stare encourages withdrawal. 

The PLA handles much of China's 
smuggling activity, often with confisc 
tai fei. In fact, boats that lack any ider 
ing marks highlight the key conundru 
Huizhou — determining whose side 
authorities are actually on. 

Hongkong authorities say s 
Huizhou officials are more cooper: 
than others. Part of the current confu 
they believe, stems from the elevatic 
the area to municipal status, which 
prived it of jurisdiction over well-d 
loped Dongguan. Some officials ros 
rank, but others fell in the hierarchy 
lost the various material benefits of é 
ciation with the industrial outback o! 
Shenzhen Special Economic Zone. 

As a result, Hongkong police often 1 
with stony silence when they reques 
formation about robbery suspects 
rested in Hongkong who come f 
Huizhou, or about others believed to 
fled to the area. Cross-border cooper: 
on smuggling cases also leaves much ! 
desired. Collusion, particularly with | 
smuggling networks that may each em 
up to a hundred people, must exist on 
sides of the border. An underground ¢ 
bling den in Huizhou is said to attract 
local high-rollers and corrupt Hong] 
law enforcers. 

Classy Japanese cars, scratched 
dusty from the unanticipated harshne 
Chinese roadways, fill Huizhou street 
many cars were being smuggled |! 
Japanese manufacturers to China 
Hongkong that in May Hongkong pa 
a law forbidding the import of left-l 
drive cars to the territory, which uses r 
hand drive. 

But re-exporting Japanese vehicles i 
the only source of cars in China. Als 
voured by Huizhou drivers are Merc 
Benzs, Toyota Crowns and Nissan | 





ter it has been stolen in 
owloon. So many Mercedes 
enzs have disappeared in 
ongkong this year — 90 in 
lay alone — that insurance 
»mpanies may discontinue 
eft coverage for the brand. 
ecently a Huizhou official 
mplained that returning sto- 
n cars was a burden on local 
sources, and suggested that 
ongkong authorities reim- 
irse the municipality for ex- 
nses. 

With profits so quick and 
isy, small wonder that 
uizhou prefers to cash in on 
e smuggling boom rather 
an pursue economic reforms 
at an ambivalent Peking lead- 
ship could choose to halt or 
verse at any time. 

In fact, Guangdong authori- 
‘s have placed high hopes on 
uizhou to become the eco- 
»mic dynamo of the 1990s. It 
said that the provincial gov- 
nment, which has no jurisdic- 
m over flourishing Shenzhen, 
spes to make Huizhou an im- 
essive rival to the SEZ. 

The 11,200-square kilometre 
Anicipality, with a population of 2.3 mil- 
m, has long been famous for its scenic 
xe and mountain region north of ancient 
Aizhou City. Positioned northeast of 
venzhen and Dongguan, Huizhou's main 
«ns are only a two-to-three-hour drive 
»m Hongkong. Aotou and nearby 
ichong provide excellent deep-water 

rts in Daya Bay, which unlike the 
ntian port in Mirs Bay and Shekou in 
ep Bay, present no sticky questions of 
isdiction between Hongkong and China. 

But the location, and enterprising spirit, 
at lures Hongkong interests into eco- 
nic partnerships in the municipality are 

reasingly drawing the territory's less de- 
able elements. As a result, while authori- 
i tout Huizhou as one of Guangdong’s 

r major areas of economic development, 
"s also one of the province's 

en blackspots of crime. 

According to REVIEW 
marces, many of the legal en- 

rises in the municipality are 

» founded upon illicit funds. 
"al authorities clamp down 
wevery fifth or sixth tai fei that 
ers throuch their jurisdiction 


Where flying boats ply 





velopment than any other municipality in 
Guangdong province in the first five 
months of this year — around 4600 units, 
compared with less than half that number 
in Guangzhou. Vast tracts of rolling, fertile 
agricultural land on the highways between 
the towns have been levelled, reducing 
Huidong and Huiyang to dust-bowls. The 
accompanying billboards appeal mainly to 
Hongkong buyers, who are also lured by 
advertisements in the territory's mass tran- 
sit railway and newspapers. 

Some lower-middle class Hongkong 
families, in particular, are attracted by the 
idea of owning a spacious home in China 
for a tenth the price of equivalent accom- 
modation in Hongkong. But some have 
been discouraged by relatives living in the 
area, who tell of robberies, muggings and 





thefts so frequent that som 
residents carry weapons on tl 
street. Huiyang, Huidong ar 
Aotou are especially notorio 
for an absence of patrolling s 
curity police. Neighbourin 
Dongguan is considered 
much safer place to live. 

People preparing for retin 
ment, and owners of factorii 
in the municipality, provide 
certain demand for housing i 
Huizhou. But one busines: 
woman who joined an inves 
ment tour of the area felt tl 
residential market was a risk 
investment. Demand by enc 
users is still limited, and tł 
developers themselves have li 
tle to lose if the venture fail 
Land cost is only 10-20% of t 
tal development cost, con 
pared with 80-90% in Hon; 
kong. By requiring a 30-40' 
down payment for flats in tl 
first month of construction, tł 
developer can make a prof 
before completing the buildin; 
Official regulation of abuses 
said to be minimal. 

The property market coul 
become viable if the municipa 
ity establishes itself as an industrial entit 
But officials admit dissatisfaction with tł 
small number of foreign joint ventures thi 
have set up in the area so far. The munic 
pality's pride and joy, a Panda car factor 
was scheduled to begin production at tl 
end of last year, but has ground to a stan 
still, reportedly because the owners wai 
to produce cars for the Chinese rather tha 
overseas market. 

The Sino-American joint ventur 
backed by the Reverend Moon Su 
Myung’s Unification Church, obtained va 
tracts of land in return for setting up tł 
factory. There is speculation that the con 
pany may prefer to abandon the manufa 
turing side of its investment and jump c 
the real-estate bandwagon. 

A Shell petrochemical project is st 

_ in the research stage, leavir 
the foreign joint-venture ros 
er with a handful of electri 
nics companies. Most of tł 
investment is by small Hon; 
kong concerns, and the mur 
cipality will need to attra 
more international enthusias! 
for a genuine economic tak 
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Mercedes-Benz we 
preserve the olc 


> Preserving manufacturing 


traditions and a technological edge 
aren't the only priorities keeping 
Mercedes-Benz engineers on their 
feet. Preserving our planet is also 
foremost on their minds. 

In fact, it has always been 
fundamental to Mercedes-Benz's 
design philosophy. 


Not incidentally, the arrival of 


> All the plastic parts in the new 
S-Class that weigh more than 100 
grams are specially marked, sorted 
and recycled for future use. 
Recycled materials are already 
being used for making the glove 
compartment, the dust filter box 
and floormats. 
To limit the use of ozone- 


depleting gases, the temperature 





The bodywork is effect! 
protected from corrosion in st 
ways. All the metal parts v 
could rust are electrolyti 
galvanised. The thickness ¢ 
zinc layer has been increased 
microns. The cavity sealin 
been improved by the use of ; 
method of injection. Just so n« 


can rust from the inside. 


newest star, 


out of their way to 
In the universe. 





: ensure protection against 


damage. 

In the new S-Class, à certain 
int of the exhaust gas is 
rted from the exhaust and 
nelled back to the engine via 
nlet pipes. Due to the lower 
en content, peak combustion 
ieratures and noxious NO 
sions are reduced. 


ambient air into the exhaust 
manifold of the new S-Class, 
environmentally damaging CH and 
CO emissions can be oxidised to 
harmless H20 and CO2. 

To be sure, no other car in 
production today comes close to the 
thoroughness of the new S-Class in 
its concern for the environment. 

That should hardly be 


their development of innovative 
technology. 

> As you would then expect, no 
expense was spared in building, by 
far, the most advanced Mercedes-Benz 
S-Class. 

Because the truth of the matter 

is this. They couldn't afford to build 
one that would cost the earth. 


IN 
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Doomed and darkened corridors 





Mansions at Dusk: The Havelis of Old Delhi 
Text by Pavan K. Varma, photographs by 
Sondeep Shankar. Spantech, New Delhi. 

No price given. 


Reading this book is like threading your 
way through the claustrophobic bustle of 
Chandni Chowk in the congested heart of 
Old Delhi, with the sound-track switched 
to the cadences of another era, echoing the 
words of the 19th-century Urdu poet, 
Ghalib: “Build a house; sans walls or floor / 
No neighbour, no person, close-by should 
be." The effect is that of a sundered diptych 
in which past and 
present unintentionally 
mock each other. Author 
Pavan Varma and pho- 
tographer Sondeep Shan- 
kar are aware of this 
double twist in the tale 
as they map the meta- 
morphosis that has over- 
taken the once imposing 
havelis of Shahjahanabad, 
the resplendent capital 
built by Shah Jahan in 
the 17th century. 

Although the city was 
“primarily a statement of 
imperial intention,” the 
mansions of the rich 
which honeycombed 
around the core formed 
a hive of social and com- 
mercial activity. A cross between a citadel 
and a residential mansion, “each haveli 
tended to create around itself a small town- 
ship with its own sphere of influence, con- 
sisting of the . . . establishments of the 
members of the nobleman’s retinue, a small 
bazaar . . . and an elaborate host of service 
groups.” As Varma notes, “the haveli was 
not only the culmination of an aesthetic 
ideal, but a vigorously functional adapta- 
tion . . . it was not merely located at a cer- 
tain place, but had evolved from it.” 

The basic architectural design in both 
Muslim and Hindu havelis reflected the 
complementary requirements of the pri- 
vate and the public domain, the home and 
the world. Beyond an arched gateway lay 
a forecourt leading to a diwan khana where 
visitors were entertained and business con- 








On the doorstep of the past. 


family slept out on warm nights. En- 
meshed in the web of allis (narrow lanes) 
that spanned out from them, the havelis 
were cultural, political and social centres, 
being both instigators of change as well as 
conspicuously vulnerable to it. 

Narrating the history of nine havelis of 
Old Delhi from their origins to the current 
state of terminal dilapidation to which 
most of them have been reduced, Varma's 
text traces the major political and cultural 
tides that have swept the Indian heartland, 
from the decline of Mughal power ("The 
spider hangs her tapestry in the palace of 
the Caesars," Bishop 
Heber wrote after a visit 
in 1825) to the present 
day. The 1857 "Mutiny" 
was the first great water- 
shed, transferring the 
legacy of the old ari- 
stocracy to the new 
"Lalocracy" of mer- 
chants and others who 
had shown their loyalty 
to the British. 

The shifting of the 
British capital from Cal- 
cutta in 1911 and the 
creation of New Delhi 
consigned the old city to 
neglect. The years imme- 
diately before and after 
partition brought in their 
wake a human flood of 
refugees; between 1941 and 1951 Delhi's 
population increased by 90%, with the al- 
ready overcrowded old city bearing the 
brunt of the influx. The cumulative effect 
was the accelerating erosion of not only the 
landmarks of Shahjahanabad but of the 
cultural idiom they represented, which 
found its most eloquent echo in the doom- 
haunted lyricism of Ghalib. 

It was research for his book on Ghalib 
that aroused Varma's interest in the havelis 
of Old Delhi. For 18 months, he and 
Shankar explored the gallis and the equally 
tortuous maze of half-forgotten lore, litiga- 
tion and quasi-legal vandalism to which 
the twilight mansions of Old Delhi have 
been abandoned. Braving unhelpful offi- 
cialdom, suspicious litigants and often 
on-going demolition work, they have cap- 
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who raised the famous “Skinner's Ho 
cavalry contingent; Zeenat Mahal Beg 
the favourite wife of Emperor Baha 
Shah Zafar, emerging in a drum-bea 
procession from her palace which to 
houses the Shining Nursery School, r 
of whose pupils has ever heard the ni 
of the Begum; curious crowds lining u 
front of the Chunna Mal haveli to cat 
glimpse of the city's first motor car. 

It would, however, be a pity if 
odour of sanctity associated with co! 
table nostalgia were to permeate Mans 
at Dusk. As Varma stresses, the book i 
impassioned appeal to stem the tide of 
struction that in the name of prog 
threatens to turn an urban precinct r 
nant with history into a "vast 
non-descript commercial slum." Regn 
bly, the contradictory compulsions of 
velopment and the needs of preserva 
are perhaps nowhere so sharply define 
in India, where the past is still seen a 
elitist preoccupation and its propon 
viewed as the spiritual heirs of the ine 
tual Bahadur Shah Zafar, the last emp 
of a sunset dynasty half in love y 
easeful death: "My heart no longer f 
solace/Amidst these ruins crumblir 
Whose will has been able to prevail /In 
world so fleeting?” As quoted by Var 
the dispossessed monarch's words 
only too true today when, in its hast 
keep its tryst with postponed destiny, 
country he once ruled in name seem 
turn its back on history as a has-been. 

m Jug Su! 





Pasting-up 
Pakistan 


Historical Images of Pakistan 

by F. S. Aijazuddin. Ferozensons, Lahore 
Rs 895 (LIS$35.65). 

Lahore: Illustrated Views of the 19th Cen 
by F. S. Aijazuddin. Vanguard, Lahore. 
Rs 1,000 (US$39.85). 


The myth and reality of empire-bi 
ing and the British Raj in India can 
mately be credited to a handful of mx 
amateur English artists, for it was they ` 
fed the public at home with the exotic 
ages of India. 

These early sketches by doctors, 
diers, journalists and even the odd pri 








ates how much has changed in the past 
) years. 
F. S. Aijazuddin, a chartered account- 
; amateur art historian and collector of 
h-century British prints for many years, 
š put together two fascinating books. 
e is a collection of images of 19th-cen- 
y Sind, Baluchistan, Punjab and the 
ntier, the regions that constitute Paki- 
n today; and the other looks at the 
»wth of Lahore from when the British 
it laid eyes on it to the early 20th cen- 
y, when photographs became possible. 
In Historical Images the author describes 
process of printmaking and how lithog- 
^hy popularised the concept of empire, 
rough sketches were turned into mass- 
xluced prints to be sold on street cor- 
s — much like posters today. In Lon- 
n, the sketches were often made more 
imatic by colouring them and even add- 
; figures, which made the prints less fac- 
il but more marketable. 
The author also describes how photo- 
iphs displaced the early sketches, while 
‘early photos themselves are remarkable 
showing the development of institutions 
the 20th-century Raj which still persist 
[India and Pakistan today. 
The evocative illustrations in both vol- 
es are accompanied by a few para- 
iphs of explanation — drawing on con- 
nporary British and earlier writings, 
ich raise both titles above the level of 
normal coffee-table book into the realm 
regional history. 
Here are the first impressions that Eu- 
e received of “the wild Pathan tribes," 
' staggering landscapes of the Khyber 
1 Bolan passes, the city of Lahore that 
s to become a centre of empire-building 
ond only to Delhi, and the tombs and 
ts of the Sindhi kings. In his two vol- 
ies, Aijazuddin conducts a splendid his- 
ical tour of Pakistan's past. 

m Ahmed Rashid 





Homeward 
unbound _~ 


The Crows of Deliverance 
by Nirmal Verma. 
Translated from Hindi by 
Kuldip Singh and Jai Ratan. 
Readers International, 
London. £6.99 US$10.95. 


Nirmal Verma begins 
this classically slim volume 
with an “Introduction: The 
Short Story.” Being a 
hedonist, Your Average 
Reader skipped it, alarmed 
by its scholarship. But the 
Conscientious Critic read 
everything. This was hard- 
er work, but more intellec- 
tually rewarding. It is also 
fairer to the author, for 
Nirmal Verma’s achievement is easier to 
appreciate and applaud in the light of his 
sound ideas about this literary form. 

He writes: “The vision implied in the 
short story need not be less complete and 
comprehensive than that of a novel, but 
within that vision every detail of the story 
acquires a different tone and tension. 
Instead of using details as a means to pro- 
duce a cumulative effect at the end, each 
detail serves as a nerve centre pulsating 
with a life of its own, and when the end 
comes, nothing is concluded, for nothing 
has really begun.” 

This is why the hedonist skipped 
straight to the stories and plunged, liter- 
ally, into “Last Summer”: “Nindi stood in 
his trunks on the bottom step of the swim- 
ming pool. His toes arched forward into 
the water, and the pleasant sensation rose 
through his body. He longed to let himself 
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Nirmal Verma 


The Crows 
of Deliverance 


Stories 





go. His eye skimmed the surface of thi 


pool, blue, calm and drowsy in the brigh 
summer sunshine. Unable to hold himsel 
back any longer, he jumped in." 

A recurrent theme here is being up 
rooted from one cultur 
and arriving in strange new 
surroundings, or old one: 
which absence has madi 
unfamiliar. Verma's preoc 
cupation with the trans 
planted Indian is perhaps é 
deliberate step in what he 
describes as the secular 
isation of the Hindi shor 
story and its emancipatior 
from "socio-religious en 
cumbrances." Verma's In 
dians have mostly broker 
from tradition, or steppec 
out of their normal environ 
ment. They suffer fear anc 
guilt, yet revel in their new 
freedoms. 

Nindi, for instance, ha: 
come back to Delhi for a holiday after year: 
in Vietnam. He has grown away from hi: 
family, adopts strange foreign habits, anc 
refuses even to see the girl who waited for 
him. 

"The Visitor" comes to his ex-wife': 
home in England, bearing exotic gifts foi 
the teenage daughter he has not seen foi 
two years, and who no longer resemble: 
the child he had once known: "Yet it coulc 
be that the girl had not changed at all, only 
that she was momentarily preoccupied 
Parents who do not live with their childrer 
know nothing about the stories that chil 
dren construct on the foundations of thei 
loss; they discover a world of their own t 
fill the empty spaces their parents leave 
behind. The girl could have met her papé 
only in the basement of her childhood, bu 
right now she had drifted into other places 
other rooms he knows nothing about." 

The stories are precision crafted, centrec 
on people, but leave wonderful little gap: 
to let in the light. "When I awoke in th« 
morning I found an oblong sun waiting a 
the bedside. A cool bright day filled th« 
room. The cot was empty. The tea thing: 
lay round the stove on the floor. A breeze 
knocked and thumped outside.” 

That scrap comes from “Deliverance, 
the last and longest of the stories, whict 
like "Morning Walk,” lifts us out of citie: 
into the Indian landscape. Through the 
senses of Verma’s creations we experienci 
shoddv countrv towns. with their tea-stall: 


“ Dow Jones spoken here." 





d s. 


wird Dow Jones gesprochen." 





Dow Jones Neus Services 


The Wall Street Journal 


Telerate Dow Jones Telerate 
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Barron's 
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"DOW JONES." 





Not even a handful of words in the language, yel it's spoken, 
viewed and read fluently wherever and however business is con- 
ducted in the world. 

IT'S A WRITTEN LANGUAGE, as exemplified by the many editions of 
The Wall Street Journal and publications like Barron's and Far 
Eastern Economic Review. 

IT’S AN ORAL LANGUAGE, With “The Wall Street Journal Report" 
on television, 


Business has a universal language. The Dow 


it consists of two words. 


Jones Report” 





over the radio, 
and customized news services delivered over the telephone. 

IT'S AN ELECTRONIC LANGUAGE, With instantaneous delivery of 
the exclusive financial information of Dow Jones/Telerate. And 
up-to-the-second news from Dow Jones wire services. 

IT'S AN INTERACTIVE LANGUAGE, With breaking news and histori- 
cal data sped to desktops via Dow Jones News/Retrieval. 

And it's a language spoken and understood the world over 
because of its honesty, accuracy and independence. One that 
spans time zones and borders to encourage the freedom of 
expression and enterprise everywhere. i 

For more than a century, Dow Jones has been the world's 
most authoritative, respected source of business news and in- 


formation. Our mission for the second century is to serve even 


Dow Jones.” 


more customers in even more ways and places. 





In other words, a universal language. With the accent on 
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roads of the air 


China and Russia hold prospect of shorter flights to US and Europe 


By Michael Westlake in "rm 
Hongkong 


ew civilian air routes 
between Asia and the 
US and Europe could 
be established soon if 
Russia agrees to open its skies 
now that the Cold War is over. 
The key to achieving maximum 
benefits, though, is China. If 
Peking can also be persuaded 
to open up its airways, New 
York and Toronto could be- 
come non-stop destinations for 
airlines flying out of Hongkong. 

At present, flying from 
Hongkong to New York re- 
quires a stop in Tokyo and 
takes about 19-and-a-half hours. Non-stop 
flights are not commercially viable because 
of the amount of fuel that would have to 
be carried. Theoretically at least, airlines 
able to fly through Russian and Chinese 
airspace could carry a full payload and 
complete the journey in less than 15 hours. 
- The potential gains for flights between 
Asia and Europe seem more elusive. Air- 
line officials point out that noise curfews at 
European airports would mean that 
shorter flights from Asia would become 
daytime instead of overnight trips. Such 
daytime flights have proved unpopular 
with passengers. 

And although more direct routes will 
allow airlines to save costs — flying a 
Boeing 747 for one hour costs about 
US$2,000 in fuel alone — not all industry 
officials are convinced that such savings 
will be available. Some wonder what Pe- 
king and Moscow want in exchange for 
allowing more flights over their countries, 
and whether the price will make it worth- 
while. 

As part of a complex exchange of trade- 
offs which could bring about the new 
routes, Russian flag carrier Aeroflot is ex- 





Peace dividend 





— — Proposed route 
— — Present route 


to the US West Coast. Russia and the US 
signed a memorandum of understanding 
on 17 June to cooperate in developing new 
air routes over Siberia to link North 
America more directly with Asia. 

Although a start has been made, the 
process of opening up shorter routes is ex- 
pected to be slow because it will involve 
many sets of bilateral negotiations with 
both Russia and China to fix overflight 
charges on a country-by-country basis. Air 
routes both west and east of much of Asia 
have always been indirect because of 
political and administrative barriers. 

Apart from political hurdles, which 
may now be easier to overcome, there are 
practical problems in setting up new routes 
in both Russia and China. While modern 
aircraft are perfectly capable of taking care 
of their own navigation without assistance 
from ground-based controllers, no govern- 
ment wants airliners wandering about its 
airspace at will. 

Safety considerations are not the real 
concern: allowing aircraft to fly along 
clearly defined airways — effectively, cor- 
ridors in the sky — at 15-minute intervals 
in the same direction is the norm for areas 


overflights along diffe: 
routes also demands m 
more controllers who sj 
English, the language of ii 
national aviation. The in 
costs of setting up new ro 
are therefore not inconsi 
able. 

The greatest potential 
new routes seems to be 
eastbound traffic from Asi 
"great-circle" route — basic 
a straight line drawn ona g 
— would cut the Hongkc 
New York flying time by 
hours to around 14-and-a 
hours. No one expects this 
fect solution to prove feas 
because new airways will ! 
to link up with existing airway syst 
over North America. 

But the closer new airways can com 
it, the greater the chance of non-stop fli 
to the US East Coast from Asian airy 
other than Japan and South Korea. 

In practice, the only other place 1 
which this would be possible wouk 
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ongkong. Bangkok and Singapore are too 
' south. Singapore Airlines, for instance, 
s started a one-stop service to and from 
^w York via Europe, which takes about 
-and-a-half hours. This is more than one 
ur shorter than flying eastwards to New 
rk via Tokyo, which also requires a 
ange of airline. 

Given congestion at Tokyo's Narita air- 
rt, Singapore Airlines would have been 
able to offer a one-stop trans-Pacific 
‘vice to New York in any case. The ser- 
*€ via Europe is likely to prove popular 
it avoids a change of aircraft. With one 
oviso: passengers from New York may 
«e some persuading that it is quicker to 
ich Southeast Asia through Europe 
her than flying across the Pacific, though 
> European route is shorter. 

As for establishing direct routes 
tween Asia and Europe, Cathay, Ger- 
iny's Lufthansa and British Airways are 
t awaiting the right signal from Peking. 
‘lation talks between China, Britain and 
ngkong are expected in September. 
The hour saved on Asia-Europe flights 
"ld be a fairly marginal exercise in 
ms of overall costs. Apart from fuel, ac- 
intants can point to potential savings in 
er direct operating costs such as crew 
iges, maintenance based on the number 
flying hours and perhaps a small saving 
aircraft catering. 

But in real terms, there is nothing much 
airline can do with the extra hour that 
'omes available with the aircraft. Return 
thts are timed to match connections at 
' airline's home base, so the chances are 
't the hour saved will be spent on the 
und in Europe, incurring more parking 
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charges. 

If the overflight charges are such that 
the overall financial picture produces no 
gain, then the only major benefit remain- 
ing is passenger goodwill. 

There is, however, the potential benefit 
for Europe-bound aircraft of reduced con- 
gestion in crowded airspace over India. At 
present, evening flights converge over Cal- 
cutta and head westwards in a stream. 
Then northbound flights head through 
Russian airspace to northern Europe, and 
the rest continue west towards the Middle 
East and southern Europe. 

This congestion brings with it problems 


of allocation of altitudes to individu: 
flights. Most airlines operate the same ai 
craft — the 747 — at about the same weigl 
for long-haul trips. For the greatest fue 
efficiency, the aircraft must be flown a 
high as possible for a given weight. 

During the night-time “rush hour” fror 
Hongkong, Bangkok and Singapore, som 
flights are forced to fly at lower than eff 
cient altitudes, burning more fuel. This nc 
only costs more in its own right, but ca: 
also force them to land at an intermediat 
point to refuel. This is a particular probler 
in winter months because of stron; 
headwinds. 





PROPERTY 


building for a billion 


Chinas rising consumers lure developers 


By Carl Goldstein in Hongkong 


| ntil now, Hongkong tycoon Li Ka- 
| | shing has been notable in his ab- 


sence from the rush into China. So 


| à lot of people sat up and took notice 


when Li was revealed in late June to have 


| been involved in two big property deals 


in Peking and Shanghai. 
Li, chairman of Hongkong's largest de- 


| veloper, Cheung Kong Holdings, is not 


the only major player to have jumped into 
the China market recently. June also saw 
a US$300 million deal by Hongkong- 
based Malaysian businessman Robert 
Kuok to develop land in Peking, and a 
smaller venture by Macau gambling tzar 
Stanley Ho. 

Unlike earlier property developments 
that were primarily aimed at serving 
foreigners in China, the recent burst of ac- 
tivity is based on a bet that China's con- 
sumer market is ready to come of age. 
Furthermore, the decision to invest in Pe- 
king and Shanghai signals that the con- 
sumer boom is not only confined to the 
south. 

Both of Li's property deals are joint ven- 
tures with Kuok. One is a US$131 million 
shop, office and housing development on 
6 hectares next to Shanghai's main railway 
station. The other, details of which remain 
scanty, is reported to be a 5-ha project in 


the middle of Wanefittine nroahahly Pa. 





China's consumers attract property plays. 


these projects are being led by the Kuol 
side." 

The recent spate of deals highlights the 
extent to which China's property marke 
— and not simply those of Shenzhen anc 
other southern cities — has virtually be 
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ion ina a n scnhme vi ala centre in 
Wianjin’s Heping district with Tianjin Hual- 
an Department Store. 

`: Hongkong retailer Sincere and a Chi- 
nese partner signed an agreement to build 
a US$12.8 million department store on 
Shanghai’ s prestigious Nanjing Road. 

: The Hongkong subsidiary of Thai 
agribusiness conglomerate Charoen 
Pokphand signed a letter of intent to build 
a US$270 million shopping centre in Can- 
on 

. The deals show that foreign involve- 
ment in China’s property market is enter- 
ing a new phase. Past developments, like 
Kuok’s World Trade Centre in Peking and 
the Portman complex in Shanghai, prima- 
rily catered to the needs of foreigners visit- 
ing and doing business in the country. Both 
the World Trade Centre and the Portman 
complex combine hotels, apartments for 
foreign businessmen and their families, 
plus shopping and leisure facilities. As a 
result, their operations have been highly 
vulnerable to sharp swings in the business 
cycle. 

The focus of the current deals is the 
growing affluence of Chinese consumers. 
“What we are witnessing in China today is 
a virtual explosion of consumer spending,” 
says Ron Cromie, general manager of 
Hongkong-based advertising firm J. Walter 
Thompson China. 
~ According to a survey conducted by the 
company, average household income in 
Peking was Rmb 7,000 (US$1,280) in 1990. 
Corresponding figures for Shanghai and 
Canton were Rmb 7,000 and Rmb 12,000 
respectively. Moreover, recent figures in 
the official China Daily indicated that na- 
tionwide retail sales during the first five 
months of 1992 increased 14% over the 
same period last year. 

Factors other than increased consumer 
dea are also luring foreign investors 
into the market. Cities and provinces in 
north and central China, looking to catch 
up with their southern cousins, are jump- 








ing onto the reform bandwagon set in mo- | 


tion by patriarch Deng Xiaoping earlier this 
pa 

. The winds of change appear to be 
blowing especially strongly in the retail 
sector, where central authorities are lifting 
restrictions on foreign participation. "China 
has decided it's time to open the econ- 
omy further and has taken a policy deci- 
sion to bring foreigners into the commer- 
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To some extent, this merely represents 
top-level recognition of moves already 
afoot. For example, Japan's Yaohan Depart- 
ment Store last year signed a US$100 mil- 
lion joint-venture agreement with Shang- 
hai’s No. 1 Department Store to build a 
120,000 square metre shopping centre in 
the city's Pudong district. 

Another policy shift in recent years has 
been to allow local governments to sell 
“land-use rights" to both domestic and for- 
eign buyers. The State Council first legal- 


“ised ‘the practices i 








11989, but under 
verely limited circumstances. Since t 
city governments have been expanding 
limits, in the process generating hefty 
enues for their cash-strapped admini: 
tions. 

The effect is to allow foreigners 1 
tively clear 50-year leases on property." 
provides a familiar environment for in 
tors from Hongkong, where all lan. 
owned by the crown but “sold” to pri 
users for 99-year leaseholds. 
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the same 


No fast cure for New Zealand's budget deficit 


fter eight years of ae that al- 

most invariably introduced major 

policy changes to wrench New Zea- 

land out of its economic cul de sac, the 

budget for the fiscal year that began on 1 

July is notable for its blandness. But that is 

at the cost of three more years of high gov- 
ernment deficits. 

In announcing the budget on 2 July, 

Finance Minister Ruth Richardson pro- 


jected a combined financial deficit of NZ$8 


billion (US$4.4 billion) for the three-year 
period ending on 30 June 1995. That would 
lift net public debt from 5296 of GDP to 
54%. 


1991-9: 
estimate 


forecast 





New Zealand's fiscal situation “re 
sents the main domestic risk to the re 
ery now emerging," Richardson s 
^[The] forecast financial deficits are 
high and need to be reduced. They li 
New Zealanders too exposed to adv 
events, either at home or abroad, that c 
further erode the fiscal position and 
ther increase our debt." 

Interest on public debt accounted 
5.6% of GDP and 14% of governn 
spending in the just-ended fiscal year. : 
ereign debt ratings for New Zealanc 
Moody's and Standard & Poors are à 
bottom of the companies’ double-A sc 
Any further lowering would raise int 
rates on foreign debt and would thre 
the ability of companies to borrow 1 
overseas banks. 

Richardson had previously project 
balanced budget by the fiscal year er 
on 30 June 1994. Last December, howe 
she abandoned the target date, and ha: 
set a new one. 

The budget for the just-ended fiscal 
projected revenue of NZ$28.1 billion, 
the actual amount is estimated at NZ$ 
billion. Partly as a result, instead of at 
pected deficit of NZ$1.7 billion, the 
ernment is likely to end up with or 
NZ$3.2 billion. 

Richardson is planning for a defic 
NZ$3.3 billion in the current fiscal yee 
4.2% of GDP. She expects the deficit to 
row to NZ$2.8 billion, or 3.5% of GDP, 
year and NZ$2.3 billion, or 2.7% of GI 


vear later. 





Among the major industrial countries, only the United States, Canada and 
Japan still have a normal rate structure. In the other G7 countries, short- 
term investments vield more than longer-ierti. commitments. 


The "topsy-turvy" structure of interest rates 
observed in Germany since May 1989 is 
constantly giving riseto conjecture. The rate 
differentials in favour of investments at the 
short end, ranging from call money to fixed 


deposits and medium-term bonds, provide — 


arguments which both pessimists and 
optimists can use to prove their case. 

The pessimists regard the inversion as an 
indication that interest. rates are bound to 
reverse course in the foreseeable future and 


start moving up again. In their opinion, the - 


inordinately high public debt and the rapid 
expansion of the money stock call for a 
further tightening of monetary policy. 

The optimists do not agree, They point to a 


similar inversion of bond rates in the late | 
Despite à growing trend towards cashless payments, the volume of f bank notes in circulation has 
| been outgrowing the nominal GNP in the past few years. if we use 1980 as the base vear, note 
circulation at the end of the year will he some [30 per cent higher than it was twelve years. ago. By 
comparison, GNP. grew by a "mere" 85 per cent during this period. German unification gaveabig | 


1970s and the early 1980s. At that time, the 
"shorts" 
"longs". In addition, past experience has 
shown that the periods of interest-rate 
inversion in the capital market are limited. 
The period in the previous cycle was 35 
months-exactly the number of months 


capital market rates have been inverted in - 


the current cycle. What is even more 
important to the optimists: During a period 
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also vielded more than the 
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boost to note circulation, which expanded by some DM 20 billion. The disproportionate rise is also 


| due to the fact that foreigners D-mark holdings have increased. In some countries, the Dmark 


has obviously become a (value-retaining) parallel currency. This is obvious from the rise in the 
number of DM 1,000 notes in circulation. While back in 1980 these notes had made up less than 
1 per cent of the total note circulation, they accounted for close to 26 per cent in 1991. It is to be 
expected, given the popularity of D-mark notes in some neighbouring countries, that the note 
circulation will continue to grow at à faster tate than GNP, 





based money stock M 3 (currency in circulation, sight deposits, time deposits for less 
than four years, and savings deposits at statutory notice) is much higher than the target, 
although this is partly due to special factors. 


This is why investors and borrowers have 
adsit a wait-and-see attitude. Although it 
seems that the key-rate hikes of December 
199] were the culmination of the. 
Bundesbank 's high-interest-rate policy, this 


cannot be taken for granted. Germany's 


European neighbours are yoked to the 


| Bundesbank s monetary policy via the 


European Monetary System, This means 
that they have to follow in Frankfurt's foot- 
steps, unless they are prepared to see their 
currencies weaken within the margins set by 
the EMS or agree to a realignment and thus 
to a redefinition of these margins. 

There are two obstacles to a relaxation of 
monetary policy in Germany: the inflation 
rate, which is above the level the Bundes- 
bank is willing to tolerate, and the money 
supply, which is still expanding at a fast 


| rate. True, the rise in consumer prices wili- 
|. thanks to the base effect (the increase in the 


tax on hydrocarbons at the middle of last 
year caused a disproportionate rise in the. 
index)-retum to the 3 per cent range as 


| early as in July, but inflationary pressures 


look likely to mount again in the further 
course of the year. 


of inversion, interest rates tend to peak and then reverse direct on for good. This: was the 
case in the early 1980s: Rates became inverted in September 1979, reached their upper 
turning point in September 1981, and then returned to their normal pattern in August 
1982. 


The 1981 precedent. 

According to those who believe that yields are past their. peak in the current cycle, 
money-market rates will fall noticeably as soon as the Bundesbank relaxes its monetary 
policy and the large amounts of liquidity still parked. in high- -yielding fixed deposits 
will be switched into fixed-income securities, thus accelerating the downtrend in 
interest rates. This, at any rate, was the course of events after the 1981 peak. 

The interest-rate situation in most other industrial countries is similar to that in the 
Federal Republic. The lockstep dance in rates in Europe (in Britain, France and the 
other European industrial countries) is due to the mechanism of the European 
Monetary System. In all of these countries, short-term investments offer a higher return 
than longer-term commitments. 


Realistically, one ‘should not expect any loosening of monetary policy before the 
money-supply growth begins to slow down. Until this happens, interest rates will be 


prone to fluctuations. This all the more, as only a minor stimulus, for example, E x 
speculation about a tightening of the rules proposed forthe taxation of interest income, 


is needed to trigger moves in either direction. 
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Among the G7 countries, the world's leading industrial nations, only the United 
States, Canada and Japan have a normal, positive yield curve (short- term 
rates are below long-term), which is also regarded as desirable from the 
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8 estimated to earn NZ$800 million-1 billion, 
pay small tax bills because of generous 
«ules applying to investment in certain 
countries. This list of these countries is to 
pe culled. 

Tax accountants have warned that New 
Zealand’s growing investment in Asia 
could be restricted by the harsher mea- 
sures. John Shewan, who heads the na- 
tional taxation committee of the Account- 
ants’ Society, says it would be a mistake to 
leave off the preferential tax list countries 
such as Taiwan and Malaysia, in which 
government is encouraging trade and in- 





vestment. 

The government is also containing 
spending. In the new budget, net expendi- 
ture is forecast at 39% of GDP, down from 
41% two years earlier. Richardson hopes to 
cut spending to 37% of GDP by the fiscal 
year ending on 30 June 1995. 

Treasury officials say gains from depart- 
mental efficiencies are to be put back into 
new spending programmes to train work- 
ers and create jobs for the unemployed. 
Unemployment, currently running at 11% 
is projected to rise further, however. 

The government's failure to improve its 


ownhill all the way 
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fiscal position has attracted wide critic 
"The risk here is that ministers may be 
ing the view that they have completed | 


reforming tasks," says brokerage CS. 
Boston. “They have not.” 

With a general election likely to be 
by November 1993, Richardson is 
about to requite such criticism. Instead 
is banking on GDP growth to bring a 
sharp reductions in the deficit an 
spending. GDP is projected to grow al 
flation-adjusted 2.7% in the current f 
year, 2-4% next year and 2.5-4.5% the 
lowing year. 
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‘arming follies 


outh Korea weighs sweeping land reform 


Mark Clifford in Seoul 
N ot far from Seoul's presidential 


Blue House — and near some of 

the most expensive real estate in 
' world — a clutch of farmers raise rice, 
mpkins, pigs and chickens on tiny plots 
‘ved into a hillside. These ramshackle 
ms close to downtown Seoul are a tell- 
reminder of one of South Korea’s prick- 
st problems: the need to trim the coun- 
's inefficient, but politically powerful, 
ming sector. 
Now, things look set to change. The 
itional Assembly, which began a new 
ir-year session on 29 June, is expected 
thin the next few months to consider the 
st sweeping land reform bill since the 
rean War. The bill would encourage big- 
r, more efficient farms — which, its sup- 
rters say, would send benefits rippling 
ough the economy. 
Agriculture has become an increasingly 
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mers’ political clout will be trimmed. 


avy burden at a time when South Korea 
struggling to maintain its international 
mpetitiveness. Factory wages have more 
n doubled in the past five years, while 
yperty prices have risen almost as 
ckly. The government, which ran com- 
table budget surpluses during much of 

1980s, is now trving to balance the de- 
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also make it almost impossible to use farm 
land for other purposes. This increases the 
upward pressure on commercial and resi- 
dential land prices. High land and food 
prices in turn push up wages. 

A radical reform of agriculture could 
therefore yield huge dividends for South 
Korea's economy. Costs would be reduced 
for both companies and consumers, living 
standards would rise and South Korea 
would be able to compete more vigorously 
in export markets. 

The land-reform bill would allow farm- 
ers to own a maximum of 20 hectares, up 
from the current 3-ha limit which was in- 
tended to protect small farmers. That limit 
succeeded too well; policymakers now 
hope to encourage marginal farmers to 
cash out, leaving the way clear for the for- 
mation of larger, more efficient farms. They 
also want to make it easier to convert farm- 
land to commercial and residential uses. 

The legislation is the first step of a pro- 
jected 10-year, Won 42 trillion 
(US$54 billion) restructuring pro- 
gramme. If it succeeds — and 
there are many critics who doubt 
that it can — it will transform the 
face of South Korean agriculture. 

South Korean attitudes will 
change, too. Although their rivals 
in Singapore, Taiwan and Hong- 
kong have long ago recognised 
that the future lies in manufactur- 
ing and services, most South Ko- 
reans cling to the dreamy ideal of 
food self-sufficiency based on 
small producers. 

Seoul's agricultural policy has 
long been based on supporting 
small farmers financially with 
crop supports, cheap loans and 
other subsidies. That approach, 
says Lee Sang Mu, director general for 
structural policy at the Ministry of Agricul- 
ture, Forestry and Fisheries, must change. 

"The main focus [of the restructuring 
plan] is a policy shift from small farms to 
creating sustainable, or manageable farms, 
including internationally competitive 
ones," says Lee. He hopes to see the 


E 








Shangri-La hotel 


BANGKOK 
A SHANGRI-LA INTERNATIONAL HOTEL 


provides 
executive 
travellers 
with 
sustenance 
and 
substance 


As one of Asia's leading hotels, 
Shangri-La Hotel Bangkok 
understands that the frequent 
business traveller needs to keep 
in touch with what's going on in 
the Asian region. 

That's why it provides executive 
guests with the most 
authoritative publication 
on Acia The 










althy c city dwellers will snap up ap eae 
arm land. 
= Lee dismisses. these concerns, noting 
that with the combination of falling land 
iprices in most rural areas and marginal 
profitability, there is little incentive for 
Ibusiness to invest there. He adds that stiff 
capital-gains taxes would be a better way 
ol keeping speculators out. 
^. South Korea's farm problem today is far 
: lifferent than it was in the late 1940s, when 
the rural sector was dominated by a small 
umber of wealthy landowners, whose 
millions of tenant-farmers were often little 
more than serfs. In the turbulent years after 
liberation from Japanese colonial rule in 
1945, the task was how to keep peasants 
from joining communist insurrections; 
making them landowners with a stake in 
fne system was seen as sound policy. 

: The problem now is that farmers are 
too old and their farms too small to allow 
for efficiencies of scale. The Agriculture 
Ministry estimates that by the end of the 
decade fewer than 196 of South Korea's 
farmers will be under the age of 30. It 
expects the total number of farmers to 
plummet from 3.3 million in 1990 to 2 mil- 
lion by the end of the decade. 

Bigger farms are only part of the an- 
















swer. Allowing farm land to be more eas- | 


ily converted to commercial and residen- 
tial uses is even more important. Support 


for this appears strong among farmers | 


themselves. 

Letting an elderly farm couple sell land 
at à commercial rate, rather than a de- 
pressed agricultural rate, for example, 
would be a huge windfall for that family. 


But it would be a loss for groups such as | 
the National Agricultural Cooperative Fed- | 
eration, which runs the country's largest | 
financial institution, and needs to keep as 


many members as possible. 


Although the proposed reform is am- | 


bitious by recent South Korean standards, 
critics are sceptical the changes will 
amount to much. 


a small-holder rice economy to one orient- 


"The limitations of the | 
plan indicate that the government is not | 
prepared for a large-scale adjustment from | 
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ed towards the production of high-value | 


products," 


emphasis of government policy will re- | 
main more on keeping out competing im- | 
ports than on developing local agricul- | 


ture "Hn 


says a report by the US Em- | 
bassy in Seoul. "It appears certain that the | 
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Indeed, those who buck vested inter- | 








ow that die | presidential election 
campaign has begun in earnest 
in South Korea, the government 
is taking credit for taming the 
two seemingly intractable problems that 
have been haunting the country's econ- 
omy: inflation and the current-account 
deficit. The danger for ruling-party candi- 
date Kim Young Sam is that a depreciating 
currency could derail that progress just as 
the full weight of the government's tight- 
monetary policy hits the local economy. 

In the first half of this year, inflation was 
down to 3.8% from 6.2% in the year-earlier 
period. On an annualised basis, prices are 
climbing by 6.8%, far below the govern- 
ment's 1992 projection of 7.5% and last 
year's rate of 9.3%. 

In June, consumer prices rose a mere 
0.2% from the previous month, another 
telling indication of slowing inflationary 
pressures. Economists mainly credit slow- 





Equal and opposite 


ing housing costs and dampened wage ex- 
pectations for success on the inflation front. 

On the balance-of-payments side, too, 
the numbers are improving. In the first half 
of this year, the trade deficit narrowed to 
| US$5 billion, from US$6.3 billion a year ear- 


lier. In the first five months of this year, the 





ernment is arguing that South Korea i 
to enter the next stage of economic d 
lopment. 

But the government's policies are | 
ing havoc with the real economy, com] 
executives, opposition politicians and | 
sectors of the electorate. A tight mone 
policy, for example, has led to an 80% 
in bankruptcies in the first half of this ` 
to almost 4,000. 

Also, borrowing costs are 17-2096 
from 15-1776 a year ago. The Korea L 
lopment Bank says investment in plant 
equipment will increase 2.2% in 1 
down sharply from 11.6% a year earli 

Moreover, the lid on M2-money gr 
— set at 18.5% by the central bank fo: 
year — has dampened domestic den 
just as South Korean exports have suft 
through recessions in their industrial; 
country markets. Rising inventories | 
been the result. 

More alarming for the governm 
though, is that the gains in the fight ag; 
inflation and the current-account de 
could prove fleeting. The steady depr: 
tion of the won this year, to a current | 
790 against the US dollar from arc 
Won 770 in January, will lead to ri 
manufacturing and consumer import c 


“fuelling inflation and deficits with tra 


partners. 

Analysts are predicting an exch; 
rate of Won 820-830:US$1 by year- 
This will undoubtedly contribute to 
ink in the current account and to 
newed inflationary pressures. The 229 
crease in the price of petrol in tandem ` 
a 5-17.5% rise in the price of petrol 
products for industrial use could be 
harbinger of further inflationary [ 
sures. The Economic Planning Board 
the oil-price rise could add one or two 
centage points to increases in consu 
prices. 

The won depreciation, however, : 
not necessarily mean that the curi 
account deficit will worsen or that i 
tion will rise. The costs of many indu: 
commodity imports — priced in US 
lars — are now declining. Further, the 
port competitiveness will gain from e 
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shell shock 


iuestions surround bid for Malaysian bank 











Doug Tsuruoka in Kuala Lumpur 


takeover bid for Malaysia's third- 
\ largest commercial bank, state-con- 
trolled United Malayan Banking 

rp. (UMBC), is raising eyebrows among 
tala Lumpur’s bankers. The bidder, 
tuk Keramat Holdings, is an under-capi- 
ised investment-holding company with 
previous banking experience. Moreover, 
're are indications that politics is playing 
‘ole in the government's search for a 
yer for UMBC. 

Under a complex takeover plan, Datuk 
ramat would be taken over by 
miputra, or ethnic Malay, interests. 
(BC, which has more than 80 branches 
tionwide and seven in Singapore, would 
| under the control of two small shell 
npanies that would also own Datuk 
ramat. 

The announcement by Datuk Keramat 
1 July that it wants to take control of 
IBC came one year after a planned 
rger fell through between the bank and 
' country's fifth-largest banking institu- 
a, Development & Commercial Bank. 
UMBC has assets of M$14.1 billion 
5$ 5.6 billion) and deposits of M$8.5 bil- 
n. It is 85.7%-owned by Perbadanan 
sional (Pernas), the state-owned invest- 
nt company. The bank's second-largest 
reholder is Petronas, the government- 
t oil company, with an 8.9% stake. 
Suggestions that political favouritism is 
ying a role in the UMBC takeover have 
n highlighted by recent disclosures that 
chairman of Sistem Televisyen Malay- 
(TV3), Datuk Mohamad Noor Yusof, is 
sporting it. Mohamad Noor is a former 
ñor political secretary to Prime Minister 
"uk Seri Mahathir Mohamad. 

IV3, a privately owned television sta- 
a, is controlled by Renong, which has 
se links to Mahathir’s ruling United 
Mays National Organisation (Umno). 
hamad Noor is also a director of Tech- 
»gy Resources Industries, another com- 
«y with nominees closely associated 
^ Umno officials. But sources close to 


London-based Amalgamated Metal Corp., 
with a 50.5% shareholding. Other main 
shareholders are Great Eastern Life Assur- 
ance Co., 6.5%, and Overseas Assurance 
Corp., 2.2%, both of Singapore. But if the 
UMBC takeover goes ahead, Datuk Keramat 
is to be taken over by bumiputra interests. 

Datuk Keramat's bid for control of 
UMBC has yet to be endorsed by the invest- 
ment-holding company's shareholders. If 
the transaction goes ahead, sources say it 
would involve a series of convoluted share 
splits and bonus issues between the bank 
and various companies linked to the TV3 
chairman. The takeover is also contingent 
on Datuk Keramat's only active subsidi- 
ary, Datuk Keramat Smelting, remaining 
part of Amalgamated Metal. 

Consolidated Tin is to dispose of its in- 





UMBC faces takeover proposal. 


terest in Datuk Keramat to Meridien Best, 
a company controlled by Mohamad Noor 
and other bumiputra-controlled com- 
panies. This transaction would place Datuk 
Keramat under Mohamad Noor's control. 

Datuk Keramat would then acquire a 
100% stake in Bakti Kilat, a small company 
incorporated six months ago that is dis- 
missed by analysts as a "shell company." 
Bakti Kilat is to acquire the controlling 
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profit last year fell 3% from a year earlie 
to M$10.1 million. 

UMBC may also require substantial ir 
jections of capital to offset its portfolio c 
non-performing loans. "The dollars am 
cents are just not there," a banker says. 

According to published reports, Datu 
Keramat will not settle for anything les 
than a 51% equity position in UMBC. Perna 
officials say the investment company i 
willing to sell its 85.7% shareholding in th 
bank if the buyer is bumiputra-controllec 
Otherwise, they say the company will se! 
only 40% of its stake in order to remain th. 
bank's controlling shareholder. 

Sources believe Datuk Keramat ulti 
mately wants to acquire a 70% stake ii 
UMBC. A purchase of a controlling stake i1 
UMBC by à bumiputra-controlled Datul 
Keramat would resolve the thorny issue o 
ownership of the bank. The plannec 
merger with Development & Commercia 
Bank collapsed after Pernas official 
learned that bumiputra equity in UME 
would have fallen below 20% after thi 
transaction. Development & Commercial i: 
20%-owned by the Rashid Hussain grouy 
of financial companies. At the time, onh 
30% of Rashid Hussain's stock was held b» 
bumiputra interests. 

The merger talks were also disruptec 
by Permodalan Nasional, a government 
owned investment company that made i 
bid for UMBC after alleging that Rashic 
Hussain was undervaluing the bank’: 
shares and assets. The ensuing squabbk 
encouraged both Development & Com 
mercial and UMBC to abandon the merger 

Datuk Keramat's emergence on thi 
scene has not answered the question of fi 
nancial compensation for Pernas, whicl 
has been eager to withdraw from UMBC 
because of the spiralling costs of its loan t 
buy into the bank. Pernas bought a 50.384 
stake in UMBC in 1986 from then finance 
minister Tun Daim Zainuddin, signing ¢ 
M$950 million yen-denominated loan a: 
part of the transaction. But the costs of the 
loan increased substantially after the yer 
began to appreciate against other curren 
cies after September 1985. Based on a ear 
lier shareholding that Pernas held in UMBC 
the investment company’s total stake in the 
bank swelled to 85.7%. 

Pernas wants to reinvest the proceed: 
from its UMBC stake in areas such as manu 
facturing where the bumiputra presence i: 
still small. Petronas wants to do likewise a: 
part of a rationalisation plan to regroup 
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Babes in the bourse 


China embarks on its most daring economic experiment. 





By Lincoln Kaye in Peking and 
Elizabeth Cheng in Hongkong 


In 1927, when China's civil 
war was raging, the com- 
munist party issued stock 
to raise much-needed cash. 
Cadres simply sold shares 
of farmers' banks in 
the “liberated areas" 
under their control. Party leader 
Mao Zedong signed some of the 
scrip himself. 

The stock was never actually 
traded; indeed, it would have been 
difficult to set up a stockmarket in 
the middle of a civil war, even if the 
communists had wanted to try. The 
certificates are now a mere historical 
curiosity, for when the communists 
came to power in 1949, all 
stockmarkets were closed down. 
The last of them, the Tianjin ex- 
change, shut its doors in 1952. 

Present-day investors are count- 
ing on the hope that the latest incar- 
nation of China's stockmarkets is 
here to stay. Their holdings of stocks 
are now worth Rmb 60 billion 
(US$11 billion), so they have a lot to 
lose if the communist government 
in the new China were to decide that 
capitalism was a dangerous toy to 
be playing with. 

Within a mere 18 months, China 
has established two stockmarkets — 
one in Shanghai, the other in Shen- 
zhen — and listed 34 counters. 
Other would-be bourses have 
sprung up all over the country, only 
to be nipped in the bud by Peking. 
And foreigners have been allowed 
to acquire up to one third of quoted 











Will socialism survive? 


ment proves a success, doctrinaire commu- 
nists have a dangerous thing to contend 
with: a capitalist incubus in the Chinese 
economy. 

It is too early to say whether the reform- 
ists can pull it off, because the pluses and 
minuses largely cancel each other out at 
the moment. To be sure, the government 





On top of this, foreigners and ove 
Chinese have already set aside USS: 
lion for China stocks, says Robert L 
George, a Hongkong investment ba 
Already, US$600 million in managed f 
have been launched recently. 

Set against these positive fac 
though, are plenty of negatives. One 
formation. China's socialist acc 
ing practices are a long way 
international norms and it has 
difficult to change corporat 
counting standards quickly. O 
bourses themselves, share mai 
lation and insider trading 
widely considered to be ramp: 

The regulatory framewo: 
highly confused, with var 
branches of government pu 
their fingers in the pie. And ber 
it all is the government's aml 
ous attitude to stockmarkets. II 
securitisation as a way out 
budgetary impasse, but it is 
cerned that socialism may ev: 
ally be undermined by s! 
markets which are the crucibl 
capitalism. 

For the moment, though, tł 
formists are in the ascendant, 
hardliners see they have little c 
but to go along with the ex 
ment. Since the creatior 
stockmarkets in China was 
mooted in 1987, they have been 
moted to the leadership as a w 
getting state-owned companie: 
mately off the government's b 

Subsidies to state enterpris: 
talled Rmb 51 billion, 14% of 
government revenue in 199: 
listing some of these enterp 
they are meant to sink or swi 


companies. These are remarkable changes has several things going for it. The Chinese their own — or at least that is the idea 
for any developing country, let alone a to- economy is booming, growing ata national sale of shares can also liquidate sor 


La -~ m 





Ives. And if their companies sell off at 
ist 25% of their shares to foreigners as 
" shares ("A" shares are for domestic 
vestors), they can acquire the status of 
nt ventures, with tax holidays and mana- 
rial autonomy in such areas as trade, 
rsonnel and investment. 

But there is a catch (several, in fact), as 
onomist Li Yang of the Chinese Acad- 
iy of Social Sciences reminds would-be 
iblic listers. To issue shares, enterprises 
ll have to assess and buy out the state's 
Iding in such non-productive or under- 
ed "assets" as dormitories, schools and 
3tor pools. Furthermore, they will have 
account for land that they have used free 
charge, but which might be worth as 
ach as all their other capital combined. 
iey must impute a value to "goodwill" 
d write down their bad debts and un- 
eable inventories. 

When Li brought this message recently 
half a dozen public enterprises in 
ngsu province next to Shanghai, where 
* equity cult is at its strongest, he found 
at not a single manager remained inter- 
ed in issuing stock after his presenta- 
n. Overall, he estimates, barely 5% of 
inese enterprises are in a position to 
at shares. 

For the investing public, the securi- 
ition of Chinese industry appears to 
d enticing prospects. As corporate re- 
icturing cuts more workers loose from 
' shabby, but comprehensive welfare 
tem of public enterprises, investment 
some can take up some of the slack. 

But not everybody would have a piece 
the pie, and that is a sticking point for 
ny in the party and the bureaucracy. A 
ival of a rentier class reaping unearned 
me could become socially divisive, 
Wy fear. 

In addition, equity markets would sus- 
m precisely those enterprises that are 
st in need of support, leaving the state 
'k with the lame ducks. To a dyed-in- 
-wool apparatchik, innovations like 
msparent bookkeeping and shareholder 
yuntability amount to unconscionable 
ations of control, even if the state retains 

ajority stake, as it intends to. 
Whis official ambivalence has affected 
1 the drafting and the execution of rules 
the nascent securities industry. On the 
making side, the establishment of a 
“prehensive legal code for companies 

stockmarkets is beset with conceptual 
Mculties for a country which officially 


A one-way 
bet, so far 


The cargo-cult mentality is affecting 
China's issuers as well as punters, for 
the proceeds from a flotation can be 
heady. Shanghai Vacuum Electron De- 
vice, China's first public B share issuer 
last January, originally listed in its 
prospectus just three specific capital- 

plans, all in Shanghai: a TV 
weer factory, an upgrade of a col- 
our TV line and the conversion of a 
black-and-white TV line to making . 
video monitors. 

Now, with some US$67.5 million in 
issue proceeds to play with, Vacuum's 
chairman Xue Wenhai talks airily of 
schemes like a shopping centre in Pe- 
king, a factory in Mexico, hotels in Mau- 
ritius and trading ventures in ANGSANA 
and the Virgin Islands. 

Other investors are still waiting ie 
their windfall. Jinbei Motors in 
Shenyang in northeastern China in 1986 
became China's first company to issue 
“internal” stock to company staff and 
associates. The beneficiaries are holding 





Shenzhen stock exchange: narrow base. 


clearing and settlement. This has all the 
hallmarks of a “corporate revolution in the 
making,” observes Gao Xiqing, a US-edu- 
cated lawyer, who is general counsel to the 
Stock Exchange Executive Council in Pe- 
king, an advisorv bodv. 


on to their shares until they are listed. i 
The capital gain could amount to - 
4,0009, company sources estimate, | 

when Jinbei's tortuous revaluation ex- - 
ercise is completed and the share finally - 
comes to market, probably in Shanghai | 
later this year 

"inibi too, can participate in | 
this sort of capital gain, says David. a 
Mahon of Asset Management's 
Peking office. The big money to be 
made is by investing in a company after - 
it is dob ea and before its stock is - 
floated. The trick is to view-the nascent - 
Stockmarkets as a potential “exit | 
mechanism" rather than an point. - 
. Crosby has just raised USS27 milli 
' a London-listed fund to invest in Chi- - 
na's unlisted securities. | 

Mahon is on the lookout for TEX 
dium-sized investments in areas with | 
high-growth potential. He likes to con- 
centrate on places like Ningpo and - 
Shao in 's Pauna 
ieee, But China is full of promis- 
recanted cenae phd ace” 
trying to find them. As a direct invest- - 
ment partner, Crosby has access to fi- 
nancial data and a say in company - 


policy. 
After a few years’ participation, the 
moe nk iden prac eie E 





E. tions. It can: hold on to the projects; 


out the AA the fm. 
_ is listed; privately place the shares with - 
other investors; sell them back to the - 


Chinese “You can't lose,” says - 
Mahon, “as long as you’ o 
covered." m Lincoln Kaye - 


E 
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government have recently come under ir 
creasing pressure from the State Counci 
the chief law-making body, to finish a 
quickly as possible the drafting of long-de 
layed national corporate laws in order t 
supersede the amoeba-like growth of regu 
lations at the local level. Without centre 
approval, many local administrations hav 
established stockmarkets and made up th 
rules as they have gone along. 

To complicate matters further, Pekin, 
on 1 July granted Shenzhen the power t 
make laws, giving the special economi 
zone the chance to set the pace of regule 
tory reform for the whole country. Thi 
could help in the development of a mor 





Podat will siphon off money from 
Ibank deposits. 





~ Quite apart from a potential conflict of 
‘interest, the central bank has devoted few 
"resources to supervising the stockmarkets 
— only three out of 35 members of the ex- 
-ecutive staff in Peking and a few dozen in 
iShanghai and Shenzhen. 

|. There have been a number of attempts 
‘to set up an organisation distinct from the 
central bank to regulate the securities mar- 
kets, but these have usuglly consisted of 
-conscripting offici om the. Varfqus gov- 
ernment aari MEN 
‘ing of company sbaxeS. E 

The latest’ attempt to bring order 

confused situation to 
with the estáblishment ‘notone, but ni 
new watchd6 ba committee to supervise: 
jdevelopmense stockmarket led by, the 
governor of this “g ja 






| Rtral bank, Li Gubda 
anda semi-officielferoup, t the Chigtaf | 
rities Supervisory «Committees * e60 8 
.. Certainly, the bòtrses pE e 
plenty of regulatory leeway already. Yet 
¿the current giddy share prices suggest the 
markets are in for a roller-coaster ride as 
befits any emerging market. Price-earnings 
ratios stand in the high 80s in Shenzhen 
and well over 300 in Shanghai for domesti- 
cally marketed A shares. Even the ratios 
‘for dollar-denominated B shares are over 
35, compared with less than 20 for Hong- 
kong stocks. 
The obvious answer is to increase the 
supply of scrip. But the process of bringing 
‘shares to market entails a fundamental re- 
think of the company's balance sheet and 
ownership structure — no mean feat in the 
absence of a companies law or nationwide 
accounting standards. 
International accounting firms are rush- 
ing in shock troops to cope with the back- 
log of B share prospectuses. Arthur 
Andersen & Co.’s Shanghai office has al- 
most 40 foreign professionals on the case, 
says its chief, Ivan Chan. The firm is train- 
ing bright locals as fast as it can, he adds, 
but "you have to remake them, as account- 
ants, virtually from scratch." 
As befits a planned economy, Chan ex- 
plains, Chinese accounting has tradition- 
ally focused on production, rather than 
sales and profits. Annual reports are more 
in the nature of funds statements, account- 
-ing for sources and uses of state funds. 
“What difference did it make, when it all 
.came from the same state pocket?" he says. 
Such financial statements now have to 


place in mic d A 
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Shanghai holds key to China's stock experiment 


Queueing has evolved into 
an art form in the 18 
months since stock trad- 
ing was re-introduced in 
Shanghai, China's capital of 
capital before the commu- 
nist takeover in 1949. On 
the street in front of the brokerage office of 
International Securities, would-be punters 
come equipped with bamboo lounge 
chairs, thermos flasks, golf umbrellas, fold- 
ing fans — everything needed for camping 
out on the kerb for three days. 

Rationing by inconvenience is only one 
of the mechanisms devised to filter Shang- 
hai's huge pool of liquid savings (estimated 
at about Rmb 60 billion in the city alone) 
into a 16-share market with a total capitali- 
sation of only Rmb 25 billion even at to- 
day's inflated share prices. Another index 
of the mismatch is the 4,000% premium on 
Share Purchase Certificates. 

These amount to lottery tickets that of- 
fer a chance to buy into one or other of the 
34 new issues scheduled for this year. Is- 
sued at Rmb 30 apiece early this year, the 





tickets now command nearly Rmb 1,4 
the black market. The bearer has no 
trol over which stock he buys; it al 
pends on how his number comes up. 

It hardly matters, though, as far a 
kerbside punters are concerned. "Any 
scrip you buy is bound to go up,” s 
55-year-old maintenance worker fre 
printing factory on the International í 
rities queue. What about casualties lik 
Xiaodong, 39, who electrocuted hims 
late June after losing Rmb 4,000 or 
bourse? The question elicits nervous la 
ter on the queue. "Just crazy," the 
chanic shrugs. “The amount is too s 
Not serious." 

Shanghai is about to start playin: 
very serious money indeed. By the ei 
the year, the bourse aims to trebk 
number of listed A shares. And it will 
13 more issues of foreign-currency der 
nated B shares worth nearly US$700 
lion in the coming months. 

It is Shanghai, rather than Shen: 
that will make or break China's ec 
drive and its bid to restructure ind 
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ake-off on the Shanghai and Shenzhen stockmarkets 














Shanghai 
All-share 


index 
(Left scale) 


“ough securitisation, analysts say. “Shen- 
en shares look very much like Hong- 
ng's, according to Sylvia Yau, execu- 
e director of Sun Hung Kai Investment 
rvices. “They’re smallish, often foreign 
mt ventures, trade-oriented. Even their 
ounting practices are more in line with 
ernational norms.” 

Shanghai, by contrast, is “China 
oper." Its listed equities are mostly behe- 
ath firms just emerging from the swamp 
state ownership — a petrochemical com- 
"x, a development zone, China's biggest 








Shenzhen 
All-share 


index 
(Left scale) 


Daily turnover* | 
‘000 shares 
Right scale) 


retail chain. They feature lots of accounting 
imponderables and somewhat more politi- 
cal risk than Shenzhen shares, considering 
Shanghai's traditional involvement in the 
Communist Party's factional in-fighting. 
But Shanghai also offers the first real 
chance for a portfolio investor to tap into 
China's immense domestic market. 

The Shanghai bourse is also likely to 
provide an important source of income to 
local people working in the city's ageing 
industries, says International Securities 











president Guan Jinsheng — more so than | 
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oung and growing. As enterprises are re- 
tructured, Shanghai people's pay and ben- 
fits may shrink, Guan predicts, so stock 
eturns should help to cushion the blow. 
The thickness of the cushion is unpre- 
ictable, though. Already since mid-May, 
he Shanghai share index has dropped by 
30%. But then, in the weeks before that, 
unters enjoyed a five-fold appreciation 
vhen the Shanghai bourse hit its daily limit 
time and again. This helps punters tolerate 
outrageous price-earnings ratios (as high 
as 1,200) and rolle aster volatility. . 
. So does the rags-to-riches example of a 
"tycoon like Huaiding (“Millions”) Yang, an 





.ex-warehouse worker who earned his so-. 

‘briquet by arbitraging bonds and stocks on . 
the fledgeling: bourses. He admits to a. 
monthly turnover of Rmb 10 million worth 





of securities, and goes around town sur- 
rounded by a retinue of bodyguards, mes- 
Sengers and a personal lawyer. . | 
The real movérs, and shakers. of "ts 
Shanghai bourse, though; ‘maintain a some- 
what lower profile. At least half of the B 


Share liquidity is. thought to come from. 
"Taiwan, according ta-the local representa- . 


tive of a major "Taipei bank'$ Hongkong 
holding company. A sizeable fraction of the 
A share capital could well come from the 
same ‘sources, he. "adds, ácting through 
friends and relatives. ^ 

- Taiwanese influence pervides the 
Shanghai bourse. In the ornate, 19th-cen- 
tury hotel ballroom: that has‘ been con- 
verted-into Shanghai's tradiaé floor, even 
the electronic quotétion board was donated 
by the stockmarket in T aipei, where the 
clearing and settlement software was writ- 
ten, according to stockmarket sources. 

^ As the Shanghai exchange takes off, a 
Hongkong broker predicts, it will be influ- 
enced by Taiwan money in a similar way 
‘to Hongkong’s effect on Shenzhen. Most of 
the Taiwan investment in Shanghai is 
^"mainlander" money, according to Taipei 
sources. It ultimately derives from the 
camp-followers of Chiang Kai-shek who 
fled with the Kuomintang (KMT) generalis- 
simo after his 1949 defeat in the Chinese 
Civil War. By contrast, ethnic Taiwanese 
'dominate the flow of direct investment 
across the Straits into Fujian. 

<=. Guan finds nothing sinister in KMT links 
to Taiwan investment in Shanghai shares; 
~“Sust a natural expression of [the mainland- 
-ers’] love of country,” he says. The KMT’s 
-mistake in Taiwan, Guan feels, was to con- 
fede economic deaminance tn the Taiwan- 


an Shenzhen where the industries are 








Rolls Royce in China: get rich quick. 
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of the loop 


Provincial bourses are on hold for the time being 


. The Shenyang Securities 
Trading Centre looks the 
-very picture of a tense, ex- 
pectant, wired-up bourse 
during the last few minutes 
. of the business day. Two 
exchange officials man the 
wall-sized quotation board, another stands 
ready to key trades into the computer. At 
their desks, red-jacketed brokers hover 
over banks of colour-coded telephones. 
But the phones never ring. The brokers 
sit still, with their hands folded, like good 
school children. No pandemonium in this 
converted hotel conference room, no clos- 
ing-bell frenzy. No stocks, either, so far. 
The nearly empty quotation board be- 
speaks only a few desultory trades in gov- 
ernment bonds, Peking has yet to approve 





equity trading anywhere other than Shang- 
hai and Shenzhen. Rumours ran rife earlier 
this year that another bourse might be 
launched elsewhere in China. But now, the 
betting is that equity trading will remain 
limited to the two authorised exchanges, at 
least until 1993. 

Not that liquidity is lacking in Shen- 
yang, the capital of Liaoning province in 
northeastern China. Even as the brokers sat 
transfixed at the exchange. thousands of 


up with the same answer. They agree 
just two points: it was stock of some 
and it was bound to appreciate in val 

Of China’s Rmb 1 trillion in bank 
ings, those held in Shanghai and Shen 
together account for barely 7%. Bu 
provinces can hardly be trusted to run 
own bourses, according to Guan fins! 
president of the Shanghai brokerage F 
International Securities. 

Places like Shenyang, the buckl 
northeastern China's “rust belt" of f 
state enterprises, would find it al 
tempting to "secede" economically, ( 
says. "If we want to maintain a nat 
economy, we must first insist on a nat 
equity market," he says. 

Shenyang officials have other prioi 
They want to harness local savings : 
efficiently to bail out north 
ern China's floundering sta: 
dustries. "If we stick strict 
stockmarket norms, maylx 
authorities will see that we 
a right to establish a bou 
hopes Zhao Baolin, a se 
economist of the central bi 

Shenyang branch and an é 
' tect of the city's bourse. 

For the present, though 
Shenyang exchange is har 
stockmarket; more like a « 
cult, ritualistically observin; 
forms of stock trading, ir 
hope that the regulatory Go 
Equity will smile upon 
bourse. The cities that receiv 
nod from Peking may event 
become regional financial | 
with direct access to local 
ings pools. They will provide a fast tra 
public listing for local enterprises. 

And those centres which are not au 
ised will see liquidity siphoned o 
stockmarkets elsewhere. Their home 
industries will have to join long queu 
float outstation issues. And, once Ii 
their share prices will be prey to mani 
tion by sharp operators in the big citi 
Shanghai and Shenzhen. 


To euard against such prospects. c 
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&are publicly "listed" there, all of them es- 
ssentially speculative property developers. 
‘Each stock is dealt at a different counter in 
sa separate location, so that arbitrageurs 
have to shuttle between brokerages in 
Haikou, the provincial capital. 

It was not always so cumbersome. Back 
in March, when Hainan first launched its 
bourse, “we did everything by the book,” 
recalls a technocrat who played a role in 
setting up the exchange. “Trading was lim- 
ited to 14 broker-members only, covered in 
full by depository accounts. We had com- 
puterised clearing; no physical scrip ever 
changed hands. All players had full and 
instant price information." 

All in vain. Just 27 days after it opened, 
the bourse was ordered to close in April by 
China's Vice-Premier Zhu Rongji. "He 
swatted us like a fly," the official says. "He 
worried that if we could launch a stock- 
market on our own, soon they would be 
sprouting up all over the country." 








And on that uncertainty, rampers have 
made a killing on the semi-authorised, grey 
market ever since. After the closure, over- 
the-counter prices for each of the three 
scrips were capped at their final quotations 
on the last day of the bourse. Now, every 
time the shares are rumoured to be on the 
verge of a Shenzhen listing, prices are bid 
up to their ceilings, according to one bro- 
ker. 

Such aberrations are only transient, 
pending the electronic link-up of the entire 
country with Shanghai and Shenzhen, 
claims Li Xun, the general manager of 
Zhejiang Provincial Securities. Li's firm 


operates from headquarters in the pro- 


vince's capital, Hangzhou, and owns three 
seats on the Shanghai bourse and one in 
Shenzhen. 

Zhejiang Securities’ customers already 
enjoy instant quotations and "real-time" 
trading access to the two exchanges, thanks 
to computer networking. They can play 
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Shanghai and Shenzhen shares from 
of the firm's three bustling offic 
Hangzhou, including a newly openec 
in a former pavilion of a public par! 
plete with willow-framed moon g 
Zhejiang Securities’ turnover avel 
Rmb 15 million a day, Li reports. 

He sees no reason why there coul 
be 40 more such satellite trading ce 
nationwide, once a pan-China com) 
network is running, probably by | 
1993. If each of them traded a sii 
volume to the one in Hangzhou 
provinces would probably account fc 
bulk of turnover in Shanghai and < 
zhen. 

Meanwhile, equity punting has g 
so popular in Hangzhou that Li is alı 
planning to expand his new trading 
He will soon acquire the adjacent bur 
car arena in the park, where kids 
careen into each other, squealing 
glee. m Lincoln 
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Phone funk 


^ailand moves to upgrade rural network 


David Jolly in Bangkok 
2 y the conventions of Thai public life, 





it was a blistering speech. Prime 

Minister Anand Panyarachun not 
ly accused government officials of tak- 
; bribes while awarding a now-annulled 
əphone contract, he even put a price on 
w much this corruption would have cost 
' government. About Baht 200 billion 
5$8 billion), by Anand's reckoning. 
The interim prime minister let fly at a 
emony on 2 July to mark the signing of 
‘ second of two substitute contracts to 
dernise the country's rickety telephone 
"work. Under a 25-year concession, a 
wly assembled consortium known as 
ai Telephone and Telecommunications 
l| spend Baht 40 billion on installing and 
erating 1 million telephones in the coun- 
's 69 rural provinces. 
Last August, the government signed a 
rised contract with the Charoen 
kphand group for the installation of two 
lion lines in the Bangkok area. The two 
jects, which will be run on a build-op- 
te-transfer basis, will triple the number 
telephone lines available in Thailand. 
Thai consumers feel badly served by a 
»phone system that is highly regulated 
1 just as highly inefficient. Attempts to 
»rove the system became embroiled in 
atroversy in October 1990 when CP 
ecom (now known as TelecomAsia) was 
mted the exclusive right to install three 
Wion lines across the country. 
Anand insisted on a review of this con- 
't during his first caretaker administra- 
a, which led to CP Telecom's exclusion 
m the provincial concession. At the sign- 
ceremony on 2 July, he expressed satis- 
ion that his intervention had prevented 
monopolisation of the project. 
But he was stern with government offi- 
5 who agreed to the original terms of 
Charoen Pokphand project. “State em- 
wees acted for their own benefit and 
ssed their authority in helping some pri- 
* groups get many project concessions 
ugh dishonest and non-transparent 
"hods, causing [potentially] heavy losses 


also been mentioned as potential investors. 

Loxley-Jasmine outbid three rival 
consortiums by offering to pay 43% of an- 
nual revenues over the term of the contract 
to Telephone Organisation of Thailand 
(TOT), the state-owned operating and regu- 
latory authority. It is projecting average 


annual turnover of Baht 12 billion. The next - 


highest bidder had offered 36% of revenue. 

The consortium is required to lease 
long-distance lines from the authority at an 
annual cost of Baht 3,000 a line. This will 
raise its operating costs to about 25% of 
gross revenues. Like TelecomAsia, it is also 
obliged to turn over to the government 30- 
60% of any "excess profits,” as defined by 
its contracts. 

Suchin Suwanacheep, director of Thai 
Telephone, says that the consortium's 
growth estimates were the 
decisive factor in it offer- 
ing such a large share of 
gross revenues to the 
government. "Our finan- 
cial model is more aggres- 
sive than the others in re- 
venue growth per year," 
says Suchin, "perhaps 596 
higher." 

TelecomAsia, at first 
glance, is offering less for 
its Baht 70 billion Bangkok- 
area contract. It will share 
only 16% of its gross rev- 
enues with the govern- 
ment, and its two million 
lines will be leased at an an- 
nual cost of Baht 1.5 billion. 
Thai Telephone will pay 
Baht 3 billion for half the 
number of lines. But city 
lines are less profitable than provincial 
ones, because fewer long-distance calls are 
made. Suchin estimates that the Bangkok 
lines will earn Baht 8-9,000 each, against 
Baht 16,000 for those in the provinces. 

Thai Telephone must install its 1 mil- 
lion lines within five years, though it ex- 
pects it will be two years before the first 
200,000 lines are in place. Suchin says he is 
confident that the project will be completed 





awarding concessions for an additional si 
million lines after 1995. At present, onl 
about 300,000 lines serve a provincie 
population of about 50 million people. 

TelecomAsia expects to begin installin 
telephone lines in October, mostly in th 
Asoke Dindaeng, Ploenchit, Hua Mark 
Sukhumvit, Lard Prao and Klong Toe 
areas of the capital. Chief executiv 
Thongchat Hongladaromp was given . 
sceptical response by some analysts re 
cently when he predicted the project wouk 
be finished in four years, a year ahead o 
schedule. 

But there are grounds for Thongchat 
optimism. A single government body t 
oversee the sector is being considered b' 
the government, according to TelecomAsi; 
officials, and that should end the red tap: 
and confusion that have hampered pas 
projects. Also, advances in fibre-optic tech 
nology require only a fraction of the dig 
ging of conventional installations. For us 
ers of Bangkok's already clogged roads 
that will be a merciful relief. 

TelecomAsia has named as its strategi: 
partner the New York-based Nynex Net 
work Systems — which holds the 10% o 
, the equity not owned by 
* Charoen Pokphand — arx 

the German firm Siemen: 

will supply the switching 
equipment for the firs 

350,000 installations. 

Each project must havi 
at least 50% local conten 
for cables and switching 
equipment and a minimun 
of two suppliers. Severa 
cable manufacturers oper 
ate in Thailand, but only Ja 
pan's NEC maintains an as 
sembly plant for switchinj 
equipment. 

Thai Telephone has ye 
to choose an equipmen 
supplier, or an operation: 
and maintenance affiliate 
Japan's NTT, France Tele 
com and Australia Tele 

com are each being considered for the 
latter. "It's up for grabs at present," Suchir 


says. 

Vallobh Vimolvanich, TelecomAsia’: 
executive vice-president, says plans arı 
afoot to take the company public soon. Bu 
it will have to meet a number of legal re 
quirements that make it difficult to give é 
date for a flotation. Thai Telephone plan: 
to seek a listing within five years. 





oA any ul have perty hel n on pus 
Vellu's son, Velpaari, Maika Holdings 





chairman Tan Sri G. Pasamanickam and 


MIC vice-president Datuk M. Mahalingam. 
The anti-corruption agency has also 


has " mue MIC. and Maika offices for docu- 


eii misapprop: 
in Telekom Malaysia, whic 

September 1990. The shares 
been traced to three companies « 
ethnic Indians. Two of the comy 
alleged to be controlled. by: Eu IY 
M ae 


of the: MIC ' (the allocation à was "- common 
arrangement in Malaysia, designed to en- 


sure that different ethnic groups received - 
fair shares of the placement). At the time, 
Maika had arranged for a M$50 million 


(U5$20 million) loan to purchase all 10 mil- 
lion shares. 









1 Sep ne i ips b ‘the: entire 







OW: ned Tafe College, a 


ceeds to the college. - 





. Reports in Malaysia’ s Chinese and i 


amy Vellu bas publicly ad mitted that 


me should e aw 3 million jore 
“shares and the rest should be bought by PrE 
Jas fi | other three oo However, he |. 


1 ng -ethnic-Indian. students. a 
: ell laced sources, however, say only is 
n of the companies. actually. transferred - e 





p H e agency's appearance in the investi- 


T€ SUN gation is seen as a sign that Prime Minister 
‘in. Datuk Seri Mahathir Mohamad has de- 
since cided to allow any guilty parties in the af- 
d by fair to face prosecution. Samy Vellu on 7 







old reporters he had briefed the 
minister on his role in the Maika 
ong before it became an issue. But 


10 . Mahathir told the press a few days later he 
could not recall whether such a briefing 
took place. 












cabinet altogether. Analysts say tk 
likely because most of the industries u 
Samy Vellu's control are being privat 
Yet others caution that the ACA's entry 
the case may be intended to exonerat 
MIC leader. | 

Samy Vellu has blamed the contro 
surrounding his personal wealth 
smear campaign directed by oul 
“propagandists” plotting his downfal 
has also cited rumours that he owns 
eral villages in South India and hi 
much as 32,000 hectares in land hold 
“They also told the ACA that I had a F 
in Australia. But they are wrong in t 
actually have two houses there,” the 
ister recently told reporters. He noted 
there is nothing irregular about ow 
houses in Australia. 

The minister has also played dow 
significance of the disclosure order, s 
that cabinet ministers are required t 
clare their assets to the prime mir 
every year. “The difference is that n 
am submitting it to the ACA." He als 
nies any intention of quitting and sa 
is not afraid to face a referendum by | 
members as to whether he should con 
as MIC leader. 
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"W a + Ke Pakistan p scum is taking 
M further steps to set the country 
. -squarely on the path of export-led 





_ growth, spurred on by disappointing trade 
estimates for the fiscal year which ended 
ekom sb | on 30 June. 
fter their i listing) were e do- - — With 

xected to swell to US$2.6 billion, compared - 


/ith the trade deficit for the year ex- 







with | US$1.6 billion for 1990-91, Islamabad 
rying to prime the pumps. The latest 


measures liberalise imports of capital 





s and raw materials, while. offering 


| incentives for manufacturers of exportable 


tile message 


E Pakistan encourages imports to boost exports 


to manufacturers on both the import 
export sides. The highlights include: 

> Removal of all duties on impor 
machinery for curing timber and man 
turing sports goods, surgical goods, 
lery and footwear. Imported spares 
accessories for footwear machinery 
also be duty-free. Makers of imitation 


ellery will be able to ‘port material 


net rate of 5%. 7. : 2 
P Imported combing machines for t 
units. will be free of customs duty (p 
ously 50% or more) but will still a 
other duties amounting to 11% by v 
Duty refunds will be allowed for all | 
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export-oriented industries will have greater 
freedom to import raw materials. Twenty- 
-one items have been removed from the so- 
called negative import list, which previ- 
¿ously prevented their being brought into 
the country. (For the first time, imports of 
cigarettes are being permitted provided 
they carry the statutory health warning in 
English and Urdu.) 

^ Exports in the fiscal year just ended are 
.estimated at US$7 billion, partly reflecting 
“steep falls in international prices for cotton 
“and rice, which form the bulk of Pakistan's 
exports. Imports are expected to top US$9 
billion, exceeding official estimates by more 
than US$1 billion. 

- Federal Commerce Minister Malik Mo- 
hammed Naeem blames the low export 
volume on low productivity and poor 
‘quality, both of which he ascribes to Paki- 
stan's former protectionist policies. How- 
ever, Naeem points out that P'akistan's ex- 
ports rose 21% in the past year, while In- 
-dia's exports stagnated. 

Rather than focus on the trade balance, 
however, Naeem has made expanding 
trade his first priority. The long-term aim 
is therefore to shorten the list of banned 
imports — thus opening protected indus- 
tries to competition — and reduce tariffs 
by an sa dd or 10% annually. 

; Pakistan'st 
mary focus o the new export incentives. 
‘These include halving the export duty on 
cotton yarn above 40 counts (a measure of 
quality) and reducing the duty on yarn 
: above 60 counts to 16%. 

— The new measures will also lower from 
60% to 50% the threshold of exports neces- 
.sary for manufacturers to qualify for con- 
‘cessions available to exporters, including 
‘exemption from local labour laws. This 
"change, in particular, could be a boon for 
"Pakistan's textile producers, many of 
. whom rely on illegal labour. Naeem esti- 
“mates that three quarters of Pakistan's 1.2 
million textile workers are illegal immi- 
grants from the Philippines, Bangladesh 
and elsewhere. 

. Other companies have solved their la- 
-bour problems by relocating manufactur- 
‘ing operations to the Jebel Ali export zone 
in Dubai, in the United Arab Emirates. By 
expanding the exemptions from labour 
laws, the government appears to be trying 
-to lure these companies home. 

-. Naeem is optimistic the liberalisation 
“measures will succeed. He points out that 
70% of the country's rice exports are now 


trade procedures have been simplified and. 


xtile industry will be a pri- 


hà ance Secretary € d the « Philippines, Ramon d 
jd Ae y to a ees So it is ail WOIT 


t ey Compara d this with thea amount tof Philippi 
pos posits ç pf UST 5 billion at the end of 1991, almc 


These em may | 
they underline a crucial point The ss Philipeine: financial avete is sapping domes 
capital away. from Pr uses and dumping it abroad or in bank vaults. 

ee e of foreign- ' deposits can be diagnosed simply, but the reme 
ó »i smashed offshore Perala the reward for holdii 











z eam a pubes income raum the Tbil 
| : ER should they b bother to lend to risl 
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It would be an achievement if the go 
ernment had used the T-bill procee 
productively, but it has not done so. T) 
money went to cover the Central Bank 
the Philippines’ huge financial losse 
which run at P18 billion a year, and effe 
tively to service the foreign debts 
former state-owned banks now private 
. owned and earning profits. 

The saddest thing, though, is that P1! 
billion of the proceeds are just sittii 
around at the Central Bank earning 1 
interest. If the money was put back in 
the financial system to earn a return, 
would inflate the money supply. 

The last people to complain about tr 
state of affairs are commercial banke! 
The World Bank reckons that the incon 
: generated for the banks by overse 

placements of foreign-curtency deposits comprises half of their annual profi 
| There i is no comparable figure for T-bill profits, but it must be almost as large. 

Until the Philippines devises better ways of. monetary management, the p 
mary. and secondary market for T-bills must be made more competitive. Current 
there are only 24 accredited T-bill dealers, of whom the top six banks are the ma 
buyers. They have used their p power in the market to raise the yield on the bills 
artificially high levels. 

The share of the Big Six in trading T-bills on the secondary market has fallen 





karta reforms r rules | 
rade and investmánt 
Indonesia on 6 July announced a 








kage of trade and investment reforms 


igned to cut costs and spur new 
estment. The package reduces tariffs, 


ninates some non-tariff barriers, opens 
v areas to investment, simplifies rules 


foreign workers, enables foreign 
panies to obtain land permits and 


as the government's monopoly on the 
sort of steel products. The package did 


reduce protection of the auto 
ustry or open up trade in key - 
amodities such as wheat, sugar and 
abeans. 


nk, broker cut forecasts 
Japanese growth 


Bank of Tokyo forecast Japanese GNP 


wth of 2.7% for the year to next 
rch. This is lower than the 3.5% 
wth forecast by the government's 
nomic Planning Agency. The bank 


' foresaw a risk that Japan's recession 


ll be deeper, and [the] recovery 
ver" than even its latest forecast 
icates. Jardine Fleming Securities' 
yo office meanwhile slashed its 
wth prediction to 1.5% from 2.5%, 
ig “much deeper weakness" than. 
ected in demand and continuing 
sulence in the financial system. 


nsung to enter South Korean 

nmercial-vehicle market 

south Korea's Samsung group on 3 
won permission from the 


ernment to enter the local commer cial- 


icle market. The group will spend 
a 72 billion (US$92 million) on a 
ory to produce vehicles such as 


ent mixers, dump trucks and tractors. 


put is expected to rise from 1,000 

«cles in 1994 to 5,000 by 1997, of 

ch about 30% will be exported. The 
existing local automakers have 
sedly opposed Samsung’s entry into 

enarket. 





va raises estimate 
securities shortfalls 
che Reserve Bank of India, in an 





. months to May, there were 58,000 


transactions totalling Rs 9 trillion. More 
than two thirds were carried out by four 
foreign banks: Standard Chartered, 
Australian-owned ANZ Grindlays, and 
the US’ Citibank and Bank of America. 
Over 20% of the transactions (or 30% by 
value) cannot be matched in banking 
records, the central bank said. 


South Korea moves to freeze 


intra-group debt guarantees 


Seoul on 1 July restricted debt 


guarantees among the subsidiaries of the 


nation’s top 30 chaebol, or conglomerates. 
The move is part of efforts to limit the 
diversification of chaebol and free capital 
for smaller companies. Under the latest 
restrictions, chaebol will be banned from 
expanding intra-group guarantees, 
currently up to three to five times their 


equity in some cases. Over the next five 


years, chaebol will be required to reduce 
this ratio to less than two. 


India opens oil fields, 

refineries to foreign firms 

> New Delhi announced on 3 July that 
four medium-sized oil fields — the Mukta 
and Panna offshore fields near Bombay, 
the Ravva field in the Bay of Bengal, and 
an onshore discovery in Rajasthan — will 
be opened for joint ventures between state 





Vast coal deposits discovered — 
in Sindh, Pakistan 

Pm Pakistani public-sector prospectors, ~ 
supported by experts on loan from the —— 
US, have discovered vast reserves of coal 
in the Tharparker district of Sindh ; 
province. Initial findings indicate that 
there are 22 billion tonnes of lignite in the 
area. - This has encouraged the Sindh 


nu is to be formally Ba Ru 


Taiwan's Giant to produce 
bicycles in China dg 
M Taiwan's Giant Manufacturing Co. — 
announced it will set up a joint venture — 
with China's Shanghai Bicycle Factory to. 
produce bicycles for export. The new 
company, Giant Shanghai, brings together 
Taiwan's largest bicycle maker and the 
manufacturer of the popular Phoenix 
brand bicycle. The venture will be : 
capitalised at US$12 million and plans to: 
produce 300,000 bicycles by 1994, | 


|, increasing to 1.5 million by 1997. 


| Jakarta re-opening coai mining 


to foreign investors 

> Indonesia will re-open the coal mining 
sector to foreign investors after an absence 
of several years, Director General of : 
Mines Kosim Gandataruna said on 1 july. 
However, foreigners will only be allowed 
to bid on new contracts in eastern 
Indonesia. 


Sun Hung Kai expanding 
business in China 

P Sun Hung Kai Properties, one of — 
Hongkong's biggest developers, raised - 
HK$3.3 billion (US$426 million) in a _ 4 
private placement of shares. It aims to use 
the cash to expand its business in China- 
(see page 41). The placement was = 
Hongkong's biggest cash call this year. 












Taiwan's China Trust becomes | 
commercial bank 

> China Trust Co. converted intoa 
commercial bank on 2 July, bringing to 17 
the number of new private banks vOW 
authorised by the Taiwan Government 
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iau Seoul plunges to four-year low uuu Hongkong hit by Sino-British deadlock 
wer airport m m a Falling interest rates boost Wellington a a a Tokyo rises, then falls 


ind Taipei tumbles amid interest-rate rumours in week ended 7 July a a m 


Seoul Bangkok 
SET index, 731.02 11.000 
Index. 535.34. — — — Average daily 


turnover U5$142 3m 


Average daily 
turnover 
US$191.0m 
(Left scare) 








4,100 
Straits Times Index, 1,480.89 
Average daily turnover US$48.2m 
3,400 | 
2,700 ba ae Index. 4,432.22 
Average daily turnover US$896 1m 
Average daily turnover US$1.6b (Right scale 
20000 ^"^ 15,000 
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Manila jl eft «choi 
2,000 Composite index, 1,496.33 1,500 116.08 if 3M 
Average daily turnover 
U$$12.2m 


(Right scale) 


i 









Australia New Zealand 
All-Ordinaries Index NZSE-40 Capital Index, 
1,200 1,560.50 1,570.18 = US$0.3m (Left scale) 
Average daily turnover Average daily turnover Bombay 
US$145.9m U$$13.0m BSE Sensitive Index, 3,080.5 
1,000 (Left scale) (Left scale) 500 600 Average daily turnover (negligible) (fig sca 
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f outh Korea's largest real-estate 
me scam in a decade hit the Seoul stock 
WP exchange on 6 July, sending the 
_“ stockmarket index to four-year 
ws. The market fell even though the per- 
etrators and victims are not connected to 
sted companies or the exchange's so- 
lled Big Hands. 
A. political bell-wether in this election 
ear, the stock exchange is primed to react 
uickly to any whiff of scandal that might 
lead the ruling Democratic Liberal Party to 
lose the presidency in the December elec- 
tion. And the scandal initially appeared 
likely to produce such an outcome. 
.. The piece of real estate at the centre of 
-the controversy is a site in a fashionable 
-part of Seoul that belongs to the counter- 
intelligence wing of the Ministry of De- 
fence. Among the alleged masterminds of 
the fraud is an employee of government- 
: controlled Citizens National Bank and a ci- 
-vilian employee of the military’s Joint 
Chiefs of Staff. 
First Life Insurance Co., the country's 
fifth- -largest insurance company, is the vic- 
.tim in the affair. First Life was swindled 
_ out of Won 47.3 billion (US$61 million) in a 
bid to secure the rights to the property, on 
Which it aimed to build its new headquar- 
ters. First Life placed the funds on deposit 
‘itizens National Bank, where the 
isters laundered the money through 
he kerb market. 
~~ The public learned of the scandal on 6 
July after one of the alleged masterminds 
of the fraud, the Defence Ministry official, 
; returned from China following his appar- 
- ent bid to defect to North Korea. He was 
arrested by Chinese authorities in early 
July in Tianjin and returned to Seoul after 
being questioned by South Korean military 
officials. 
|. The Seoul prosecutor's office, which is 
handling the case, quickly announced that 
it would investigate the personal accounts 
of all suspects. The ill-gotten funds at the 
time were believed to have found their 
way onto the stockmarket. 
These sparse details were enough to 
-spark a one-day 10-point drop to 535 
¿points for the stockmarket index, as Big 
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deed without the knowledge of senior offi- 
cials? How could a data processor at the 
Defence Ministry persuade a life insurance 
executive to part with Won 47.3 billion 
without at least an unwritten assurance 
from senior political or military figures that 
the deed was genuine? In South Korea, it is 
a crime under national security laws to dis- 
cuss the sale of military property. 

These questions led many investors to 
believe that a special political fund-raising 
effort was under way. If disclosed, it might 
lead to an investigation of financial ac- 
counts in the stockmarket. Already, Seoul 
is awash in rumours of leading companies 
seeking to secure industrial licences and 
other government goodies — just as the 
campaign-financing needs of the ruling 
party are reaching a critical stage. 

In South Korea, real-name financial 
transactions are not required. This allows 
individuals and groups to park political 
funds in the stockmarket until campaign- 
ing begins. And for portfolio investors, it is 
worth cashing out at whatever the short- 
term cost to avoid getting caught in an in- 
vestigation. 

The full details of the scam are not ex- 
pected to be disclosed for weeks, but in- 
vestors appear to have discounted the af- 
fair as simple fraud rather than a political 
fund-raising exercise. The stockmarket in- 
dex held steady on 7 July. . 

But the event proves once again that 
South Korea sorely needs to enact legisla- 
tion to require real-name financial transac- 
tions. If speculators had no reason to fear 
an investigation, then they would not need 
to cash out at the first hint of scandal. Nor 
could possibly illicit political campaign 
funds be laundered through the stockmar- 
ket if real names were attached to investor 
accounts. m Ed Paisley 


A wave of mergers, acquisitions and re- 
structurings by companies on the Jakarta 
Stock Exchange has caught the suspicious 
eye of brokers and investors. Given past 
practices on the exchange, they can be for- 
given for cynicism. 

In the largest corporate transaction ever 
in Indonesia, cement giant Indocement in 





cerns. This is a sizeable number, con 
ing that only about 150 companie 
listed on the Jakarta Stock Exchange. 
brokers expect the trend to continue. 

Previously, holding companies pa 
twice on the earnings of subsidiari 
January, the government amended tl 
law to remove this discrimination. C 
quently, it now makes more sense for 
panies with common shareholde 
merge. 

Few complaints have been heard 
stockmarket about the recent spate | 
quisitions. "It's less a case that inv: 
think they are getting a good or bac 
and more a case of investors not kne 
what kind of deal they are getting," 
eign broker explains. 

Regulatory agency Bapepam gets . 
of approval from many brokers for t 
to improve disclosure rules on merger 


-Hungry Indonesian compa 





acquisitions. And some large comp 
deserve credit for realising that a 
public image is a worthy objective 
more needs to be done. 

The Indocement purchases mé 
good case study. Indocement is buy 
profitable wheat-milling operation < 
batch of brand names. 

Leaving aside investors keen on a 
cement play, the deal might make a 
sense. But brokers have little idea wt 
the price is right. In the case of Indof 
Indocement is paying about Rps 71 
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Since: 1985, when the Single Market | IE 
project was launched, the. twelve EC... 
countries’ 





s 





world trade. ‘During this period, hows | L— 
ever, the + CommvanitYs s internal trade was og d^ 

t of the iru lion’ s share of the EC countries’ trade, 
especially within the Community. Here, 
expe 









seing the planned North American Free 
(rade Agreement. However, the long- 


rm benefits seem less clear-cut, as the — 
iormation of such blocs only shifts trade — 
warriers without actually removing them. | 
in particular, the protection given by in- 
Nustrial countries to their farm sectors JA 


gads to huge welfare losses. 


"ocus on manufactures 


Over the past twenty years, trade i ino 
cre the common market 

ad the integration of the EC and the Efta 
states into the European Economic Area 
at the start of 1993, the prospects for 
trade within Europe look good. Yet no 
matter how great the benefits of a 
common market, the EC should resist 
the temptation to view that market as. a. 
members-only club. Any move towards 
-a Fortress Europe could increase growth 
in the EC countries at the expense of 
growth. in other parts of the world. 


. ges Jastor endowment thas: ‘grown : 
n a much higher rate than traditional 
“ade in complementary goods. In most 


mature economies, this “intra-industry 
“ade” in manufactures now accounts for 
ll above 50%. Thus the overall out- 









wrimarily by the development of intra- 
mdustry trade. z 

. Manufactured goods, above all. ma- 
Winery and vehicles, account for the 
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trade has expanded n volume . | 



















On the face of ii it, “the. EC's fco 
would seem to suggest. that the creation PH 





-panies are able to concen- 
trate the large-scale pro- 50 
duction of a wide range — | 
.. of goods at the most com- 
petitive sites within that — 99-7 - 
market. This has not only — 5L 
stimulated trade; | 
also attracted substantial | 
inflows of foreign direct o m 
investment, As a result, a 
-sizeable amount of Eu- 
rope 'sintra-industrytrade — -20* 
is, in fact, intra-company 


SEES therefore, the extablishine | to 
»f similar zones is being discussed else- - | 
where, the most notable recent example 


ok for world trade will be determined - 


“Economic gains limited - 


unless protectionist sentiment | 






is successfully restrained.” 


erm 


ort. and import growth rates have 
een well above-average for the past ten 





years. 
^ There are many reasons for this. 
- Demand for goods tends to be more 
"diverse in countries with a high per capita 
income. In a large, highly 


integrated market, com- 


it has 


1 Total 


trade. 
With the completion 


The Commerzbani "n 
on German business andfinance 7/ 92 





within EC 


2 Foodstuffs, etc. 
3 Crude materials, inedible; 
oils and fats 


industry trade will be limited unles 





k report 





ram ayy n 


h in Europe 


Although intra-industry trade is most 
highly developed within Europe, it- 
gaining momentum in other regions as - 
well. As the long-term growth potential - 











.is greater outside Western Europe, no- 
.tably in Asia and Latin America, Europe : 
-will only be able to participate in these- 
‘regions’ expanding markets if it guaran- 
tees free access to its own markets. For 
-this reason, too, the current Uruguay 
: Round of the GATT must be brought 
to a successful conclusion to keep the- 


world economy from disintegrating into 
three protectionist trading blocs. 


EC countries’ external trade 
1991, in volume terms, change on 1985 in 9o 











with rest of world 


4 Mineral fuels, lubricants, etc. 
§ Manufactured goods, chemicals 


arsenic ert 









All in all, buoyant intra-industry trad 
will continue to be one of the engine 
of global trade growth. The main ben- 
eficiaries will be the mature industrial. 
economies, the former communist state 
of Eastern Europe and many middle 
income developing countries. Howeve 
the economic gains from increased intra- 










the current protectionist sentiment in 
the EC is successfully restrained. 2 





In September, business and financial leaders will turn to the Far Eastern 
Economic Review for its annual overview on the Asian banking industry. Review 
journalists throughout the region will examine the events and trends over the past 
. and di uss the industry S likely course for the year ahead. 





twelve months... 






—— this issue will benefit from a bonus circulation. The 
Review will be distributed to delegates at the IMF/World Bank 
Conference in Washin gon D.C. 


To make advertising reservations or for more information Linc 
contact your local Review. representative or: 


Hong Kong Sue Ingall Tel (852) 832-8477; Fax (852) 834-6051 
Singapore Simon Loh Tel (65) 220-3720; Fax (65) 223-3287 
Tokyo Hiroshi Kaneto Tel (3) 32 70 02 51; Fax (3) 32 93 27 59- 
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. Two-week Seminar 


Experiences i in Regional Cooperation 


and Integration 
Maastricht, 21 September — 2 October 1992 
Financed by the Commission of the European Communities 
Organized by the European Institute of Public 
| Administration (EIPA) 
The seminar's objective is to offer an input into the discussions 
and implementation of closer ASEAN regional cooperation inan 
ASEAN Free Trade Area. The programme is designed for those 
working out concrete proposals for closer ASEAN cooperation. 
Participants may include officials, businessmen, academics and 
parliamentarian: a the ASEAN countries. Officials will be — 
nominated, others should apply directly to the address below. 






The seminar will address the following issues: trends towards — 
regionalization; European experiences — the European Com- 

munity and the European Free Trade Association (EFTA) = 
eliminating tariff and non-tariff barriers; European standard 
setting and testing procedures; sub-regional cooperation; sectoral 

cooperation; other regional groupings and other items of rel- 
evance to closer ASEAN cooperation. The seminar will include — 
several visits to various European institutions. 7 
This activity is sponsored by the Commission of the EC in the 


framework fEC-ASEAN« cooperation. For further information 
and application forms, please contact, preferably by telefax: 


> T a Ms Kerstin Heisig, EIPA, P.O. Box 
- d'Administration Publique 1229, 6201 BE Maastricht, The 
oe, a ae Netherlands. Tel.: 31-43-296245; 
of Public Administration Telex: 56892; Fax: 31-43-296296. 





A Book by Michael Haas, 
University of Hawaii, explaining — 
why war came to Cambodia & 
who brought peace: 


UNIVERSITY OF BIRMINGHAM 07 
Development Administration Group. — 
School of Public Policy B 
MASTERS IN PUBLIC ECONOMIC © 
MANAGEMENT n 


Applicants are invited tor a new one year 
Masters programme (commencing October: 
19921 building practical economic skills for. 
the public sector, including preparing public: 
revenue and expenditure plans, designing 
marketinterventions, assessing investment - 
proiects, selectina the most favourable . 


Genocide by Proxy: Cambo- 
dian Pawn on a Superpower 
Chessboard (US$50). 

Order from Greenwood Press 
Group, P. O. Box 5007, 





USINESS 





RESEARCH & 


INNOVATION 


Spot the mistake 


apanese venture capitalists tend not 

to fund technology-based start-ups. 

Yet when Photon Dynamics of the 

US came to Japan last year, it had no 
trouble raising money. 

Seven Japanese venture capitalists, in- 
cluding offshoots of Nomura Securities and 
Daiwa Securities, clubbed together to raise 
more than US$8 million for the fledgling 
Silicon Valley equipment maker. The rea- 
son for this unprecedented show of confi- 
dence was that the Japanese companies 
knew that there was a market for Photon 
Dynamics’ products in Japan. 

Photon Dynamics makes equipment to 
inspect and repair liquid crystal displays 
(LCDs). This is just what Japanese LCD 
manufacturers have been looking for in 
order to raise the yields of their products. 

An LCD screen is made up of picture 
elements, or pixels. Behind the pixels is a 
matrix consisting of rows and columns of 
transparent wires. Pixels are switched on 
and off by specifying particular lo- 
cations where rows and columns 
cross. In active-matrix LCDs, or col- 
our screens, a transistor made of 
thin films of amorphous silicon is 
fabricated at each pixel to improve 
switching speed, contrast and 
brightness. 

Manufacturing active-matrix 
screens has turned into a nightmare 
for Japanese companies. A short cir- 
cuit or a pinhole defect in the silicon 
film can ruin an entire million-tran- 
sistor screen. 

The big problem has been find- 
ing out where the defects happen. 
Turning glass plates into finished 
displays can take up to a month, 
| during which time the plates un- 
dergo dozens of process steps. Wait- 
ing until the displays are completed before 
testing has been a recipe for disaster. 

It has also been expensive: colour filters 
for an LCD can cost up to US$150, while the 
chips needed to drive electrical signals 
down the matrix can cost US$75. There is 
no way to re-use these components if the 
screen has a flaw. 

The only way to test screens has been 
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US know-how aids Japan's LCD makers. 
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Bounce a light beam off a surface to which 
an electric field is applied and the polarisa- 
tion of the light changes. How much it 
changes depends on the strength of the 
field. 

Measuring the change and converting 
the measurements into an image produces 
a detailed picture of the surface. This "volt- 
age image" shows exactly where broken 
lines and bad pixels are located. Once it is 
known where defects are, the less serious 
ones can be repaired. 

While Photon Dynamics’ tester can tell 
LCD makers where defects are, it will not 
tell them at what point in the production 
process the defects occurred. But the in- 
spection machines made by another US 
specialist company, KLA Acrotec, can. 
KLA Acrotec's equipment works optically 
by capturing an image of the panel, con- 
verting it into digital form and then com- 
paring it with known patterns. Any devia- 
tion from the pattern is flagged as a defect. 
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This is a flexible approach, because it 
can be applied before and after any of the 
various stages in the panel-production 
process. Having pinpointed the cause of 
the defects, manufacturers can set about 
improving yields. 

Experts reckon that in-process testing 
can reduce manufacturing costs by up to 
50%. Frank Brienzo, president of KLA 
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semiconductor equipment, and Ni 
Mining, a large oil refiner. 

Photon Dynamics contracts man 
ture of the electro-mechanical parts 
testers to Ishikawa-Harima Heavy h 
tries, Japan's second-largest mach 
manufacturer. Indeed, it was at the Ji 
ese company’s suggestion that Photo) 
namics became involved in the di 
business in the first place. 

There are other examples of such 
ings. MRS, a small Massachusetts-l 
producer of large-panel photolithog: 
equipment, is 25%-owned by Daini 
Screen, a Japanese precision-mach 
company. Dainippon has recently b 
factory near Kyoto for the manufactt 
MRS' systems. GenRad, another US 
specialist, is jointly developing a sy 
with Tokyo Electron, a maker of serr 
ductor-production equipment. 

To this list can be added Applied ! 
rials, a leading producer of chemical- 
sition equipment that is wo 
closely with several Japanese 
makers. No two ways about 
Henley points out, "à dispropo 
ate amount of the innovation [i 
LCD-equipment industry] is co 
from the US." 

There are several reasons f 
high technical level of thes 
companies. One is that while J. 
ese makers hurried to adapt e 
ment originally designed for 
purposes, such as the producti 
semiconductors or solar cell: 
US companies have been at 
take a fresh look at the proble 
LCD production unencumbere 
the past. Another reason is th. 
US still leads the world in 
areas of technology, notably i 
processing. 

But whatever the reasons for it, th 
nificance of US vendors participating 
Japanese LCD-equipment market is 
The systems they supply will undout 
make it easier for would-be LCD mak 
jump into production of active-matr 
vices. Thanks to the sophisticated 
technologies the equipment makers 
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bu m circumstances are or how you see things. 
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to computers an ommunications inda T his same 
philosophy reac Yes right down to the heart of our company 
at AT&T Bell Laboratories, 


dy to discuss your telecommunications 
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Of networked. computing needs with us, you'll find that we' d 





be ready to liste |t Because of all perspectives, yours is the ..— 


most important tor us. 
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LETTERS 


Career sentence committed 
I read with interest your article on the great 


demand for Japanese graduates [Desper- 
ately seeking students, 18 June]. However, 
I laughed when I read that under the 


shushinkoyo system of lifetime employment, 
firms could expect to keep their staff for 
good. It is my observation (and experience) 
that with the exception of a few major firms 
on the conservative side, and the govern- 
ment, most companies do not keep the vast 


majority of their employees for life. Most 


young Japanese, and many older people as 
well, are happy to jump ship if the right 
offer comes along. We now have many 
employment magazines targeting these 
people, as well as a large number of head- 
hunting firms. 

The article also failed to mention that 
the acute labour shortage is forcing many 
companies to more aggressively hire 
women and minorities, including non- 
Japanese. They are also more receptive 
to employees with working histories 
(chutosaiyo). Hence, a great many com- 
panies are lowering their barriers to OBs 
(known as old boys, but also thought of as 
old bloods). Besides, most Japanese 
nowadays do not think 
their company's (wo)man, but instead 
think of their own future. So, the tradi- 
tional, "My ius has become "My 





Tangled blades 3 

The REVIEW’s report [Tangled ties, 2 July] 
on an illegal helicopter landing at the 
Singapore Polo Club contains several 
errors. 

First, the sultan ae Joho hash never been 
given permission to land his helicopter at 
the Singapore Polo Club. This has been so 
since the time of Lee Kuan Yew. There has 
been no change of policy since Goh Chok 
Tong took over as prime minister. The sul- 
tan has landed at the Polo Club on only 


one occasion and not several occasions as 


reported by the REVIEW. 

Second, the recent incident took place 
not in April but on 7 March. One hour af- 
ter air traffic control had expressly turned 


down a Johor request to land at the Polo 


Club, the helicopter flew in and landed 
there. In 1991, this same person had landed 
his helicopter there during a polo game, 


of themselves as 


And, fourth, the p police did not detaii 
person involved. The officer took a « 


ment from him. CHEAH GI 
Press Secretary to Mu 
Singapore for Home A. 


Not much in the water 
In reference to the item Something i1 
water in INTELLIGENCE [4 Junel], it ri; 
pointed out that the chlorination pr: 
will be used in the cooling system o 
Daya Bay nuclear power station to pre 
marine life from fouling its piping. 
It is the most common method of 
venting bio-fouling and a very weak 
tion of hypochlorite is used, which is 
duced from the electrolysis of sea w 
Environmental studies show that the 
centration of oxidant present in sea v 
where hypochlorite is injected, decr 
due to chemical reaction and dilution 
The concentration is divided by X 
distance of 6-8 km from the outlet. A 
dilution process continues by mixing 
the receiving sea waters, the concentr. 
of oxidant in the sea water in the vic 
of the nuclear power station becc 
harmless. Experience in France, whe 
similar. water-cooling treatment syste 
used, shows no significant impact on 
rine fauna. In addition, power statio: 
Hongkong use the same chlorination 
cess to prevent bio-fouling of piping 
tanks. Experience in Hongkong also sl 
that as the dilution process continue 
mixing with the receiving sea waters 
concentration of residue chlorine in tł 
cinity of the power stations becomes i 
nificant. | DOMINI 
Hongkong Hong Kong Nuclear Invest 


No method in the madness 

Why does a Malaysian working in M 
sia need to apply for a permit? Isi 
ridiculous if the headline news in the | 
goes like this: a Malaysian being cha 
in court for. versis. and workir 
Malaysia! 

If Sarawakians are free to travel 
work anywhere in Malaysia. I don' 
why Malaysians from outside Sare 
should have so much difficulty obta: 
residence and working in Sarawak. 
Sarawak government claims that 
policy is to protect Sarawakians. If th 
gument can stand, then what would 
pen if the rest of Malaysia also adopt: 
policy to protect their locals? Ther 





"m. The sun rises on the is- 
of Java, shining down on a 
travelling the Surabava- 

ysono line. The track circuits 
urs. A few hours later, the 
Sin rises over our powert 
n at Mers El Hadjadj, Alge- 


nil. later still. over our geo- 


val plants in Middletown. 
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WITHOUT MOVING AN INCH 
WE SEE THE SUN RISE 
10 TIMES A DAY. 


BHOLLAVS 


lnsaldo are world leaders in 
electromechanics. We know how 
to combine advanced design and 
constructional ability. fle ribly > 
That's how we are able to supply 
specific solutions Jor industry, 
power and transportation. Fields 


united by a common strate- 


gic vision, based on advanced 


. Conon pur nuclear giobal eis ei cor | 
-= Meanwhile, lesser players like Taiwan: 


: * inevitable recourse to market-oriented 


Minister Rao's government has unveiled a as 
-a series of reform measures which have . 


Se past policies. But the dead weight of 


uo convenient populism continue to hamper ` 




















E ; iy reports is New Delhi hi bur 
SE hepa McDonald. External 


i and South Korea have become economic - * 
B powers in their own right. Internally, the 
^. faith in the failed gods of central pee 


! m xad p main 
... planning has been replaced by India's — Tou 1 


DT setting off A majo olitical . ` 
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New Zealand : Conservation 
A power crunch in the middle of an 
. — unusually cold winter threatens the 
— habitat of an already eidangered SI 
sia E of bep birds 23 | 


. marked a departure from the country's 
-entrenched bureaucracy and politically 


_ progress. The challenge forthe — 
government lies in making bi c Id 2 nd 
Swift decisions, however inpalatable 
(o these e might be in the Short term 14 
os | Catiep pliotés. (clockuiise Hom. top left: po RMS 
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os Japan: Technology 
... Designers these days have to find 
easier ways for users to interact wit 
their machines — particularly. for. | 
VCRs 26 








"hd this year to increase the country's 
Waste Management j garment quota by at least 50% to 


INTELLIGENCE 
o A resounding lack of enthusiasm greeted compensate for losses the country 
the Vietnamese Government's first suffered during the Gulf War. Most 
; experiment with the partial privatisation the 80,000 or so Bangladeshi worke 
Against the Wind of some state-owned enterprises. Local Kuwait had to return home as a re: 
Poland is due to deliver up to 11 armed economists say domestic and foreign the conflict, while Dhaka also sent ; 
Mi2 helicopters and at least one . businesses are failing to take up Hanoi’s military contingent in response to 
transport version of the same machine to offer to buy shares worth up to 30% of Washington's request. Although th 
Burma. Poland sold about 20 Mi2s to the value of the first seven companies has doubled Turkey's garment quo 
Burma in late 1990, and immediately selected for auction because the compensate for losses suffered duri 
. came under pressure from the US government insists on keeping the old the war, no decision has yet been ti 





sc. Government and exiled Burmese managers, many of whom have run the on Bangladesh’s request. 





ith Kores : industry - 

sressed auto makers ha re be 
ken by the prospect of — 
asung becoming a qe d 
aufacturer 40 | Ui 


en-EC : Trade... o 
: EC warns Japan to- 

adraw a complaint 
ich it filed with Gatt 


yen the Nuclear Non-Proliferation 
"d (NPT). Narasimha Rao later 





ahim that ien eren 
s staff have since privately told 


ed to please the US, which is 
suring India to join the NPT. 
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se Martes Minister Chidambaram 
s ripples from the Bombay 
es andal show no signs of 















Amaral's violent death in 1849 at the 
hands of Chinese peasants. In the run-up 
to Macau's return to Chinese 
sovereignty in 1999, Peking has insisted 
that the statue be removed. Despite 
periodic assurances from Macau's 
governors over the past two years, the 


statue hàs remained standing. It is 


rumoured that Lisbon is not eager to 
display this vestige of colonial retreat, 
hence the plan for it to be sent to Goa — 
accompanied by a grant from Macau's 
Oriental Foundation. 


‘Thailand : Projects 
.. Bangkok's proposed Skytrain project 
A may have reached the end of the 
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party, have each promised the UN 
Transitional Authority in Cambodia 
(Untac) head Yasushi Akashi 300,000 
transistor radios — with batteries — for 
distribution in Cambodia. In addition to 
hiring air time on Voice of America 
transmitters, Untac is planning to set up 
its own radio station to broadcast 
information about the UN peace mission 
and elections. 


Lost Tribe 


A 400-strong "Vietnamese" force from 
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UN divisions 


oigns of growing Franco-Australian rivalry within peacekeeping force 


By Nayan Chanda in Phnom Penh 


he UN peacekeeping mission in 

Cambodia has claimed its first 

high-level casualty. French Gen. 

Michel Loridon, who arrived in 
Cambodia last November to lead the ad- 
vanced contingent of UN peacekeepers, 
has been removed from his post as UN 
Transitional Authority in Cambodia 
(Untac) second-in-command after develop- 
ing irreconcilable difference with his civil- 
ian and military chiefs. 

While some view Loridon's departure 
as stemming from a personality conflict 
between him and his Australian UN com- 
mander, Gen. John Sanderson, others see it 
in the context of a broader rivalry between 
Australia and France over Cambodia. 

In either case, the issue raised by the 
French general goes to the heart of the de- 
bate on how to secure cooperation from 
the Khmer Rouge on implementing a peace 
plan that could mean their undoing. 

"| am leaving Cambodia frustrated by 
my inability to implement the UN man- 
date," an obviously emotional Loridon told 
the REVIEW in an interview. ^Here was our 
chance to deal with the Khmer Rouge, 
push them to implement the accords they 
have signed. But I haven't succeeded in 
getting my superiors to agree with me," he 
said, referring to Yasushi Akashi, special 
representative of the UN secretary-general 


ye 


Cambodia’s new 


war of words 


; Michael Vatikiotis In Kuala Lumpur 


Over a three-day period earlier this 
. month, Cambodia became the venue for 
a new kind of conflict — a press war. No 





and Sanderson. 

One UN official said Loridon was being 
removed because he was a "loose cannon." 
“I like Loridon, he is a fine man to work 
with, but he is not a soldier-diplomat that 
we need," one Australian officer said. This 
attitude is precisely what Loridon sees as a 
problem. He says Untac officials are too 
busy being diplomatic while ignoring the 
Khmer Rouge strategy of buying time, and 
as a result have simply played into the gue- 
rilla group's hands. 

The Khmer Rouge have refused to 
move on to Phase Two of the peace plan, 
which calls for disarming 70% of the rival 
factions’ troops. Although some 9,000 
Phnom Penh government soldiers and 
3,000 fighters from the non-communist fac- 
tions — Khmer People National Liberation 
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Sanderson, Loridon: soldier or diplomat? 





on 10 July. It was followed by the Kuala 
Lum Cambodia Times on 13 July. 
Both papers are primarily aimed, at least 
initially, at the growing number of UN 

and other aid and non-govern- 
mental organisations that continue to pour 
into the country to implement last year's 


Paris peace accord. 
The US$1, eight-page Phnom Penh Post 
is the brain of Michael Hayes — an 


American who previously worked for the 


Armed Forces (KPNLAF) and A 
Nationale du Kampuchea Indepe: 
(Anki) — have already laid down 
arms and gone into cantonment: 
Khmer Rouge have refused to comp 
less two conditions are met. 

The Khmer Rouge have demande 
there should be no government of the 
of Cambodia — only an administ 
without a national assembly, min: 
flag. They have also called for the | 
verify that all Vietnamese forces have 
withdrawn from Cambodia. Howeve 
statement issued on 4 July the K 
Rouge seemed to drop the second « 
tion and to insist only on the dismis 
Phnom Penh ministers. 

A meeting of the Supreme Na! 
Council, made up from delegates fro: 
four factions and set up by the UN t 
resent Cambodia, in Phnom Pi 
Khemarin Palace on 8 July failed to 
the Khmer Rouge back down from 
refusal to disarm. 

Instead, Khmer Rouge represen 
Khieu Samphan said the very existei 
the Phnom Penh government was 
mount to living under Vietnamese co 
He also charged the UN authorities 
neglecting massive illegal immigrati 
Vietnamese, who were alleged to 
obtained 700,000 Cambodian ide 
cards. 

The issue has since been referred ! 


The Riel 600 (60 US cents), 24 
Cambodia Times is published 
Kamaralzaman Tambu, an Indon 
born public relations executive bas 
Malaysia. The company has hire 

ts — five Malaysians anc 
Singaporean, but another eight En 
speaking Khmers are currently | 
trained in Phnom Penh. 

The newspaper is owned by a cc 
tium of Cambodian and Malaysia 





| Security Council for a decision. While 
‘eral Western diplomats and UN 
icials said they expect the Security 
incil to issue a strong statement urging 
Khmer Rouge to comply with the 
n. 
Ever since the arrival of the UN Ad- 
iced Mission in Cambodia in Novem- 
1991, the Khmer Rouge have refused 
various pretexts to implement the ac- 
ds and dragged their feet when they did 
plv. Loridon says there is nothing mys- 
i about this tactic because it was all 
| down by the Khmer Rouge supremo, 
Pot, in a speech in late 1988. 
In the speech, obtained from defectors, 
Pot said that Khieu Samphan had been 
rking with the international powers to 
n time for the Khmer Rouge to expand 
control over 35% of the population be- 
' going into elections. There is evidence 
t delaying tactics are already bringing 
idends. 
An Australian officer with the UN said 
mer Rouge units have already moved 
y areas of Battambang and Siem Reap 
vinces to fill the vacuum created by the 
tonment of Phnom Penh and Anki sol- 
rs. 
Loridon also said Khmer Rouge 
ngth is much less than generally as- 
ed, and Sanderson is in agreement 
h him on this point. In an interview, 
«lerson said Khmer Rouge soldiers in 
tern Cambodia had contacted Untac 
es and expressed the desire to come 
» cantonments and enjoy the free food 
care provided by the UN, but they 
Nd not do so without authorisation from 
w leaders. 
several UN sources and Western diplo- 
* painted a picture of Khmer Rouge 
s in eastern and northeastern Cambo- 
as ill-fed, badly equipped and demor- 
ed. “Given their weakness,” one West- 
ambassador said, "I doubt that the 
mer Rouge will allow an intrusive pres- 


Xamaralzaman admits to no news- 
sering experience, but says he is out 
xploit what he sees as a business op- 
unity. Rather ambitiously, Cambodia 
"s runs to 40,000 copies a week. He 
ms his prospective readers include 
we of the 20,000 UN Transitional Au- 
ity in Cambodia (Untac) personnel, 
3,000 or more foreign business com- 
ity and 5-6,000 foreign aid and non- 
*rnmental organisation workers. 
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ence in their zone until the very last minute 
before the election. That way they can en- 
sure modest electoral success and political 
legitimacy before Untac leaves [the coun- 
try].” 

While agreeing that the Khmer Rouge 
military and political organisation is less 
than meets the eye, UN officials are di- 
vided on how to respond to their intransi- 
gence. Sanderson is said to believe that in- 
stead of pushing them into a corner, the 
Khmer Rouge should be given time to 
come back to the UN peace process. One 
view is that, as the Khmer Rouge lacks a 
political organisation and would cease to 
exist if its forces were disbanded, it should 
be given the opportunity to switch to a 
political strategy. Other UN officials and 
diplomats described this theory as “naive” 
and “a total misreading” of the Khmer 
Rouge operating method. 

Loridon said what is needed is courage 
and a willingness to push the Khmer 
Rouge into implementing the terms of the 
peace accords. Any peacekeeping opera- 
tion requires a bit of risk taking, the gen- 


anything to any censorship board. I don’t 
think they even have a system for that,” 
Kamaralzaman says, pointing out that a 
free press is one of the terms under the 
Untac accord. 

The news carried by the first editions 
of both papers offer few surprises. The 
Phnom Penh Post leads with stories on 
electoral law issues ahead of next year's 
planned polls and on problems associat- 
ed with the city’s rapid urban growth. It 
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eral argued, adding that he obtained re 
sults not by pandering to the Khmer Rouge 
but by pressing ahead with implementing 
the peace accords. 

“It is not a question of troop strength. | 
have done a lot more with 300 troops thar 


is now being done with 14,000," he main: 
tained. Loridon said that while UN troops 
are now fully deployed, thev are "just sit- 
ting and waiting for the Khmer Rouge 
leaders to agree to disarm their troops.’ 
The UN should deal with local Khmer 
Rouge commanders and push for compli- 
ance rather than wait for the central lead- 
ers to give their permission. Loridon is alsc 
convinced that the Khmer Rouge woulc 
not dare shoot at UN troops. 

However, he added that "it is possible 

. at some point they will try to block th« 
UN move by force. If it comes to that one 
may lose 200 men — and that could in: 
clude myself — but the Khmer Rouge 
problem would be solved for good." 

Some observers suggest that behind the 
two generals' differences lie their divergen 
national domestic agendas. French Presi 
dent Francois Mitterrand, who earned in 
ternational kudos and improved his do 
mestic standing by his courageous foray 
into the besieged Bosnian capital o 
Sarajevo last month, may want to take é 
tough stand against a universally despisec 
Khmer Rouge. 

By contrast, Australia's Foreign Minis 
ter Gareth Evans — who first broached th« 
idea of the UN peace plan — is facing criti 
cism from domestic political opponents fo) 
a plan that legitimises the Khmer Rouge 
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1. in Lish ase aa) ee Le 


REGIONAL 





NEPAL 


Stir in Shangri-la 


Indian help sought over Bhutanese refugees 





By Kedar Man Singh in Kathmandu ; 
T he Nepalese Government has begun 





sounding alarm bells over the con- 

tinuing influx of refugees from 
neighbouring Bhutan. What began as a 
trickle in the late 1980s — of ethnic Nepal- 
ese settled in Bhutan for generations — has 
now exceeded an estimated 60,000 refugees 
and Kathmandu is apprehensive that the 
number could double by winter, if left un- 
checked. 

Nepalese Prime Minister G. P. Koirala 
told the REVIEW that Kathmandu had tried 
"quiet diplomacy" with Bhutan, but the 
latter had not responded positively. In fact, 
Bhutan has refused to acknowledge the 
existence of the problem. Therefore, Nepal 
is thinking of seeking India's mediation, if 
another attempt at a bilateral approach 
next month fails. 

On 1 July Nepal's King Birendra made 
the refugees a matter of immediate national 
concern by voicing it in his address to the 
joint session of the two houses of parlia- 
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ment. A week later, the 
prime minister convened a 
meeting of all major politi- 
cal parties to seek a policy 
consensus on the issue, 
where the recourse to an 
Indian mediation was 
agreed upon. 

While the influx of refu- 
gees from Bhutan is recent, 
Nepalese settlements in 
that tiny Himalayan king- 
dom are not; most of them 
date back to the middle of 
the last century. Admitted- 
ly, the numbers of Nepal- 
ese in Bhutan grew further 
this century. But that 
hardly caused a ripple as 
Bhutan continued in its splendid isolation 
from the modern world under the British 
Empire and later under a treaty with inde- 
pendent India. 

By the late 1980s, Bhutan's King Jigme 
Singye Wangchuk — who had ascended 





Koirala: quiet diplomacy. 


the throne as a 17-year-old in 1972 - 
came concerned with the large H 
Nepalese presence in his Buddhist do 
According to the 1988 census, Bhi 
population was 1.37 million, of v 
Bhutanese Buddhists comprised 

Nepalese Hindus 45% and others 79 
the authorities kept on insisting that 
people of Nepalese dt 
were illegal immigrar 

The resident Ner 
also resented the | 
handed policies of fc 
them to adopt the 
tanese language and 
toms. In tandem wit 
democratic winds in ^ 
the Nepalese settle 
Bhutan began agitatir 
political rights in the 
cratic kingdom whi 
turn led to a police « 
down. This led direc 
the refugee problem i 
pal. Political dissider 
well as some high-ra: 
Bhutan officials of M 
lese origin sought po 
asylum in Kathmandu. 

Koirala took up the issue unsucces 
with the Bhutanese king at last Decen 
Colombo.summit of the South Asian 
ciation for Regional Cooperation (SA 
Bhutan's Foreign Minister Dawa Ts 


HONIS WN X 





F oreigners « out ofa job 


; By Julian Baum in Taipei 


When the American Chamber of Com. 





a recent 4 July party it 


found, unlike in previous years, that it 
had little. 'oic over which musicians to 


Shee , Bog 

| Since May this year, the For | Af- 
fairs Magis been siting Taipei’ s 
í deporting their 

ei greti Ea d csi 
— and bringing to a sudden end their 





previously unofficial immunity from Tai- 


wan's vague work rules for certain na- 
 tionalities. Since the popular foreign 
bands were unwilling to perform in pub- 
lic and risk deportation, the chamber had 
te sahla fae a lace naniular lacal hand at 


brought uncertainty to thousands of for- 
eigners who must now conform to new 
regulations or face le expulsion. 
The Foreign Police say that 
27,000 of Taiwan's 100,000 foreign resi- 
dents had overstayed their visas as of 
30 June. The majority are Filipinos, 
Malaysians and other Southeast Asians 
employed at factories and construction 
sites who have been the focus of previous 
campaigns to expel illegal foreign work- 
ers. These workers were given an am- 
nesty to pay their taxes and leave Taiwan 
voluntarily by 15 July in order to be eligi- 
ble to return legally as contract labourers. 
Many have not don so, saying they have 


insufficient funds to return home. 
Rist the now lahmir naliew alen affacte 


nessmen who have lived. in Taiwa 
years have suddenly lost their right 
sidence. Many others who were em 
ed on tourist visas have been forc 
abandon their jobs and leave the cot 
Among other provisions, the em 
ment law imposes stiff penalties ¢ 
ployers hiring foreigners without p 
papers. An employer can be j 






three years and fined US$12,000 fo 
ing more than one illegal foreign wi 
The regulations also re govern 
ministries to issue d rules fot 
dency petis ted PORE EE th 
in most cases they have yet to do « 
“In some ways, they have crimini 
the status quo before coming out wil 
tailed regulations,” said Lawrence L 
attorney with a Taipei law firm. 
Other critics say the labour rule 
inflexible and ina te to the) 


never“. 
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med that most of the refugees in the 
»alese camps were those expelled from 
»hbouring Indian states and denied that 
itan had committed any atrocities 
inst its residents of Nepalese origin. 
m Subba, a spokesman of the Human 
hts Organisation of Bhutan and an ex- 
' official who fled to Kathmandu 
rged Tsering of indulging in “deception 
| disinformation.” 
After bilateral talks between officials of 
two sides during March and April 
ed to break the impasse, a SAARC team 
arists from India, Sri Lanka, Bangladesh 
| Nepal visited southern Bhutan from 
ere most of the refugees had fled. Ac- 
ding to the team, the refugee problem 
se out of discriminatory Bhutanese laws 
| violations of human rights by the au- 
rities. The team’s report, submitted to 
RC heads of government called for the 
eal of these laws. 
Meanwhile, some 500 refugees in Ne- 
have died in recent months due to dis- 
e and malnutrition. About 55,000 are in 
igee camps organised by international 
ncies and several thousand more are 
mated to be living off the land. Nepal is 
nning to send a senior cabinet minister 
l'himpu, the Bhutanese capital, in Au- 
t to persuade Bhutan to take part in a 
t endeavour with India to identify all 
refugees in the camps and help to re- 
riate them. " 





| 
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The Russian option 


MALAYSIA 





Air force eyes MiGs as islands dispute brews 


By Michael Vatikiotis in Kuala Lumpur 
gainst a backdrop of rising tension 
A in the South China Sea, where Ma- 
laysia has stationed forces on at 
least two islands in the disputed Spratly 
chain, the REVIEW has learned that the 
country’s air force is close to buying as 
many as 30 MiG29 fighter aircraft from 
Russia. 
Critics question the move on the 


| grounds that Russian military technology 
| is unsophisticated and hard to maintain. 


_ backing efforts to find a peaceful 


But for Malaysia it is the fastest and cheap- 
est way to strengthen its tactical capability 
just as a tangible threat to regional security 
is emerging. “They want the capability to 
fly to the Spratly Islands and back. This is 
becoming their primary concern,” a Euro- 
pean defence source said. 

Defence experts say Malaysia is pursu- 
ing a dual-track policy: while 


solution to the South China Sea 
disputes, it has no illusions 
about the prospects of a perma- 
nent resolution so long as China 
insists on sovereignty over the 
area. This may explain why Ma- 
laysia, along with other Asean 
states, is pressing ahead with 
military modernisation plans. 
“There is a feeling here, more so 
than anywhere else other than 
Singapore, of the need for a de- 
terrent capability,” said a foreign 
defence expert. 

European and US competi- 
tors are trying to convince Malaysia that 
the MiG29 option is flawed. Criticism of 
the supersonic single-seat aircraft focuses 
on its limited range (around 900 km), com- 
paratively short engine life (as little as 500 
hours) and the absence of sophisticated fire 
control and weapons systems. Yet, in tests 
held in Malaysia earlier this year, the 
MiG29 impressed the air force, which at 
present operates ageing US-built A4 
Skyhawk and F5E jets. 

“The US says the MiG29 is no match for 
US equipment, but compared to what we 
La HIT 
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100/200s ordered as an interim measure. 

The Russian option therefore offers 
Malaysia a capable air-superiority fighter 
at least five vears ahead of any previously 
considered proposal. If they are cheap 
enough, the MiGs would seem to be the 
most economical way of acquiring an in- 
terim capability before deciding on a more 
advanced alternative from the West. 

The range factor may be a moot point. 
Should some of the aircraft be based in East 
Malaysia, flying time to the Spratlys will 
be a minimal concern. Malaysian defence 
sources do not rule out building up their 
capability in East Malaysia to meet secu- 
rity threats in the South China Sea. 

"The Spratlys are high on the agenda," 
a Malaysian defence source said, but added 
there is no illusion about the efficacy ol 
any Asean country successfully challeng- 
ing China. “Our MiGs won't deter them if 





MiG29 at a Malaysian air show this year. 


they decide to do something." For this rea- 
son, some regional defence planners are 
more concerned about Washington's per 
sistent under-estimation of Chinese mili- 
tary potential. "The US thinks China's de 
ployment is obsolete. But which Asear 
force has the capacity to detect submarine: 
or counter stand-off missile technology?" 
an Australian defence expert asked. 
Calculating that any deterrent is bette: 
than no deterrent at this stage, Malaysic 
appears to have accepted the MiG29 as tht 
best option at the best price. The flyaway 
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BRIEFING 


Bangkok acts to 
prune military's power 


> Thai Prime Minister Anand 
Panyarachun has made two moves to 
curb the power of the military leadership 
in non-defence matters. On 9 July 
Anand's government revoked an order 
allowing the supreme commander to 
tackle civil unrest as director of the 
Internal Peacekeeping Command. The 
move also meant the disbanding of the 
Capital Security Command, headed by 
the army chief. Supreme commander and 
air force chief Air Chief Marshal Kaset 
Rojananin and army commander Gen. 
Issarapong Noonpakdi have been widely 
blamed for the deaths caused by these 
two agencies in putting down pro- 
democracy protests in Bangkok on 17-20 
May. In another move, on 13 July the 
government said the regulation whereby 
the air force chief automatically becomes 
chairman of the board of Thai Airways is 
to be amended. The move followed 
criticism of Kaset's role as Thai Airways 
chairman. 


Court order spurs 
pollution check by Tokyo 


> Japan's Ministry of International Trade 
and Industry will discipline Mitsubishi 
Kasei Corp. and plans to investigate 
pollution controls at Japanese firms 
overseas following a Malaysian court's 
order closing a joint venture 
manufacturing yttrium oxide in Perak 
state on 11 July. Mitsubishi Kasei has a 
35% stake in Asian Rare Earth, which was 
given 14 days to remove all radioactive 
waste and other toxic residues from its 
factory near the state capital of Ipoh. A 
ministry survey last year indicated that 
11% of all Japanese manufacturing 
enterprises had encountered 
environmental problems with their 
overseas subsidiaries and joint ventures. 


Crackdown on illegals 
worries Malaysian companies 


> Malaysia's crackdown on illegal 
immigrant workers has forced thousands 
of mostly Indonesian workers to flee 
urban areas and has spread fear in the 
construction sector about a shortage of 


that many workers have fled Kuala 
Lumpur for the relative security of 
northern and eastern states. They claim 
that many of the city’s construction sites 
are hard-pressed to continue their 
building projects without foreign labour. 
However, the government has signalled 
its intention to allow properly registered 
immigrant workers to continue working 
in Malaysia. 


Seoul, Hanoi set to 
open liaison offices 


> A diplomatic mission from Seoul 
arrived in Hanoi on 11 July to plan for the 
opening of South Korea’s first official 
liaison office in Vietnam since the end of 
the Vietnam War in 1975, the official 
Vietnam News reported. Vietnam and 
South Korea agreed last April to 
exchange liaison offices to facilitate 
growing economic cooperation and to 
perform some diplomatic and consular 
functions. Two-way trade between 
Vietnam and South Korea reached 
US$125 million last year, up from US$77 
million in 1990. 


Social indicators 
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Vice-president takes up 
Manila anti-crime fight 
P Philippine Vice-President Joseph 
Estrada on 8 July assumed the 
chairmanship of the Presidential Anti- 
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New Hongkong governor 
takes up office 


> Hongkong's new 
governor, Chris 
Patten, was sworn 
into office on 9 July. 
Eschewing the 
traditional colonial 
uniform, Patten wore 
a grey suit as he 
pledged to represent 
the interests of 
Hongkong people. He 
also reminded China, which takes ov 
Hongkong in 1997, that "trust is a tw 
way street." The former British 
Conservative MP, who succeeds Lor 
Wilson, broke tradition again on 12 J 
by personally accepting a petition frc 
100 men demanding that their mainl 
wives be allowed to live in Hongkor 
Patten has since said that he will not 
make a regular practice of personally 
accepting petitions. 





Patten. 


Ousted Thai premier 
starts political comeback 


> Former Thai prime minister Chati 
Choonhavan became head of a new : 
on 12 July, paving the way for a poli 
comeback after his ouster in a militar 
coup in February 1991. Chatichai brc 
away from his former party, Chart T 
to lead the Chart Pattana, or Nationa 
Development party. Chatichai will bı 
party's candidate for prime minister 
13 September general election. 


Indonesia, Libya 
patch up ties 


> Libya has formally opened its em 
in Jakarta, temporarily housed in a fi 
star hotel and headed by first secreta 
Ibrahim Merrah. The ambassador- 
designate is due to arrive before the 
September Non-Aligned Meeting in 
Jakarta. The opening of the new mis: 
marks a reconciliation between the ty 
countries: Indonesia has for years 
suspected Libya of helping train Ace 
separatists in North Sumatra. 


Japan ruling party clears 
emneror’s China visit 
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Audi's ten-year 
warranty 
against body 
rust-through 1s 
unlike 
any other. 


Audi go to greater lengths than 
any other car manufacturer to ensure 
that our bodywork withstands the 
ravages of time and the elements. 

Galvanising is the first step. Every 
millimetre of the car’s body is covered 
with a zine coating that prevents cor- 
rosion five to ten times better than 
ordinary steel. 

After galvanising, the entire under- 
body is sprayed with PVC. All the 
edges, seams and borders are filled 
with epoxy adhesive to keep out 
everything from salt water to humidity. 

Stainless steel fittings in the 
exhaust system protect it from road 
water. And, perhaps incredibly, the 
door hinges are made of ‘Teflon. | 

Finally, the entire car is given 
a bath in hot wax. Just to make sure. 

This exclusive process allows us 
to give Audi owners a ten-year 
warranty against body rust-through. 
Without periodic checks. 






This is the only warranty of its 


kind in the world. And your reminder 
that an Audi retains its beauty and 
value far longer than other cars. 


‘Test drive the new 


TO DEAL WITH 
THE MONKEY 


Y 





ne of the keys to succeeding in Asia in 1992 (the year 
of the monkey), will be your depth of understanding 
of the events and developments of 1991 (the year of 
the ram). Changes have swept through the >s 
region, altering business, political and 
financial outlooks. Any move without 
reference to accurate information could be a move in the wrong 
direction. For 32 years business leaders, scholars and politicians from 
around the world have relied on the "Asia Yearbook" for that accurate 
information. The all-new 33rd edition, compiled and edited by 
journalists and staff of the Far Eastern Economic Review is now 
available. "Asia 1992 Yearbook" covers the major events in Asia and 
also provides a country-by-country analysis of the various political, | 
social and economic scenes. 











Mail, Fax or Phone: Far Eastern Economic Review, | = | 
G.P.O. Box 160, Hong Kong. Fax: (852) 572 2436. Phone: (852) 832 8338. | l | 
| Please rush me the just published ASIA 1992 YEARBOOK (hardback) at HK$315, US$39.95, £24, ¥5,600, S$71.50 or MS$117.50 each or (softback) | 
at HK$235, US$29,95, £18, Y4,200, S$53 or MS$88 each. 
| No. of hardback copies No. of softback copies by airmail” by surface | 
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Laying down the law 


he establishment of an indepen- 
dent judiciary committed to pro- 
tecting South Koreans' basic con- 
stitutional rights was a major de- 
nd of the democratisation movement 
t filled the streets of Seoul in the spring 
1987. In response, future president Roh 
» Woo promised on 29 June 1987 to in- 
ute an authentic “rule of law" as a key 
ture of the county's transition from au- 
ritarian to more democratic rule. One 
ible step taken to implement this prom- 
was the 1988 revision of the constitu- 
1 to create a new Constitutional Court. 
Great political changes have occurred 
the Korean peninsula and throughout 
world in the brief interval since the new 
irt started functioning in August 1988. 
And though mutual mistrust remains 
h between the two Koreas over a vari- 
of issues, there is growing recognition 
t the Constitutional Court may have an 
reasingly important role in laying legal 
indations for a peaceful reunification 
cess over the next decade. Within the 
text of reunification, decisions rendered 
the Constitutional Court acquire addi- 
sal significance — though their immedi- 
impact on democratisation within 
th Korea is crucial enough in itself. 
President Roh's government avers that 
Constitutional Court has already 
rged as the authoritative voice of an 
ynomous judiciary fully committed to 
Yocracy and justice under law. A South 
sean Government report submitted last 
amer to the UN Human Rights Com- 
ee proclaims that “the Constitutional 
ert has been performing an important 
effective role in checking the abusive 
of government, securing the indepen- 
ce of the judiciary and protecting fun- 
rental rights.” 
Jefenders of this sanguine assessment 
1t to more than 50 challenges to legisla- 
decided by the court since 1989, in- 
Ning some 20 cases in which laws were 
sared unconstitutional. 
Jourt decisions in the domain of elec- 
laws have been widely perceived as 
&ressive and “nonpartisan.” For exam- 


By James West 


Another significant case was a Septem- 
ber 1989 ruling in which the court estab- 
lished a constitutional right to information 
by granting the petition of a citizen denied 
access to land records in a local govern- 
ment registry office. In February 1992, the 
court took up the right to information 
again in a case challenging the Military Se- 
crets Protection Act. Five of the nine jus- 
tices held that over-broad classification of 
military information poses a threat to free- 
dom of information, but the statute was 
upheld on the condition that it be inter- 
preted to minimise encroachments on ba- 
sic rights. 

In June, a civil liberties decision also at- 
tracted attention when the Constitutional 
Court invalidated a legal 
requirement that firms 
had to own high-speed 
printing presses in order 
to be registered as pub- 
lishers. Removal of this 
clause will allow newly 
established publishers to 
contract out their print- 
ing. 
Other important 
cases, however, have 
seen the Constitutional 
Court reject challenges to 
so-called "evil laws" in- 
herited by Roh's Sixth 
Republic from the au- 
thoritarian Fifth Repub- 
lic. A provision of the La- 
bour Dispute Adjustment 
Act that criminalises 
"third-party interven- 
tion" in labour disputes 
was upheld over a strong 
dissent by Justice Byun 
Jeong Soo. The court also 
upheld laws under 
which Chonkyojo, a left- 
of-centre national teach- 
ers union, has been out- 
lawed and repressed 
since late 1989. 

Further, efforts to en- 
hance the independence 






Roh: egal foundations. 
enhance the 
independence 

of judicial 
encountered 


as defined by international human-right 
standards remained in the hundreds." 

The National Security Act, under whicl 
dissidents continue to be imprisoned fo 
opinions and conduct deemed to be pro 
communist is an “evil law" South Korear 
progressives hoped would be invalidatec 
by an independent Constitutional Court. Ir 
April 1990, the court acknowledged tha 
the law had become anachronistic and de 
nied legitimate expression. Nevertheless, 
majority opinion found the law constitu 
tional on condition of proper interpreta 
tion. The decision is viewed as having hac 
little or no real impact on political prosecu 
tions. 

In addition, the willingness of execu 

tive-branch organs — in 
ai cluding prosecutors, thi 
d Agency for National Se 
curity Planning (ANSP 
. A and the military police — 
to respect and comply 
|. with the court's judg 
ment remains question 
able. In cases where thi 
court granted petition: 
challenging prosecutors 
discretionary decisions 
its rulings have been cir 
cumvented after remanc 
by prosecutors who 
reached the original re 
sult by other discretion 
ary routes. On 20 Janu 
ary, for example, thougl 
the court held that the 
ANSP's practice of taping 
interviews between po 
litical detainees and thei 
lawyers was unconstitu 
tional, The Law Times re 
ported that ANSP official: 
declined to discontinus 
the practice. 

Only when those whe 
defy or circumvent judi 
cial control incur swif 
and calculable sanction: 
will it be meaningful t 
speak of a rule of law ir 





The going gets tough as Rao dumps socialist dogma 
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i By Hamish McDonald in New Delhi - 


As the Pink City Ex- 
press rumbled past the 
poverty-stricken vil- 
3 ! lages and gypsy camps 
3 of Rajasthan, a young Indian engineer with 
the big Tata industrial combine asked the 
¿foreigner sitting next to him about India's 
“economy and its market-opening reforms. 
When it was suggested that Southeast 
- Asian countries like Thailand and Malay- 
‘sia provided examples of better progress, 
the Indian exclaimed indignantly: "But 
‘those are underdeveloped countries!” 
With the government that launched the 
reforms entering its second year, many In- 
dianse are still finding it hard to adjust their 
| perceptions to a world that has moved on 
tapidiy while their own country stood still. 
¿+ For decades India had been fixed in the 
. pattern of centrally planned economic de- 
velopment that was the prevailing wisdom 
when it became independent in 
1947. In India's world view the 
"Third World countries were strug- 
-gling against attempts by industrial 
“nations to perpetually relegate them 
-to being producers of raw materials 
-and low-grade manufacturing. The 
“communist countries, though short 
_on individual freedoms, were lifting 
.the masses and were a progressive 
force in the international order. The 
-Soviet Union gave India the modern 
¿weapons and heavy industrial 
-plants it wanted to achieve its des- 
tiny as a great power. 
> Then, over the past two years, 





India received a series of shocks. The East - 
| . planning system, but the Eighth Five-Year 
. Plan starting this year sets the emphasis. of 


. European countries broke free of Moscow. 
The Soviet Union backed the US in putting 
own Iraq. Then the Soviet Union itself 
isappeared. Third World countries like 
^ Brazil stopped opposing Gatt and gave 
^way to US pressure on intellectual prop- 
„erty rights. South Korea and Taiwan, in- 







India is thus not just adopting new eco- 
nomic policies but is having to rethink its 
place in the world. To open its markets, it 
has to abandon its belief that the i iterna- 
tional division of labour will remain for- 
ever invidious. 

New Delhi is also being forced to re- 
think its route to acceptance as one of the 
great powers. It is under pressure to put a 
cap on its covert nuclear programme and 
long-range missile development. 

These pressures have forced New Delhi 
into taking a more cooperative approach. 
It has all but adopted the latest draft of a 
revised Gatt. It is signing the Montreal pact 
against ozone-depleting chemicals. It is 
talking with the US about nuclear non- 
proliferation and may be looking for some 
formula to get itself off the hook. 

In respect of its own economy, India 
has made the fundamental decision to 
hand industrial development back to the 
private sector and rely on the market for 








allocation of resources. It still has a central 


state investment on social welfare and in- 
frastructure. 

Judged against the rigidities of its pre- 
vious economic regime, India has come a 
huge distance in its thinking since June 
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There is growing impatience a 
slowness of follow-up reforms in bar 
taxation, energy and public-sector « 
prises. The recent round of studies 
consultations that New Delhi says are 
sensus-building measures look mor 
more like temporising. 

The most puzzling development, 
ing questions about the commitment 
form, is that the momentum seems to 
slowed while Prime Minister P. V. | 
simha Rao and his Congress Party ai 
coming increasingly secure. Naras 
Rao has quelled his party rivals an 
Congress could attain a parliamentar 
jority soon by winning over splinter gl 
from other parties. The main politice 
ponent, the rightwing Hindu-natio 
Bharatiya Janata Party (BjP), is g 
through a phase of self-induced disai 

Narasimha Rao had a reputatior 
fence-sitting politician and Gandhi fi 
loyalist when installed as comprc 

leader of Congress after Rajiv 
dhi's assassination in May 
Once made prime ministe 
seemed galvanised into a new 
At 71, with most of his care 
hind him, he could conveni 
take the heat from radical rt 
changes. His avuncular pol 
skills would be an umbrell 
some of his progressive minist 
get on with the economic refo: 

However, on 30 June, in hi: 

full-scale press conference sinc 

coming prime minister, Naras 
. Rao evaded questions about 

term issues and dwelt on trivia 
He said it did not matter if reforms sk 
down, as long as the direction was 
"Experts" had told him it was dang 
to move "too quickly." 

The scoreboard on reform is still a 
tive one. In his first budget last 
Finance Minister Manmohaan Singt 
barked on à programme. of reducin 
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; month because of an apparently inno- 
it involvement with a firm linked to the 
ent banking and stockmarket scandal. 
and his wife had entrusted some Rs 
1,000 (US$9,770) to that firm for invest- 
nt purposes. 
Since last year, Chidambaram has un- 
led à new industrial policy which re- 
ved licensing requirements in most sec- 
à and dropped the bureaucratic vetting 
industrial expansion from the anti-mo- 
oly laws. Foreign investors were prom- 
1 automatic approval of 51% equity in 
it ventures (instead of the previous 40% 
dstick) and case-by-case consideration 
100% control. In foreign trade, 
idambaram started to reduce the list of 
dort items requiring licences and started 
iove towards a convertible rupee with a 
tem of automatic foreign-currency enti- 
nents called "exim scrip" for exporters. 
The second budget, this February, took 
process much further. The 1992-93 
'ril-March) deficit was targeted at about 
of GDP and another stride towards ru- 
' convertibility was made. Exporters 
ld exchange 60% of their proceeds at 
rket rates, and the rest at government- 
rates. All private-sector imports except 
se on à negative list could be freely im- 
ted with foreign exchange bought at the 
rket rate. Maximum tariffs were cut 
m 150% to 110%, and from 80% to 55% 
most capital goods. 
n sectoral reform, a series of measures 
gone part of the way towards prom- 
| liberalisation. In December, steel prices 
e decontrolled. In February, Singh an- 
nced that petroleum production, refin- 
and distribution would be opened to 
lan and foreign companies. In recent 
iths, New Delhi has reduced bank re- 
e and liquidity ratios from a total 63.5% 
incremental deposits to 45% and 
»ped bureaucratic pricing of equity and 
enture issues. Income tax rates were 
ered and simplified somewhat. Stakes 
mp to 20% were sold off in some public 
yr enterprises. Loss-making state enter- 
2s were referred to a board for either 
&dation or revival. 
Sut these decisions are only the begin- 
5 of real reform. Import tariffs of 110% 
still among the highest in the world, 
consumer goods are banned per se, so 
Indian industry remains highly pro- 
*d against competition. The partial ru- 
convertibility regime imposes a pen- 
on exporters, in that they pay the 
wer market exchange rate for imported 


stop mechanisms adopted elsewhere in 
Asia. In the case of raising stakes in exist- 
ing ventures it is still hedged with various 
caveats about pricing of share issues. 

Just before Narasimha Rao went to Ja- 
pan last month it was announced that divi- 
dend remittances to foreign investors resi- 
dent outside India no longer needed to be 
balanced by foreign-exchange inflows. This 
was welcomed as a sign of continued fine- 
tuning of foreign investment rules. After 
his return it was clarified that this did not 
apply to ventures in consumer goods, such 
as Suzuki's 50%-owned Indian car manu- 
facturer Maruti Udyog. 

In the public sector, the performance 
has been one of continued retreat in the 
face of pressure by the unionised work- 
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force. Any privatisation of the poorly per- 
forming large commercial banks national- 
ised since 1969 has been ruled out. Minis- 
ters still talk of revival of chronic loss-mak- 
ing enterprises, rather than closures. When 
a group of pilots in domestic carrier Indian 
Airlines refused transfers to Calcutta and 
their colleagues went on "sick leave," Civil 
Aviation Minister Madhavrao Scindia 
caved in. 

In fiscal management, Singh is making 
slow progress in cutting back current ex- 
penditure, which has been steadily creep- 
ing up, at the expense of capital spending 
on badly neglected infrastructure and so- 
cial services. The attack on subsidies, which 
by the late 1980s totalled 15% of GDP ac- 
cording to some estimates, has not been 
followed through. Deficit targets have been 
met by squeezing customs and excise lev- 
ies even harder. 


India’s progress: from the Calcutta jute mills to the Bombay stock exchange. 


Government employees have also dont 
quite well in maintaining real wage levels 
Average payments and benefits increasec 
by 638% between 1971-72 and 1989-90 
while consumer prices increased by 345% 
over the same period. 

Ministries have been reproducing 
themselves: agriculture spawned separat 
ministries for fertilisers, food processing 
and rural development, with no dim 
inution in its own size. Agencies tha! 
would seem to be made redundant by the 
new policies — like the 5,000-strong Plan 
ning Commission and the 1,000-strong of 
fice of the Chief Controller of Imports anc 
Exports — insist they are still important. 

So far, the government has not taker 
them on. It has ordered a 10% cut in some 
a; ii 
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senior posts, told departments to surren- 
der 10% of their telephone lines and cut 
some travel entitlements. Although an em- 
ployment freeze is said to be applied, 
budget papers foresee a 45,000 (or 1.1%) 
increase in the central government's 
strength this year. 

In the energy sector, the Petroleum 
Ministry sits on the policy of opening up 
oil development to the private sector. The 
opening of power generation to foreign 
companies faces the simple question: if 
New Delhi itself cannot collect bills from 
state electricity boards, what chance does a 
foreign investor have? 

Unless Singh can report substantial 
progress on these sectoral issues by the 
next budget in February 1993, New Delhi 
will be in trouble with its financiers. The 
Bombay securities scandal, though it has 
caused much damage in the short term, 
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Failed gods of the past 


State capitalism has defeated itself 





By By Hamish McDonald in Ranchi 
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The Heavy Engineering 
Corp. (HEC) here is what 
the former Indian prime 
minister Jawaharlal 
Nehru called a "temple of modern India." 
It was at once a "mother industry" that 
would spawn dozens of other factories 
around India, and a massive shift of re- 
sources to a backward region inhabited by 
tribal people. 

From the start it was designed on a 
grand scale. The Soviet Union supplied a 
heavy machine plant, Czechoslovakia a 
foundry forge and a heavy machine-tool 
unit. Through the 1960s, HEC indeed sup- 
plied the blast furnaces that sprang up in 
the surrounding coal and iron-ore belt. 
Next to the plant itself, a township of mod- 
ern homes and broad, tree-lined avenues 
was created for the staff that grew and 
grew to beyond 20,000, about 30% of them 
tribal people. 

But some time in the 1970s, the grand 
vision clouded. The state-run steel sector 
that was supposed to order a million-tonne 
steel mill every year from the HEC stopped 
investing. The management, drawn from 
the bureaucracy, waited for orders to come. 
The staff stayed in their jobs, guaranteed 
security of employment. Losses mounted, 
reaching Rs 1.16 billion (US$45 million) in 
the year ended March 1992. 

Behind the big gates, the stocking areas 
between the huge factory buildings are 
empty. No smoke comes from the tall 
stacks. Along the railway linking the plant, 
a solitary engine scuttles along without any 
wagons. The last Soviet technicians de- 
parted in December. “The kind of load re- 
quired to run such a giant enterprise is not 
available,” said HEC chairman and manag- 
ing director A. K. Mishra. 

With the deregulation of steel prices at 
the start of the year, the Indian steel indus- 
try is stirring from its stagnation. But the 
drive is coming from the private sector, 
which wants to put up small units using 
modern direct-reduction processes. Mishra 
said HEC is not tied to any particular tech- 
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Woes of public sector steel plants. 


power blackout. “They asked us: “How will 
you manufacture if you have no power?” 
Mishra said. Lacking the Rs 3 billion 
needed to set up its own generator, HEC is 
hostage to the unreliable power supply. 
Across India the public sector is charac- 
terised by massive amounts of capital tied 
up in loss-making enterprises. India’s com- 
mendable performance in raising domestic 
savings — up from about 10% of GDP just 
after independence in 1947 to about 20% 
by the 1980s — has not been matched by 
efficient allocation of resources, at least by 


Privatising 
power 
| 


The country that 
writer V. S. Nai aul 
— "SH ness is literally that for 


long stretches, as electricity demand 





surges ahead of generating capacity. Poor 


maintenance has reduced the load factor 
(actual output against rated capacity) to 
56% and as low as 30% in the eastern 


the public sector which accounted fo: 
of all investment by the 1980s. 

The 236 central government enter 
yielded a total net profit of Rs 23.7 t 
in 1990-9] — a return of only 2.3% c 
Rs 1,018 billion capital employed. 
petroleum monopolies were not incl 
there would have been a big com 
loss. Enterprises run by the state gc 
ments are in even worse shape. The 
partmental commercial undertal 
showed net losses of Rs 18.9 bi 
Among the two major types of non-d: 
mental undertakings, the state elec! 
boards lost Rs 41.7 billion (14.4% of c 
invested) and the state bus compani 
4.7 billion. Thus all public sector t 
prises combined lost Rs 41.6 billion. 

As pointed out by economists Su 
Mundle and M. Govinda Rao at New 
hi's National Institute of Public Fi: 
and Policy, "far from contributing 
surplus to the revenues of the govern 
public enterprises have constituted a 
source of resource drain." 

A large part of the losses come 
inefficiency: too many staff and too 
maintenance of equipment, with of 
correlation between the two. The 
source of losses is uneconomic pricinj 
public sector enterprises have becor 
main channel for subsidies that, acco 
to Mundle and Govinda Rao, rose 
8.2% of GDP to over 15% in the 10 ye 
1987-88, while the average cost-reco 
rate fell from 55% to 41%. About R 
billion of the Rs 280 billion in total : 
dies flowed through public sector : 
prises. 

Some public enterprises are clear 
worth keeping. Mundle and Govind 
said that several "promotional" cor 
tions run by the states "seem to ser 


cal switch in policy. "Basically the 
ernment has realised that we do nol 
the resources to fund the electricil 
mand of this country," said Power ? 
try official P. P. S. Brar. "We want 
tional resources from the private se 

Except in the case of a few long- 
lished Indian licensees, niem 


private sector to build and operate | 
stations with up to 100% foreign e 
The power companies can either bx 
licensees to supply consumers dire 





er purpose than providing political pa- 
nage." Such agencies in the 14 major 
ies claimed a combined budgetary sup- 
t of over Rs 50 billion in 1987-88. 
In many cases, of course, the enterprises 
vital and could be restored to profit- 
lity by reducing manpower and raising 
zes. The state electricity boards are the 
st pressing case. Output at many power 
ions is below 30% of installed capacity, 
i transmission losses and theft run 
ve 20%. Power tariffs are too low, par- 
larly for agricultural users, and are 
ssively in arrears. In Bihar, farmers are 
rged only 6% of per-unit operating cost. 
The hardest decisions involve enter- 
ses that may never attain profitability. 
National Textile Corp., which mopped 
loss-making textile units in the country, 
accumulated losses of Rs 27 billion and 
xe outstanding loans, but would require 
estment of an estimated Rs 16 billion to 
dernise. In one extreme case, the Haldia 
nt of Hindustan Fertilisers, officially 
npleted in 1980 and employing 1,600 
ple but yet to produce any saleable 
duct would require a reinvestment to 
lace its mis-matched assortment of So- 
t bloc equipment. 
Prime Minister P. V. Narasimha Rao's 
'ernment has referred 58 public sector 
erprises (including HEC) to its Board of 
ustrial and Financial Reconstruction 
ird for rehabilitation or closure if neces- 
/. Board procedures, however, normally 
? two years or more, followed by sev- 
! years of legal wrangling if liquidation 
ecided. A National Renewal Fund, with 
42 billion from the government and Rs 
illion from the World Bank, was set up 
ebruary to provide retirement packages 
retraining for surplus workers. Shares 
p to 20% in some enterprises have been 


duced above this level can be sold at 
»gotiated price to the SEB, or with the 
ts consent to other consumers. 
The Power Ministry is actively pro- 
‘ing a list of projects for which the 
sous regulatory clearances have been 
sined. Interest has come from several 
ign companies including Rolls-Royce- 
, British Gas, Mission Energy of Cali- 
E General Electric and Chicago 
discussed total 9,000 MW 
tib and investment of US$8.2 billion. 
main sticking point is getting the 
mised pévtent cur Gl dhe Go. which 
^urrently US$500 million in arrears to 
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sold through the public sector mutual 
funds, raising Rs 30 billion in 1991-92. 

It is a highly cautious process. And 
mounting opposition by trade unions, in- 
cluding a nationwide strike on 16 June, is 
not helping the government's nerve. Gov- 
ernment ministers bend over backwards to 
avoid the words "closure" or "liquidation." 
The National Renewal Fund is yet to make 
a single golden handshake. 

Some critics feel the government is ad- 
vancing on too broad a front. The 58 listed 
sick enterprises employ 300,000 people and 
would cost an estimated Rs 30 billion, or 
0.5% of GDP, to close down. Selecting a 
handful of enterprises for faster action 
would have a powerful demonstrative ef- 
fect, on one hand showing workers how 
the compensatory mechanism works and 
on the other giving a jolt to the complacent 
work culture in the public sector. 

At HEC, staff numbers have been drop- 
ping since recruitment was frozen in 1981. 
Mishra hopes to reduce the present 17,300 
to about 12,000 over two or three years 
through a voluntary retirement scheme 
that pays out an average Rs 250,000. This 
alone would allow HEC to break even on 
its operations, Mishra said. HEC is mean- 
while trying to broaden its product range 
by licensed production of mining equip- 
ment and dockyard cranes. The targeted 
loss for the current year is Rs 180 million. 

But HEC needs an immediate cash injec- 
tion just to buy materials, and the pace of 
the retirement scheme is also governed by 
available resources. New Delhi is unlikely 
to get any saviour to take HEC off its hands. 
“The private sector would not be attracted 
to something which has so many prob- 
lems,” admits Mishra. “But once I get the 
numbers down and improve performance 
they could come.” * 


islation last year requiring the SEBs to re- 
turn a 3% profit after interest payments 
and depreciation, the states have been 
slow to raise their consumer charges or 
recover arrears to attain this. 

New Delhi is not trying to dodge this 
one. "Potential financiers quite reason- 
ably ask: if the central government can't 
collect money from the sEBs, how do you 
expect private sector persons to recover 
it?" the Power Ministry's Brar said. "Un- 
less assured of a revenue stream, no-one 
is going to invest in this country." 

Brar points out that while some SEBs 
are in bad shape, others are regular pay- 
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FOUR CITIES 


CELEBRATE A NEW CENTURY 





Century International Hotels 
introduces a new era of Asian hotel 


comfort and convenience. 





The Century Hong Kong Hotel, 


a new 506-room tower in Wanchai 
near shopping, entertainment, and 
the Hong Kong Convention and 
Exhibition Centre. 

The Century Saigon Hotel, inter- 
national standard accommodation 
in downtown Ho Chi Minh City. 
Eleven floors of French colonial- 
style elegance with 109 rooms. 
The Hotel Atlet Century Park, 
a 630-room tower set amidst a 
beautiful tropical garden in Jakarta 's 
parkland arca. 

The Century Yogya International 
Hotel, a 220-room international 
standard hotel in the city centre of 
Yogyakarta. Located just 5 km from 


Adisucipto Airport. 


Reservations: 

Hong Kong (852) 598-8888 
Ho Chi Minh City (848) 231818 
Jakarta (62) 21-5712041 
Yogyakarta (62) 274-64750 
Utell International Worldwide 
Delton Reservation System 
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Provincial paralysis 


Mafia dons, mounting deficits haunt the states 





By Hamish McDonald in Dhanbad 





The first anniversary of 
; local legislator Suraj 
EO Deo Singh's death was 
cmm a big occasion in this 
coal-mining city recently. A big marquee 
was filled with local leaders, listening to a 
speech by former prime minister Chandra 
Shekhar. The local police chief sat among 
the guests of honour. Jeeps from the state 
colliery, Bharat Coking Coal, were parked 
outside. Security men patrolled the roads 
to let the ViPs in and out. 

To hear Singh's admirers, even those 
from rival political parties, the deceased 
was a saintly man. "There was no other 
leader like him, in fighting for the rights of 
the coalminers," said Satya Dea Pathak, 
secretary of the local Congress Party 
branch, who explained that the 
trade union established by 
Singh had fought against in- 
dustrialists for decades. 

Singh's younger brother, 
Bacha Singh, a plump young 
man with a thin moustache 
and gold necklace, has taken 
up the struggle as union secre- 
tary. His friends were reluctant 
to translate the next question 
to him, but after being pressed, 
nervously did so. Why was his 
late brother routinely de- 
scribed in the Indian press as a 
“mafia don,” a prime example 
of the criminalisation of poli- 
tics? Bacha Singh giggled at the 
thought. “The mafia is only in 
Italy,” he said. “In India, who- 
ever fights against capitalists is 
called mafia.” 

The problem with this story is that the 
coalmines were all nationalised before 
Singh started his union in 1977. The ver- 
sion of events accepted by most commu- 
nity leaders in the region is that Singh, a 
powerful and ruthless muscleman, cap- 
tured the trade in pilfered coal from the 
state enterprises. “He did nothing for the 
ordinary miners. He only persecuted 





Young boy working in open-cast pits in Bihar. 


used tunnels, Singh’s outfit also works 
about 35 open-cast pits. About 5,000 peo- 
ple, including an estimated 800 children, 
work in these mines, according to Narayan 
Hari Singh, a distant relative of Singh who 
is deputy editor of the Prabhat Khabar news- 
paper in nearby Ranchi. Top-level protec- 
tion comes from political allies like 
Chandra Shekhar, who is from the same 
village as Singh. 

In a countryside littered with 40 years 
of investments in heavy industry, strong- 
arm politics are the product of investment 
in industrial symbols instead of people. 
Bihar, with the lowest literacy rate of any 
state in India, is notorious for the overt al- 
liance of politicians and hired thugs. 

Compounding the problem is the de- 
clining performance of the state govern- 
ments, making politics an ever more vi- 
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cious fight for diminishing resources. Bihar 
Chief Minister Laloo Prasad Yadav is as 
aware as anyone about the downward fi- 
nancial spiral. “There is no money,” he said 
in an interview at his residence in Patna. 
“What we have is totally being spent on 
the government establishment, and there 
is even a deficit in this.” 

Around Ranchi and Dhanbad, the most 
resource-rich part of the state, the failure of 
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months has been less than one sever 
the installed capacity. 

Parlous state-level finances are a 
ster waiting down the road for Indi: 
formers. While attention has focuse 
reducing the central government 
deficit, running at 8.4% of GDP whe 
present government took over last yea 
states have also imposed a massive 
on savings, with combined fiscal di 
equal to about 3.5% of GDP. While the 
lect only 35% of total revenue, the : 
are responsible for 58% of spending 
quality of their investments and se! 
are thus vital for the results overall. 

Financial expert M. Govinda Rao p 
out that the states are already in a 
trap caused by explosive growth in s] 
ing over the 1980s. To cover mounti 
nancing gaps, the states resorted to 
rowing, so that their combined inde 
ness multiplied four-and-a-half times 
the 1980s to Rs 910 billion (US$35.5 bil 
or 23% of GDP, by March 1990. 

Spending has grown chiefly in v 
and in subsidies, at the cost of mainter 
and capital investment. Salaries wet 
because states agreed to pay rates equ 
or higher than central government li 
Over most of the 1980s 
employment increase 
3.6% a year. The more 
servants employed, the 
funds that were spent o 
fice space, transport, hot 
stationery and commu 
tions — and the less in 1 
services. 

Many subsidies benef 
haves, rather than the | 
nots. Cheap electricity anı 
ter goes to land-owners, r 
than their labourers. Ur 
sity education, which 
about 60% of India's total 
cation spending, is an 
case of the already privi 
getting a service nearly 
while huge numbers of p 
do without basic schoc 
One of the most depressing sights in ] 
are the demonstrations by the thousar 
qualified but unemployed school teac 

Govinda Rao thinks the answer lie 
determined squeeze on the wages bi 
through attrition and cutting some « 
more extravagant benefits; reducing : 
dies through a more realistic prici 
services; better targeting of welfare o 
really deserving; and rationalisin; 
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ONGKONG 


Irouble with triads 


lew law toughens penalties for organised crime 


Stacy Mosher : in Hong gkong 
T is attempting to clamp 





down on organised crime with 
new legislation that introduces 

indatory testimony against triad mem- 
rs and allows confiscation of crime pro- 
»ds. But there are worries that the move 
uld have unwanted side effects, such as 
riting pre-emptive attacks on witnesses 
d encouraging holders of suspect bank 
"ounts to shift their money to Macau. 
Hongkong Government statistics show 
bstantial increases in both 1990 and 1991 
some of the main types of organised 
me. More worryingly, some police offi- 
ls privately admit to a loss of control 
er triads, which are believed to have 
netrated every level of government and 
riety. 

Part of the blame is placed with the Bill 
Rights, which has strengthened the prin- 
le of burden of proof on the prosecu- 
n, and forced the authorities to provide 
onger cases against suspects in drug and 
Tuption cases. 

The Bill of Rights has also brought about 
rendments to the draconian Societies 
dinance, which requires all organisations 
provide records of their constitutions, 
mberships and meeting places. In its re- 
ed form, the bill no longer automatically 
tlaws unregistered societies. 

More significant to the fight against or- 
nised crime, in the view of one senior 
lice source, is police officers’ dread of 
Independent Commission Against Cor- 
"tion. Rather than risk the long and un- 
asant investigation that could result 
m fraternising with questionable ele- 
mts, police officers are keeping their dis- 
«e, and as a result their intelligence 
arces are drying up. "We really don't 
»w what's going on anymore," the po- 

officer says. 

The Organised and Serious Crime Bill, 
ssed by the Executive Council on 7 July 
8 gazetted on 10 July, was substantially 
red from a version presented for public 
ssultation a year ago. The original ver- 
m was criticised on human rights 
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the mandatory disclosure of information. 
Even the previously sacrosanct Inland Rev- 
enue Department can now be required to 
provide information to help with the pros- 
ecution of organised crime. 

While lawyers will not be required to 
breach legal privilege, banks and account- 
ants will be obliged to report any suspi- 





cious activity. Critics of the bill point ot 
that a 1989 regulation allowing the goverr 
ment to confiscate drug-trafficking pr 
ceeds from local bank accounts was fo 
lowed by a notable flow of funds int 
Macau. 

The new legislation may reflect a nee 
to place a heavier onus on members of th 
public in the face of the authorities’ ow 
ineffectuality. The bill's harsher aspect 
may also help, as the government argue 
to reach the chieftans of crime instead c 
the small-time thugs convicted under cui 
rent legislation. But in Hongkong's polit 
cally sensitive atmosphere, worries hav 
arisen that intelligence-gathering could b 
abused. 

There are also doubts about whether th 
authorities can or will protect members c 
the public who are forced to testify or oth 
erwise provide information about dange! 
ous criminals. Under the proposed legisle 
tion, people who refuse to testify face up t 
12 months in prison or a HK$100,00 
(US$12,940) fine. 

An English-language newspaper re 
cently interviewed a man who was place: 
under police protection after testifyin; 
against members of the powerful Sun Ye 
On triad organisation. The man claime: 
that the authorities had broken a promis 
to relocate him in the US and said he an 
his family now live in constant fear fo 
their lives. I 





BURMA 


Protest notes 


Popular anger grows over draft constitution 


By Bertil Lintner in Bangkok — J 


n the afternoon of 26 June, a car 
() drove at high speed along 

Anawratha Street in the Burmese 
capital of Rangoon. A man in the front seat 
looked around, checking the street for po- 
lice. Then, as the vehicle accelerated away, 
he heaved a bundle of anti-government 
leaflets through the window. 

Similar mimeographed leaflets and 
pamphlets have appeared in other parts of 
Rangoon and in Mandalay, Burma's sec- 
ond-largest city, for the first time in more 
than a year. Hand-written anti-military 


chairman of the ruling State Law and Or 
der Restoration Council (SLORC) in favou 
of his deputy Gen. Than Shwe. 

The leaflet campaign is a response t 
efforts to draft a new constitution, which i 
not going as smoothly as the SLORC hope 
when it began talks in June with Burma’ 
political representatives. The leaflets de 
nounce the meetings as a charade and sa’ 
no serious talks can be held as long as al 
major political figures — including th 
main opposition leader Aung San Suu Ky 
— are in prison or under house arrest. 

They also demand that the Nationa 
League for Democracy (NLD) — which wor 
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much optimism among most of the Bur- 
mese electorate. The NLD leadership has 
been removed twice since its formation in 
September 1988. Its chairman Tin U and 
general secretary Aung San Suu Kyi were 
detained in July 1989, while acting party 
leader Kyi Maung was arrested and sen- 
tenced to a long prison term following the 
1990 election. 

A new central executive committee, led 
by former army brigadier and one-time 
ambassador to Australia Aung Shwe, was 
announced on 23 April 1991. This third- 
rung leadership has been notably accom- 
modating to the SLORC, and on 15 Decem- 
ber 1991 even gave in to SLORC pressure to 
expel Aung San Suu Kyi from the party. 

Not surprisingly, dissatisfaction with 
the new NLD leaders is reported to be wide- 
spread, both among the public and party 
units throughout the country. A clear indi- 
cation of this came shortly after the first 
meeting between the SLORC and the politi- 
cal parties on 23 June. 

The NLD appointed a 15-man delegation 
to the talks, headed by Aung Shwe. How- 
ever, his performance was seen as so weak 
that even the 22-man support committee, 
which the party set up on 4 June to advise 
the negotiators, protested. This committee, 
led by veteran politician and former gov- 
ernment official Thakin Soe Myint, is said 
to be pressuring Aung Shwe to be bolder 
and demand the release of all “persons 
who should be taking part in these talks.” 

The only person so far who has asked 
questions of any significance during the 
talks is a representative from an ethnic 
Shan party, who wanted to know whether 
freedom of expression would be guaran- 
teed during the negotiating period. The 
answer from the military representative, 
Maj.-Gen. Myo Nyunt, was evasive. 

Further protests are expected as more 
people realise that a constitution has al- 
ready been drafted by former state leaders, 
rendering the consultative process virtually 
meaningless. Sources in Rangoon say a 
committee, including former presidents 
Maung Maung and Sein Lwin, finished 
their work several months ago. 

The new constitution will be essentially 
the same as the one promulgated in 1974 
and abolished when the SLORC assumed 
power in 1988, but with two main differ- 
ences. First, a multi-party system will be 
enshrined. Second, a bicameral parliament 
will be introduced with a directly elected 
lower house and an appointed upper 
house representing Burma’s various ethnic 
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Negative impact 





Congressman Solarz’ exit may hurt Asian interest 


By Susumu Awanohara in Washington 
ransition was the theme of Stephen 
Solarz’ hearing on Asia on 8 July, 
possibly his last as a member of the 

US Congress. An activist chairman of the 

Asian affairs subcommittee of the House 

of Representatives, Solarz invited Assistant 

Secretary of State Richard Solomon, who is 

moving on as the first US ambassador to 

the “post-bases” Philippines, for a “valedic- 
tory” testimony. 

On the same day, Solarz decided in an 
act of desperation that he would run for re- 








Solarz: all-round Asian hand. 


election in November in a New York City 
district created to give Hispanic-American 
residents a chance to win an extra seat of 
their own in Congress. Solarz is Jewish. 
Asian diplomats and reporters who 
cover Washington, already feeling ne- 
glected by a seemingly Eurocentric and in- 
creasingly inward-looking US, fear that 
the impact of Solarz’ departure — if it hap- 
pens — would be felt in Congress, a body 
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to create a new district for the gro 
Hipanic community. Solarz’ district, v 
is majority Jewish but with a sizeable 
panic population, was carved up 
many pieces which were then addec 
the most part, to districts with stron 
cumbents. 

Solarz is an internationally knowr 
eign policy expert and has one of th 
gest campaign war chests. He wil 
doubt try to convince voters that he ce 
more for them in Washington than h 
experienced Hispanic opponents. 
many Hispanics are calling him a ca 
bagger and observers say his chances : 
election are less than even. 

Not every Asian government will r 
Solarz' exit. As one aide puts it, "forc 
democracy and human rights" in Bi 
and China, among others, will miss Sc 
But their oppressors will not. 

Among Asian governments, M 
and New Delhi are among those tha 
well disposed towards Solarz; Islam: 
Hanoi and Pyongyang are not. Nortl 
rea, once friendly towards Solarz, has | 
been describing him as an "indiscree! 
bellicose political idiot, “foolish charli 
and “despicable philistine.” 

This is because Solarz has taken a 
line against Pyongyang's suspected nv 
weapons development. Aside from 
ing the two Koreas late last year, Solz 
the past year has tried to push alon; 
UN plan for a Cambodian settlement 
plan for which he takes some credit — 
to ensure that Congress appropriates f 
for UN peacekeeping operations. 

Solarz also tried — without much 
cess — to prevent US aid to the Philip) 
from being cut drastically after the P! 
pine Senate last year rejected a Was 
ton-Manila agreement to keep US | 
in the country. The US contributic 
the Multilateral Assistance Initiativ 
Manila, which Solarz led in creatii 
1987, has come down from the origi 
planned US$200 million a year to L 
million in a recently passed House bi 

In the US Senate, Solarz’ counte 
chairman of the East Asian af 
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One district in Manila pulsates with the life of the city. Ermita. 


"Where rare antiques speak of Manila's glorious past. Where 

great bargains tempt from every corner. Where spectacular 

sunsets and walks in the park soothe the senses, and where 
bright ights and endless nights enliven them. 


E HEART O 
ERE IS THE 












opens its doors right into the attractions of Ermita. 
The Manila Pavilion. 


One hotel c 









— Read: | to welcome | you with de luxe accommodation, 
le cuisine and complete business and convention 
| facilities. 





Keep in touch with the beat of Ermita at 
the Manila Pavilion Hotel. 
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The future is here, albeit early. with the opening of Citibank 
Plaza, the first of a new generation of “intelligent buildings" 
designed to accommodate today's technology as well as that of 
tomorrow. | | 

And while Citibank Plaza gives. you more facilities per square 
foot than any other Grade A building, rents are comparable with 
other prime offices in Central - - amazing value. for money, in every 
sense. 


Quite simply, Citibank Plaza has been built for Bone 


Get in and get connected. 





Raised flooring to allow for easy wire and 






cable management as well as cost-efficient 
office renovation | i 
e The largest floor plates in Central - : 
35,000 sq.ft. —— | | d. 
* 558 car parking spaces 
* Direct digital controlled air-conditioning : 





e <A fibre optic and copper cable central tele- A 1 

communications system i 
e Satellite connection E E E i SA agr lite dish - 
* Video conferencing facilities : XM 


æ Immediate access to data and financial | 





information 
*  CITINET telephone facility | 1 Co i 
¢ Units from 1000 sq.ft. up PER Video conferencing facilities 










s Central's largest health club, with a 20m. mo : 
swimming pool and 2 squash courts | 
. Panoramic views 


e Easy access to Central MTR station. NS 
Car park | 


All these features come to you at very competitive rentals. 
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The Timing 


Long before you arrive, we'll be expecting you. We'll know 
your flight or your car or your footsteps and we'll welcome 
you at the door. 

From the door, we'll take you directly to your room. For if 
we know one thing, it's that we'll both be truly comfortable only 
when you're in your room and you've been introduced to your 
personal butler. 

Then it's time for us both to relax . . . and let him, or her, 


take care of everything. 


a 





APAN 


seeds of change 





pper house poll may herald party realignment 





Robert Delfs in Tokyo 


n election to the upper house of 
Y Japan's parliament scheduled for 26 
July could be the prelude to à 

eeping reorganisation of the nation's 
gmented opposition parties, opening the 
y for a new a Centre-Left party to offer 
enuine alternative to the ruling Liberal 
mocratic Party (LDP). 
The election could also be the last one 
»e fought over broad ideological issues 
over from the Cold War era. While the 
rernment's decision to take part in a 
l-sponsored peacekeeping operation in 
mbodia is being played up by the so- 
ists as a campaign issue, most of the 
-torate no longer seems worried by the 
dlications of this for the post-war “Peace 
astitution." 
Instead voters seem to want to 
the parties tackle "real" issues, 
h as the use to be made of Japan's 
nomic superpower status and, on 
domestic front, housing and cost 
iving problems. 
On the surface the election result 
ikely to look like a return to nor- 
l. The largest opposition group- 
, the former Japan Socialist Party 
) now renamed the Social Demo- 
tic Party of Japan (SDP]), has no 
e of repeating its dramatic per- 
mance in the last upper house 
‘tion three years ago when the 
osition parties — helped by the 
ruit Cosmos bribery scandal — 
naged to hand the LDP its worst 
uff since its formation in 1955. 
Without any sticks with which to 
t the government, the SDP} is fore- 
t to win 24 out of the 127 seats at stake 
he election. The LDP is expected to win 
"ast 70 seats, or nearly twice as many as 
he 1989 elections, leaving 33 seats to be 
red among four smaller opposition 
ups and a sizeable number of inde- 
dents. 

since only half the seats in the 252-seat 
»r house will be up for election, the 

will not regain the overall majority 


Japan’s territorial claims against Russia and 
associate member status in the Helsinki- 
based Conference on Security and Coop- 
eration in Europe. 

But the decisive turning point was the 
final passage in June of the bill to allow 
Japan’s armed forces to participate in UN 
peacekeeping operations (PKO). This re- 
versed the impression of political inepti- 
tude garnered when the Miyazawa cabinet 
fumbled an earlier version of the law last 
December, and instead left the opposition 
SDP) looking out of step with the public 
mood. 

If everything goes according to plan the 
election may seem like a return to the tra- 
ditional political structure of an “unchang- 
ing Japan,” with politicians from a frag- 
mented opposition content to cast symbolic 
protest votes against the establishment 





Democratic Socialist Party's Keigo Ouchi. 


while the real business of running the 
country remains safely in the hands of the 
main LDP factions, the bureaucracy and 
major corporate interests. 

But this may be the end of an era for 
Japan's opposition parties, and perhaps for 
the LDP as well. A growing number of in- 
fluential politicians and labour union lead- 
ers now believe that the post-war political 
structure, dating back to the formation of 


— only 8.4% — can visualise an oppositior 
government led by the sprj. Nearly 605 
said they hoped to see some kind of coali 
tion government incorporating both LDI 
and opposition politicians. 

"Within a year after this upper hous 
election, and certainly before the next gen 
eral election [due in early 1994 at the lat 
est], Japan's political map will be changed,’ 
said Kenzo Uchida, a political commenta 
tor and professor at Tokai University. 

A likely starting point could be a large 
scale realignment of Japan's oppositior 
parties, commencing with a split betweer 
the spPI's Left and Rightwings and the for 
mation of a new labour-backed oppositior 
party consisting mainly of SDP} moderate: 
and the smaller Centre-Left Democratic 
Socialist Party (DSP). 

Many analysts, however, believe that c 
realignment of opposition parties coulc 
also provoke changes within the LDP. Ac 
cording to one theory, some of the mort 
conservative elements from the former op 
position groupings might join up witt 
more “liberal” elements within the LDP 
which could then split to form a new cen- 
trist party. 

It is impossible to foresee the full po- 
litical implications of such a large 

* scale political realignment, but ad- 
vocates argue that one result could 
be less stress on ideology and more 
genuine policy debate between the 
major parties, 

“I don't think that there will be 
any major change in Japan's overall 
policies themselves," said Kazuc 
Aichi, a leading member of the LDP'« 
powerful Takeshita faction. "There 
really isn't that much difference be- 
tween the rightwing of the sDPI and 
some members of the LDP. The point 
is that there could be a mature, 
genuine debate on the issues." 

Aichi believes that a major politi- 
cal realignment will take place with- 
in two or three years. The primary 
reason why the Takeshita faction is 
going all-out to expand its own 

membership in the upper house election, 
he says, is to enable the faction to take a 
leading role in any future party realign- 
ment. 

Union leaders — the main financial and 
organisational backers of both the spp] and 
the DSP — want to create a genuine and 
unified opposition party that ideally could 
challenge the LDP for political power, or at 
least act as a credible partner in a future 
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vocates. To the extent that opposition poli- 
ticians have participated in LDp-style deal- 
making and power broking, moreover, 
they have also become vulnerable to 
charges of corruption and influence-ped- 
dling. 
The revelation earlier this year that SDPJ 
politicians were implicated in the still 
murky Sagawa Kyubin scandal has made 
it impossible for the party to challenge the 
LDP on the issue of corruption. 

“The world is changing, but the spp] 
does not convey to us the attitude that it is 
really serious about challenging the LDP, or 
leading Japan in the direction it should go," 
says Kazuo Hiwatani, general secretary of 
the Japan Federation of Steel Unions 
(Tekko Roren), which supports both the 
main socialist parties. "Instead of being 
consumed by trivial issues, they should 
become more realistic." 

The opposition parties' excessive de- 
pendence on a narrow organisational base 
— in the labour movement in the case of 
the sDP] and DSP, or the Soka Gakkai reli- 
gious sect for the Komei Party — makes it 
hard to attract the support of a broader 
cross-section of the public. 

In their present form, the LDP and most 
of the major opposition parties are pro- 
ducts of the Cold War, their political iden- 
tity largely defined by their stance on 
Japan's alignment with the US against the 
then Soviet-led communist bloc. But public 
anxiety that military alliance with the US 
might involve Japan in war with China or 
the Soviet Union had faded by the 1970s, 
making the Socialists increasingly irre- 
levant to voters and increasingly depend- 
ent on labour unions for support. 

The breaking point for the spp this year 
may have been when its leaders decided to 
revert to 1960s-style confrontation tactics 
against the PKO bill during the parliamen- 
tary session in June. More important, the 
JsPs uncompromising stance has again 
deeply polarised opposition politics. This 
has convinced many labour union leaders 
that they must abandon any hope of build- 
ing a reunified opposition which includes 
the SDPJ in its present form. 

Akira Yamagishi, presi- 
dent of the Japan Trade 
Union Confederation 
(Rengo), is the most promi- 
nent of those who have 
been working for a merger 
of the spp} and DSP into à 
unified social democratic 
opposition party. “I am a 





for about 10% of the SDP]'s membership — 
says that the party is "incapable of reform." 
He believes that a simple merger between 
the sDPJ and the DSP is impossible, "so the 
only way is to separate the reformist and 
activist leftwings of the party." 

“The SDP] is not monolithic,” agrees 
Tekko Roren's Hiwatani. ^Those who are 
still obsessed with Japan's unarmed neu- 
trality make up less than 
50% of the party, and they 
are at a loss now that the 
Cold War is over. The rest 
of them have changed 
their minds and realise 
that it is necessary to be 
more realistic." 

The core of the spp} left- 
wing is a party within the 
party known as the Social- 
ist Association. In a sense, 
the party's position on the 
PKO in June was already 
cast a year ago when the 
powerful leftwing forced 
the new chairman, Makoto 
Tanabe, a moderate, to re- 
vise a draft platform de- 
parting from the tradi- 
tional position that the PKO, "by its nature," 
violates Japan's constitution. 

Torao Takazawa, a Socialist Associa- 
tion leader, argues that the PKO bill will 
lead Japan to initiate a war. "The JSP has 
appealed to the Japanese people on the PKO 
issue, | am convinced that they will sup- 
port our position," he says. 

Even if they do not, Takazawa believes 
the SDP] must never compromise. “If we 
change our position to accept the existence 
of the [armed forces] and their participa- 
tion in peacekeeping activities, we will 
abandon the raison d'etre of the party. Win 
or lose, even if the SDP] ceases to exist, we 
must protect this principle and work to- 
ward the future." 

psp chairman Keigo Ouchi is the first 
political leader to call openly on the labour 
movement to abandon its plans for unify- 
ing the sppj and the DSP, and create a new 

party that excludes the SDPJ 
$ leftwing. Speaking at the 
4 National Press Club on 6 

July, Ouchi said he had 
asked Rengo's Yamagishi 
to work for a new party 
which would appeal to 
farmers, religious groups 
and business circles. 
Yamagishi played a 





Rengo's Yamagishi. 


ated with the spp}, with the more righty 
private sector union group Domei, w 
supported the DSP. 

A critical issue in the coming batt 
establish a new opposition party wil 
whether more labour leaders from 
former Sohyo unions, such as Yama 
and Hiwatani, will be willing to break 
the SDP/'s leftwing. 

Yamagishi, whose ! 

é as Rengo president « 
next year, disavows 
intention of leadin; 
new party, and insists 
any new party should 
be labour-run. “Lat 
unions leaders should 
vote themselves to th 
bour movement," he : 

"Unions and pol 

should exist on diffe 

levels." 

But if a new part 
created, Yamagishi is li 
to play a crucial role a 
ganiser and backer, a 
ding to Tokai Univers 
Uchida. “Yamagishi is 
key,” Uchida says. ' 

leadership power has become far more 

nificant than that of either [SDP] chairr 

Tanabe or [DsP chairman] Ouchi." 

Yamagishi himself mentions two p 
ble leaders for a new party — Take 
Yokomichi and Satsuki Eda. Yokomich 
is the popular Socialist governor of 1 
kaido who made a name for himsel 
successfully promoting economic devi 
ment in his bailiwick and as a spokes 
for the interests of local governr 
against the national bureaucracy. 

Eda, also 51, is the leader of the 
minren — a social democratic splinter | 
which broke from the sprJ in 1977. H: 
ther, Saburo Eda, general secretary o 
SDPJ in the early 1960s and perhap: 
most popular leader the party ever 
tried unsuccessfully to steer it in a ref 
ist direction. "I consider 27 November 
[the day Saburo Eda was forced to re 
as JSP chairman] to be the day the Soc 
Party died,” says political commen 
Morita, author of a book on the JsP. 

Satsuki Eda believes that the 
opposition party’s core platform mu 
an alternate vision of a new world o 
But Eda himself is unsure wheth 
new opposition group will actuall 

sible. 

"Leftwing Spr] leaders sucl 









ower crunch threatens rare bird species 
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Colin James in Wellington 
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Y even black stilts are pitted against 3.4 
million cold and greedy Kiwis in a 
J winter cliffhanger in New Zealand. 
ter the less than expected progress at the 
‘ent Earth Summit in Brazil, this contest 
s conservationists all aflutter. 
The black stilts are the world's rarest 
iding bird, says Mark Bellingham, field 
ector for the Royal Forest and Bird Pro- 
tion Society. The latest count by the De- 
rtment of Conservation puts the total 
pulation at 104. But, in the worst elec- 
city shortage in decades, the water from 
e of their habitats has been earmarked 
' extra power generation. 
This "increases the risk to an already 
tically endangered species," said Cath 
illace of Environment and Conservation 
ganisations, an umbrella body of almost 
conservation lobby groups. She adds 
it it would have been avoidable if New 
aland had adopted even "an elementary 


ergy-efficiency strategy." 
About 75% of New Zealand's power is 


nerated by hydroelectric dams, mostly | 
the foothills of the Southern Alps where | 
' black stilts live. But amid one of the | 
intry's worst autumn-winter droughts, | 
iter flows into lakes have been reduced | 
40% of normal. With only limited ther- | 
il-generating power to make up the | 


jrtfall and with winter temperatures at 
‘ir lowest in many years, New Zealand- 
i have been bracing for power cuts for 
' past six weeks. 

So the state-owned Electricity Corp. 


OI) and the government are eye- | 


; the black stilt’s habitat. Special legisla- 
n has been passed allowing the com- 
ny to reduce the water level of Lake 
kaki, a headwater lake for one of the 
;gest hydro systems, 5 metres below the 
‘rent environmentally-friendly limit. 


This could make life difficult for seven | 


ick, long-beaked stilts that live on 


kaki. In winter they feed on vertebrates | 
the mudflats of the lake. Lowering the - 


ter level might dry up the stilts’ food 


ply. It isa question of whether the ver- | 








Those cold-blooded humans. 


is backed by government experts. “Black 
stilts need to congregate to find a mate. If a 
black stilt has not found a mate by spring- 
time, it will likely mate with a pied stilt 
and produce hybrid offspring. Black stilts 
mate for life. So a black stilt mating with a 





SALE OF LUXURY 
***** HOTEL COMPLEX 
IN MAURITIUS (INDIAN OCEAN) 


THE MARIYA HOTEL AND RESORT 
SITUATED IN THE NORTH-WEST OF THE ISLAND 
SEA FRONTAGE 80196 M? WITH 600 M BEACH 
BUILDING AREA 34989 M? 

231 ROOMS, 60 M2 + 
3 RESTAURANTS 


All extensions authorised - water sports 
CASINO - GAMBLING options 
CONSTRUCTION OF THE COMPLEX IS 70% COMPLETED | 


AND TERMINATION OF THE WORK 
IS «-I/APANTEFD RY THE CONSTRICTOR 





stilt wild breeding stock,” Blincoe saic 
Each loss matters vitally in a breeding stoc 
that numbers just six pairs in the wild. 

In any case, it is very difficult to buil 
up the population from the pairs in capt 
vity. Conservation officers say only half th 
chicks reared in captivity survive in th 
wild, so eliminating just one habitat coul 
be critical to the species' survival. The stili 
are three years old before they breed an 
then they may breed for only three years. 

The idea that it may be a lost cause any 
way is strongly rebutted by the Conserva 
tion Department which has a number 
rare species rescues to its credit. In th 
1980s the department saved from extinc 
tion the then rarest bird in the world, th 
Chatham Islands black robin, with just on 
female alive. The country's symbol, th 
flightless kiwi, is itself a threatened specie 
— under attack from an imported Austra 
lian marsupial, the possum, that is rapid! 
proliferating and ravaging vast areas of for 
est. 

Small wonder, then, that the parliamen 
tary committee which processed the legis 
lation made a special weekend trip to Lak 
Pukaki to study the habitat. Some rain ii 
early July raised hopes that lake level 
might recover enough to struggle througl 
the winter. But there is a way to go ye 
before the seven black stilts are out of dan 
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harismatic cults find it prudent to 
“keep a low profile in officially 
= ,atheistic China. So no banners or 
TALA bunting, no lurid handbills or ra- 
dio testimonials touted in advance the 
Dharmic Wheel Qigong (meditation tech- 
nique) lecture of Master Li Hongzhi. Only 
word-of-mouth advertising. 

. Yet, as though drawn by Li's personal 
“magnetism,” hundreds of Pekingites 
turned up recently for an afternoon of holy 
rolling, trance dancing, faith healing and 

speaking i in tongues. 

. They presented a fair cross-section of 
the city: crew-cut teenagers in cryptically 
emblazoned T-shirts, older matrons in flo- 
ral print pants suits, bespectacled bureau- 
crats, bandy-legged farmers from the 
kerbside vegetable markets, daisy-fresh 
coeds in cotton frocks. 

Supported by two grandchildren, a 
grizzled dotard winced his way up the five 
flights of stairs to the lecture's incongruous 
venue — the Old Cadres’ Auditorium of 
the Industry Ministry's Construction Ma- 
terials Division. A long-haired fellow 
sported on a chain around his neck a 
hologram medallion of the Sakyamuni 
Buddha. 

— A grey limousine deposited a pair of 
svelte expatriate wives at the door. A hag- 
gard, middle-aged matron and her re- 
tarded daughter settled into the back row. 

-. Master Li turned out to be an unassum- 
ing, middle-aged man in a white sports 
shirt and slacks. Smiling diffidently, he lec- 
tured from behind a deal table at the 
front of the hall. 

. His message added up to: “Blessed 
b 3 e the meek." The pains and petty out- 
rages of daily life in modern China, he 
said, were the result of bad qi (air, or 
energy), which is best deflected rather 
fhan internalised. 
= "When others oppress you — your 
leaders. or the people at your work unit — 
just let it go,” Li advised. “Rage, struggle 
or depression are a waste. Patience (ren) is 
the path to virtue. 

— Reform and opening — the buzzwords 
for China's current policy of outward-look- 
ing economic development — may be all 





Traveller 





schools focus, the Dharmic Wheel i is in ĉon- 
stant motion. 

“It’s alive,” the Master explained,’ "turn- 
ing 24 hours a day. So when. you yourself 
are not actively at work on your qigong, 
your qigong is still passively at work on 
you." The wheel can spin clockwise or anti- 
clockwise, he adds; one way to suck in qi 
and the other. way to expel. it — "like a 
reversible exhaust fan," dn Li's homely 
simile. 

The audience listened: respectfully 
enough to these homilies. But it was not 
until the actual gigong demonstration that 
people perceptibly sat up and took notice. 
Devotees shifted to the edge of their chairs, 
their backs straight, feet planted flat on the 
ground and hands resting on their knees, 


















The Dharmic Wheel, or r the centre of qi. 


palms upwards. 
“Empty your minds,” Li urged. “If you 
must think of anything, think of your own 


ailments or those of your loved ones that 


you. want cured.” All faces went expres- 


The frenzy built up fast. An old 1 
started grunting gutturally. A girl a 
her quiet whimper accelerating ; 
wracking sobs. Someone else cackled | 
terically. One of the expatriate wives 
to her feet, twitching and jerking viole 
(while her companion sat hunched in : 
sternation). 

The young man with the amulet s 
to the floor in a cross-legged trance 
frumpy matron in a pink polo shirt st 
up and started caressing her shouk 
hair and breasts. Another woman ba 
herself in the head rapidly with her ! 
Someone tap-danced loudly in the fror 
the hall. 

The haggard woman in the back 
rocked in her chair, arms akimbo in thi 
and eyes shut behind her thick specta 
The retarded daughter, worried at 
mother's distraction, laughed and croc 
and finally tugged at her hands to pull 
out of her trance. 

The woman's brow creased as 
strained to hang on to her ecstasy. On 
Li's acolytes, a moustachioed young 1 
in his 20s, intervened to gently disen; 
the girl and resettle her mother. With g 
swooping movements, he enveloped 
back in her reverie, then seemed to t 
her qi in place with vibrating, open-pal 
gestures. The woman resumed her r 
ing, while her daughter sulked at 
side. | 

At the edge of the crowd, like a 1 
swimmer hanging on to the side of 
pool, an intellectual in her 50s clun 
the wall of the auditorium. She 
come in hopes of a qigong cure fot 
irregular heartbeat she had develc 
during her decade of imprisonn 
during the Anti-Rightist campaign 
Cultural Revolution of the 1960s. 

“This is what we need in Chi 
she explained. "Emotional free spac 
a chance to laugh or cry or grun 
public without being penalised asal 
tic. When we were being ‘strug; 
against, back then, all you could do 
keep your head bowed and your a 
straight out behind you. 'Doing 
airplane,’ it was called. 
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USER-FRIENDLY TECHNOLOGY 
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By Bob Johnstone in Tokyo 
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ow often have you settled down 
to watch a videotape of your 
favourite sitcom, only to dis- 
J cover that you have recorded the 
wrong programme by mistake? And 
vowed, in your rage and shame, that next 
ime you will get your children to pro- 
gramme the *!?# thing for you? If this de- 
scription applies to you, then rejoice: at 
long last, electronic appliances are becom- 
ing easier to use. 

Until very recently, the story of the 
video cassette recorder (VCR) has been one 
of commercial success, but functional fail- 
ure. In the 16-odd years since the machine 
was first launched on an unsuspecting 
world, some 400 million VCRs have been 
sold. The initial idea. was that consumers 
would buy the machines to time-shift, that 
is, to record TV programmes for subse- 
quent viewing ("Now you don't have to 
miss Kojak because you're watching 
Columbo," ran one early Sony advertise- 
ment). But in fact, the VCR had to wait until 
the arrival of pre-recorded video tapes be- 
fore it took off. Nowadays, few VCR owners 
venture beyond the play buttons on their 
machines. — 
> The problem is that VCRs are fiendishly 
difficult to program. After repeatedly fail- 
ing to capture the shows that they wanted 
to watch, enraged and embarrassed con- 
sumers simply gave up trying. One survey 
of US vcR owners found that time-shifted 
programmes accounted for only 3% of their 
viewing. A survey of Japanese owners re- 
vealed that 32% of them had difficulty 
programming their VCRs, 5076 asked an- 
other member of the family to do it for 
them, and 5% per cent had abandoned 
programming altogether. 

. To give them credit, the video recorder 
makers — Japanese firms mostly — did 
their best to solve the programming prob- 
lem. In this, however, the Japanese were 











required radical change, it was the inter- 
face between the user and the machine on 
the VCR. 

A second reason why Japanese elec- 
tronics companies often design products 
that are hard to use is short development 
cycles. From product planning to the mar- 
ketplace often takes a year or less — too 
short to do much thinking. But perhaps the 
biggest drawback is the fact that design 
teams are typically made up of engineers 
and programmers. There are no end users 
represented. | 

The result is that "nobody asks the sim- 
ple questions about how the product will 
be used," says Bill Moggridge of leading 
Silicon Valley industrial-design firm, IDEO 
Product Development. "Designers should 
go back to first principles about the inter- 
action between products and the people 
who use them." 

Indeed, to simplify interfaces, a new 
breed of professionals known as "interac- 
tion designers" is beginning to emerge 
from design schools in the US and Europe. 
But like most new ideas, interaction design 
will take a while to reach Japan. 


serious flaws in the Osaka firm's sche 
One was that it was based on hardw 
hence prone to errors resulting from 
likes of coffee stains, crumpled pages, 
mistimed swipes over the reader. 
other, more serious flaw was that it prc 
impossible for Matsushita to persuade i 
VCR makers to adopt the scheme. 
Ultimately, it was an outsider, a 
California-based start-up called Ger 
Development, that produced the . 
universal solution to the programn 
problem. Founded in 1986 by two Chir 
American polymaths, Henry Yuen 
Daniel Kwoh, Gemstar developed a | 
ware-based system called VCR Plus. 
Gemstar's system also works u 


. codes, in this case numbers of up to s 


digits, which the user punches into a si 
hand-held remote controller. When 
time comes, the controller switches th 
corder on, tells it which channel to re 
and, when the programme has finis 
switches the recorder off again. 
Designing the controller to work - 
any make of recorder was one of Gems 
great strengths. Another is that the « 
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E Industry in the consumer product. 
sign category.) Now, the company is 
empting to repeat its success world- 
de. 

In Japan, Gemstar has established a 
arketing tie-up with JVC, the company 
at pioneered the now-dominant VHS 
deo format. Since April the Asahi 
imbun, Japan's second-largest news- 
per, has been listing codes, with other 
adia expected to follow shortly. In June, 
> announced that it will begin selling a 
w VCR with Video Plus — as the product 
known outside North America — built 
o the recorder. 

But VCR Plus is by no means the end of 
2 interface story. The popularity of the 
int-and-click, picture-based interfaces on 
rsonal computers, in particular the Ap- 
' Macintosh, has designers thinking of 
en easier ways for users to interact with 
“ir machines. 

Another small Californian company, 
sight Telecast, has come up with a 
eme to utilise unused portions of US 
blic Broadcasting Service channels to 
wide an on-screen guide to the week's 

programmes. Viewers will be able to 
ess listings in a variety of ways (for ex- 
iple, by categories, like sports or ! 
ns), then select programmes they 

sh to record simply by pushing a 
tton on their remote controller. 
e system will be built into sets 
de by Zenith, the US' last sur- 
‘ing TV manufacturer, starting 
& year. 

The problem of coordinating 
adcasters and hardware makers 
kes the introduction of such a 
tem in Japan unlikely in the short 
m. But in the struggle to make 
nplex devices easier to use, there 
n obvious trend towards compu- 
‘style interaction. 

The evolution of the Tv remote 
itroller provides a good example of the 
id. Over the years, TVs have accumu- 
xd all sorts of bells and whistles, a proc- 

christened "creeping featurism" by 
nald Norman, author of The Psychology 
iveryday Things, a contemporary classic 
the problems of design. 

Creeping featurism in turn has led to 
vote controllers loaded down with doz- 

of tiny buttons. To operate them prop- 

* takes small fingers and sharp eyesight. 
viously, some features are used far more 
n than others. Realising this, product 
nners at Sony's TV Group in Tokyo 











The boom box and the button thingy. 


— is a much more elegant solution. On it, 


in addition to the four basic functions, is a 
small roller. By rotating this with your 
thumb, you can scroll through a series of 
menus which pop up on (but, through the 
ingenious use of half-toning, do not com- 
pletely obscure) the 1V screen. To select an 
item — either an icon or text — from a 
menu, you just click down on the roller. In 
this way, you can scan 26 menus — organ- 
ised into five main groups — and control 
41 functions without taking your eyes off 
the screen. | 

If all this sounds familiar, then you are 
probably à Macintosh user. For as 
Takayuki Shiomi, a manager at Sony's 
Osaki technology centre in Tokyo, readily 
admits, the point-and-click graphical inter- 
face on the Apple computer was a major 
influence on the develop- 
ment of Sony's magic con- 
troller. And the roller itself 
is a direct descendent of the 
Mac's mouse. 

Sony offers the magic 
controller with several of its 
high-end models (including 
a recently announced high- 
penu TV) on the Japan- 





ese domestic market. Shiomi says that the 
company intends to extend the concept to 


other product lines. For the moment, how- _ 
ever, the technology is still new and unfa- . 
miliar. To avoid upsetting customers (es-- 


pecially those who like to tune directly to 
particular channels), Sony also includes 
another, conventional remote controller 
with its TVs. 

Not all consumer electronics products 
come with remote controllers. But that does 
not make them any less complicated. For 
example, Sharp makes a high-end "boom 


box" for the Japanese market that features 


















information. The addition of a transparer 
touch panel turns them into somethin 
much more powerful: a control interfac 
that can be continuously altered so that. 
displays only those controls which are re 
levant to a particular operation. 

To play a CD on a conventional corr 
bination player, you would first have t 
turn on the power, select CD, then pus 
play. On Sharp's box, the initial displa 
assumes you will want to play either. 
CD or a tape (which studies have show: 
are the two most commonly used func 
tions). It therefore presents you wit 
just a few icons: press the CD icon an 
presto, the CD plays. The initial screen dis 
appears, replaced with one showing CI 
player functions (i.e., pause, stop, skip for 
ward /backward, etc). 

Sharp's interface i 
smart as well as simple 
It exploits the fact tha 
modern media lik 
compact discs contait 
information abou 
themselves. Your 
Japanese consumer: 
typically use combina 
tion players to recor 
CDs onto tape for use it 
their cars and portabl 
stereos. Because i 
knows the duration o 
the music, the playe: 
can tell the user wha 
size of tape — C40 
| say = — ~ he or she need 
to capture it al 

- Needless to say, to avoid losing 
any music, the machine automati 
cally breaks the recording betweer 
tracks during the changeover from 
-one side of the tape to the other 
< And, because it also knows the tint 
ing for individual tracks, the ma 
chine can also juggle track order tc 
minimise blank space at the end of one side 


| substituting shorter tracks for longer ones. 


Sharp's smart interface did not increase 


_ the company's share of the boom box mar 


ket (the cost of the touch-panel LCD means 
that, as yet, it can only be applied to the 
top end of the range). As for Sony's magi 

controller, people typically buy televisions 
on the basis of picture quality, not how 
easy they are to use. 

But user-friendliness does make some 
difference, and both Sony and Sharp know 
that in Japan's mature and brutally com- 
petitive consumer electronics markets, 
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The Vietnamese Revolution of 1945: 
Roosevelt, Ho Chi Minh and de Gaulle in a 
World at War by Stein Tonnesson. 
International Peace Research Institute, 
Oslo, and Sage Publications, London. £45 
( LS$83. 50). 


-The Americans who planned the atomic 
ro of Hiroshima and Nagasaki in 
August 1945 probably gave little thought 
to how the abrupt end of World War H 
would effect the countries Japan had ruled. 
Vietnam was one of those countries, and 
Tokyo s sudden collapse had momentous 
consequences. The Japanese there, demor- 
alised by the sudden defeat, did nothing 
when the ailing Vietnamese government 
they had set up six months before col- 
lapsed, leaving an almost complete absence 
of authority. Occupation troops — from 
Britain and Chiang Kai-shek's China — 
were weeks away. One man was ready, 
though: Ho Chi Minh. Eleven days after 
Japan's 14 August surrender, his Viet Minh 
had the whole country in their hands; on 2 
September Ho declared the founding of the 
Democratic Republic of Vietnam. 

He lasted a month in the south and a 
year in the north before being forced back 


to the jungle by the returning French colo- 


nists. Yet the: ruling. inter- 
lude provided a firm base 
of legitimacy for Ho's 
Communist Party, the 
sponsor and leader of the 
Viet Minh front. Is it possi- 
ble that if the August 
Revolution had not suc- 
ceeded, the communists 
might not have been able 
to hold out against the 
French and Americans and 
finally regain the whole 
country in 1975? 

.. Historian Stein Tonnes- 
on does not address the 
question directly, but his 
answer would probably be 
yes. In this book he studies 
the events and decisions that led up to the 
‘Viet Minh revolution. His research, which 
delves into reams of original documents, 
produces a trail of "ifs": if such an event 
had or had not happened, the path might 





Filling the vacuum 


not have been primed for the opportunity. 
One nice example of Ho's Comintern wili- 
ness noted in this book is how he made the 
Viet Minh newspaper look like a local edi- 
tion, as if it were part of something much 
bigger. He numbered the first issue 101 to 
make it seem as if it had been around a 
long time. 

But Tonneson takes the trail much fur- 
ther and wider than home events. Using 
military and government. despatches, he 
pries open the conflicting plans for Indo- 
china drawn up by the Allies and Japan — 
and the farce of misunderstandings and 
misinterpretations as everyone tried to out- 
manoeuvre everyone else. The US State 
Department was riven on Indochina policy, 
President Franklin D. Roosevelt was work- 
ing almost alone, and Winston Churchill 
ignored the promptings of the Foreign Of- 
fice. The French, snubbed by the US, blun- 
dered about with little idea of what was 
going on. No one even bothered to tell Gen. 
de Gaulle when the colony he so valued 

was split between the British and Chinese 

commands at the Potsdam. Conference in 
July 1945. — 

The causal chain is very complex, but if 


any one person has particular responsibil- 
ity ee Mia Vietnam to revolution, in 


- Tonneson's view it is 
-.. Roosevelt. The author puts 
| forward evidence 
Es Roosevelt's hatred of the 
- French and his commit- 
. ment to pu ing Indochina 
| under an in ernational 
| trusteeship went much fur- 
ther than previously docu- 
mented. Tonneson argues 
. that the president had a se- 
^ cret plan to land American 
< troops in Vietnam as part 
of the offensive against Ja- 
pan — a plan officially 
dropped in September 
1944 

The author even specu- 
lates that Roosevelt may 
have kept this plan alive in early 1945 spe- 
cifically to frighten Tokyo into overturning 
the French Indochina administration its of- 
ficials had lived with for so long. Indeed, 
the Japanese ousted the French in March 





ban on US. cooper, 


that. 


at t the Fre 
which lived on after he died i in April ] 
may have encouraged American in 
gence to deal with Ho Chi Minh inst 
The US connection gave the Viet Mii 
distinct boost because the Vietnamese | 
lic had long looked to the anti-cok 
Americans as their saviours. Indeed, 
advisers followed Vo Nguyen Giap's a 
to Hanoi after the revolution. Tonnes 
book reminds us that, despite the long 
tility between Washington and Hanoi 
US was instrumental in bringing Ho's 
ple to power. m Judith C 





We, the army 


Genesis of Power: General Sudirman an 
the Indonesian Military in Politics, 1945-4 
by Salim Said. Institute of Southeast Asi 
Studies, Singapore. US$22. 


Salim Said's analysis of the Indone 
army's origins and early political role i: 
only a worthy contribution to this fiel 
study, but also timely. For at the pre 
juncture of Indonesia’s political deve 
ment — with a possible change of lea 


ship on the horizon — it helps to exi 


why the military's political role is not 
ply going to evaporate when Presiden 
harto departs the stage. 

In this respect, the most important 
tion of this comprehensive survey of 


Indonesian army's early developmer 


the epilogue. Here, the author exp. 
why events which occurred almost h 
century ago continue to shape the ar 
perception of its role in society. As 5 
notes: “To justify the dominant positic 
the military in Indonesian politics : 
October 1965, officers started to ref 
their experiences with civilian politk 
during, as well as after the revolution 

The Indonesian military's role in 
tics is, as Salim points out, difficult tc 
fine with the aid of conventional — mi 
Western — theories about military i 
vention in politics. The Western libera 
dition assumes that military interver 
in politics is illegitimate because armie 
essentially apolitical institutions. 

The value of Salim's narrative i 
stress on the army's perception of itse 
a legitimate political actor from the | 
The Indonesian army, he states, “w 
self-created army." The fact that civ 
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olitical factions — specifically the com- 
iunists, and the rarely discussed early 
yup attempt of July 1946 all colour the 
my's subsequent perception of its civil- 
n counterparts. 

Salim paints a picture of a civilian gov- 
nment which struggled but ultimately 
iled to bring the army under its control. 
Ithough the story is usually told from the 
vilian perspective of the country's found- 
ig president, Sukarno, Salim focuses on a 
ian whose stature at the time was as big, 
not bigger: General Sudirman. 

Salim's treatment of Sudirman is almost 
; enigmatic as the man himself. The ar- 
iy's first supreme commander and a 
wered national hero, he died of tubercu- 
sis in 1950, before Indonesia's establish- 
ient as a unified state. 

Sudirman is best known for his deci- 
on to continue fighting the Dutch after 
ie civilian government surrendered to 
utch forces occupying Jogjakarta in De- 
mber 1948, a decision which became the 
rmbol of the army's resolve to defend the 
ate, and the keystone of its doctrine. 

By highlighting Sudirman's shadowy 
Jationship with opposition parties, and 
is resistance to the government's aim to 
lace the army under civilian control, the 
'ader is guided through the transforma- 
on of "a politically unsophisticated pa- 
iot" into a man who was a "solidarity 
iaker, politician and unifier rather than 
1 army commander." 

One wonders how easy it can be after 
» long to separate myth from fact, even in 
book as thoroughly researched as this. 
ooking back, even the actors themselves 
xem to be wearing rose-tinted spectacles. 
[ot helpful either, is Salim's own leaning 
»wards the military, and a tendency to 
ccept their actions at face value. 

Sudirman is pitted against the Dutch- 
ained intellectual socialists surrounding 
ukarno and emerges the victor. He fights 
x the purity of the nationalist cause, a 
nited and unbending opposition to Dutch 
ile, while the civilians are seen willing to 
argain and compromise. 

Missing from any analysis of the period 
»en through the army's eyes alone is the 
omplexity of the diplomatic context in 
thich Indonesia fought for its independ- 
nce. While there can be no doubt that the 
rmy's heroic resistance helped persuade 
any in Washington and the Hague that 
colonisation was a lost cause, the role 
layed by men like Hatta and Sukarno in 
1e diplomatic negotiations should not be 


A more important conclusion, however, 
is the legacy of civilian-military mistrust 
bred during this period, and the way in 
which it has coloured Indonesian politics 
ever since. Here the analysis in the epi- 
logue could have been greatly expanded, 
and more objective. Then again, if the army 
draws so much of its political legitimacy 
from history, the reader should perhaps do 
as Indonesians themselves do: read history 
as a reflection of contemporary reality. 

= Michael Vatikiotis 





Sayonara shalom 


The Jews and the J : The Successful 
Outsiders by B. A. Shillony. Tuttle, Rutland 
and Tokyo. US$13.95. 


Between 1924 and 1940, a Japanese 
Christian pastor by the name of Shogun 
Sakai published 16 books about Jews. At 
times, Sakai would express in his writings 
a deep admiration for God’s chosen peo- 
ple, at others he would condemn the Jews 
as unmitigated evil. 

“Such an ambivalence,” writes Ben-Ami 
Shillony, “would characterise most of the 
subsequent anti-Semitic literature in Japan, 
much to the despair of Western observers 
who would be at a loss to decide where 
philo-Semitism ended and anti-Semitism 
began.” 

Jews today are puzzled 
by how Japanese react to 
them as a people. The au- 
thor, a professor of Japan- 
ese studies at Hebrew Uni- 
versity in Jerusalem, seems 
to be addressing his book 
to Western readers upset 
by the occasional flood of 
Japanese books patterned 
on anti-Semitic literature 
introduced from Europe. 

In 1987, for example, 
some 82 books with the 
word Jew in their titles 
were on sale in Japan. A 
number argued that “inter- 
national Jewish capital” 
was manipulating the yen, the Japanese 
stock market, the American economy (and 
through it the economy of Japan). Many 
were little more than rehashings of the Con- 
spiracy of the Elders of Zion, a 1901 Tzarist 
forgery which purported to be the notes of 
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representatives of all that attracted and 1 
pelled them in Western culture.” 

In the recent past, anti-Semitic wor 
have appeared when Japan's relations wi 
its Western trading partners were at a lc 
point. The 1972 revaluation of the yen tri 
gered one wave of books and the 19 
Plaza Accords inspired another. In Jew: 
Business Methods, by Den Fujita, owner 
the McDonald hamburger franchise in , 
pan, the author argues that the Jews c 
ruthless businessmen totally lacking 
patriotic feelings. But far from calling í 
action against Jews, Fujita concludes thai 
the Japanese are to succeed in this dog-e 
dog world, they must themselves becor 
like the Jews — or at least the image of t 
Jews Fujita describes. 

Shillony's best chapters relate to t 
period between Japan's victory over Ri 
sia in 1905 and her defeat in World War 
Jacob Schiff, a Jewish-American financi 
seems to have had a permanent positi 
influence on the Japanese elite's view 
Jews. Outraged by Tzarist pogroms, Sct 
helped Japan raise about half the loans 
needed to finance its victory over Russ 
Thus, some 30 years later, when Nazi Gi 
many pressed the Japanese to cooperate 
the Final Solution, the Japanese provide 
haven for 30,000 European Jews — mc 
than the US accepted at this time. 

Shillony argues that both Jews a 
Japanese have been punished — the Je 
as individuals within Western societies, t 
Japanese as a nation in a world dominat 
by the West — becar 
they have succeeded in | 
secular world while reje 
ing Christianity. 

Perhaps so, but it is 1 
clear if a shared tradition 
unfair treatment will le 
— as Shillony suggests 
"the Japanese and the Je 
to discover that coope 
tion can benefit them bot 
It seems not to have dc 
so so far. Relations betwe 
Israel and Japan ha 
hardly been ideal. ; 
though the Japanese Gi 
ernment no longer requi 
Japanese companies to ; 
here precisely to the Arab boycott of Isr 
(as it did until recently), the Japanese |] 
port Export bank has yet to provide a s 
gle yen for a project in Israel. 

As for the attitude of Diaspora Jews 
ward Japan, it is unlikely that they v 
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BUSINESS 


POLICIES 


biting the bullet 


Indonesian technocrats urge faster pace of economic reform 


3y Adam Schwarz in Jakarta 
ndonesian officials approached Presi- 
dent Suharto earlier this year with a 
plan to open up the soyabean trade, 
currently monopolised by a company 
alled Sarpindo. If you want to “kill” Sar- 
"indo, the president responded, go ahead. 
lis petitioners, knowing the strength of 
sarpindo’s political connections, had no 
lifficulty interpreting this Javanese indi- 
ectness. The subject was dropped. 

The aborted attack on Sarpindo illus- 
rates a broader challenge facing Indone- 
ian reformers. After five years of hacking 
iway at bureaucratic obstacles to trade and 
nvestment, they are encountering increas- 
ng resistance to reform. 

“We have to do a lot more than we are 
loing," a government economist says. Af- 
er the latest package of reforms that were 
innounced on 6 July, few foreign business- 
nen would argue. The package lowered 
ariffs, removed some non-tariff barriers 
ind eased land-use regulations and restric- 
ions on foreign workers. But it did not in- 
lude much-needed measures to liberalise 
he auto industry or to make any inroads 
nto monopolies on commodities. 

"We could have announced [the 6 July 
'ackage] six months ago,” a government 
fficial admits, “and we should have had 
mother one ready by now.” As with de- 

tory measures announced in June 
991, the package was conveniently an- 
iounced just before the annual meeting of 
ndonesia's foreign-aid consortium. 

Reformers argue that time is running 
"ut for Indonesia largely because of the 
ompetition expected from countries such 
is India, China and Vietnam. These coun- 
ries can match or exceed Indonesia's low- 
ost labour advantage, and they are likely 
o be strong competitors for foreign capital 
ind export markets in the near future. 

"The status quo in Indonesia is unten- 
ible,” a foreign economist says. "Indonesia 








cleaning up the corruption- 
ridden Customs Depart- 
ment in 1986 and opening 
up the inefficient inter-is- 
land shipping business in 
1988 had been believed to 
be beyond the reach of re- 
formers. 

But new factors are 
likely to make the task of 
reform more complex. By 
creating a less regulated en- 
vironment, reformers have 
made their job more diffi- 
cult, as they now have less 
control of the economy. In 
addition, by strengthening 
the private sector, they have 
created a sometimes contrary voice in de- 
bate on policy. 

Demands for more political participa- 
tion among society at large will also com- 
plicate the task of poli ers, who in 
the past have been largely shielded from 
these sorts of concerns. The government 
has been forced to take into account such 
issues as the tensions between indigenous 
Indonesian businessmen and the economi- 
cally dominant ethnic Chinese business 
community. Increasingly strident criticism 
of the growing wealth disparities between 
big and small businesses and between Java 








Suharto: key to reform. 


and other islands also li 
flexibility. 

Some of Indones 
economic weaknesses 
by-products of the p 
successes of deregulat 
A flood of foreign and 
mestic investment that 
gan in the late 1980s 
overwhelmed the co 
try's infrastructure. I 
eign investment alone 
the four-year period ern 
in 1991 totalled US$30 
lion. As a result of this 
velopment, equipment 
ports by export-orien 
industries have added 
Indonesia’s foreign debt, which total 
US$78 billion at the end of 1991. 

But other weaknesses are the legacy 
Indonesian policies of the 1960s and 19 
in which the government played the | 
dominant role in the economy. An ine 
cient bureaucracy is considered by mi 
observers as the chief obstacle to priv. 
sector investment. Some businessmen v 
close ties to Suharto are accused of pt 
ing up prices because they get privile; 
access to government contracts and 
granted restrictive trade licences with 
any consideration of their competitiven 

In a controversial speech on 1 July, 
Ambassador to Indonesia John Monjo s 
red tape and corruption in Indonesia 
dampening the interest of American in 
tors. While some government officials t 
umbrage at Monjo's remarks, others w 
sympathetic. "What the ambassador po 
ed out was nothing new,” parliamenta: 
Yusuf Syakir says. "But the bad thin; 
that we only respond when such critic 
is aired by a foreigner." 

Many of the changes that econom 
say Indonesia needs to put its economy 
a sounder footing are long-term proje 
Improving infrastructure and educatic 
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il service, making state-owned enter- 
ses more autonomous, reducing the li- 
sing requirements for new businesses 
i for hiring foreign workers, improving 
implementation of past reforms, and 
king the legal code more relevant. 
The second category involves the dis- 
ntling of monopolies on imports and 
nestic trade and the ending of privi- 
ed access to government credit and con- 
ts. Imports of goods subject to non-tar- 
barriers amount to about US$2 billion 
wally, with soyabeans, wheat, rice, 
‘ar and powdered milk accounting for 
"ut 35%. Economists say monopolies 
has the one for soyabeans not only pro- 
e surplus profits to monopoly-holders 
they also damage related industries. 
Soyabean meal produced by Sarpindo, 
example, is sold at well above world 
ces. That puts downstream industries 
t use the meal, such as shrimp and 
zken farms, at a competitive disadvan- 
e to foreign rivals. Among Sarpindo's 
jor shareholders are Liem Sioe Liong, 
irman of Salim Group, Southeast Asia's 
zest company; Tommy Suharto, the 
sident's youngest son; and timber 
son Bob Hasan. 
Hasan is also the pivotal figure in the 
»stry-products sector, which is subject 
t plethora of controls that have proved 
eficial to private interests. As the coun- 
s most important non-oil export re- 
rce, the forestry sector represents an im- 
tant challenge to economic reformers. 
Progress on reform depends solely on 
sident Suharto, according to econo- 
its, businessmen and government offi- 
s. In particular, it is the breaking up of 
WE dm that will convince foreign do- 
s and investors that the government is 
ous about revamping the economy. 
Many analysts who praise Indonesia for 
economic management are confident 
t the remaining agenda will be tackled. 
' 26-year track record of Suharto's New 
ler government provides grounds for 
imism. When Suharto assumed power, 
onesia was one of the poorest countries 
the world with per-capita income of 
550. Today, it has per-capita income of 
5570. 
suharto’s most pressing task early on 
; to introduce stability and rationality 
economic management. He entrusted 
nomic policy to advisers and gave them 
leeway to make unpopular decisions. 
ce then, the economy has passed 
ugh predictable cycles, suffering its 





investment rivals 





a solid middle-income country with a per- 
capita income of US$1,000 by the end of 
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concerns and content to rest on the laurels 
of previous measures. 

“Suharto is not convinced that new re- 
gional competitors pose a real threat to In 
donesia," a cabinet minister says. : 

This assumption is disputed by sc 
analysts. “India and China are now seri 
competitors to Indonesia in attracting 
tinued flows of [foreign] capital,” 
Sanjoy Chowdury, a Singapore-b 
economist for Merrill Lynch. E 

India and China also offer inexpei 
labour and cheap land, intensifying the 
competition for investors in labour-inten- 
sive industries such as shoes, textiles and 
toys. But political uncertainties will cloud 
investments in China for some time, and 
some investors are unconvinced that In- 
dia’s reforms will continue. Infrastructural 
bottlenecks and bureaucratic red tape are 
common to all three countries. 

Conversely, India and China compare 
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POLICIES 


Timber is the test 


Forestry controls dampen export earnings 





3y Adam Schwarz in Jakarta 


thought he knew who his enemies 

were, Wood-processing industries in 
apan and Taiwan rebelled in the mid- 
[980s when they were deliberately denied 
iteady supplies of logs. Environmentalists 
'ame next, locking horns with Hasan about 
he destruction of forests. 

But now, in the campaign against 
dasan’s stranglehold on Indonesia's tim- 
»er businesses, a third front has been 
ypened. Economists, buttressed by the 
Norld Bank, are zeroing in on pocketbook 
ssues, They say the government should be 
‘ollecting much more of the revenue 
hrown off by forests, an argument 
hat appeals to the Finance Ministry. 

For critics who say Indonesia has 
ost the will for economic reform, the 
orestry sector is an important test 
ase. The World Bank and the Fi- 
ance Ministry make a strong com- 
nation, but Hasan, with his close 
ies to President Suharto, makes a 
ormidable adversary. “I doubt [the 
'conomic ministries] can make 
nuch of a dent,” a government 
"conomist says. 

Forestry products — plywood, 
awn timber and rattan — are Indo- 
vesia's most important non-oil ex- 
ort, as they earned US$3.5 billion 
n the fiscal year ended on 31 March. 
[hey accounted for more than one 
ifth of all non-oil exports. 

Exports of logs were phased out in the 
nid-1980s, and bans on semi-finished rat- 
an and veneer exports followed later in 
he decade. Prohibitively high taxes dis- 
'urage the export of sawn timber. The 
»xport of plywood, Indonesia's main wood 
»xport, is subject to extensive controls im- 
»osed by Apkindo, the Indonesian Wood 
?anel Association. 

"Controls on forestry-related products 
re by far the most important category of 
»xport regulations" in Indonesia, a recent 
Norld Bank report said. The controls 
"were introduced to encourage greater do- 


] 55 timber tycoon Bob Hasan 


businessmen have enormous influence. Up 
to now, the sector has been largely beyond 
the reach of economic reformers. 

Hasan is unquestionably the strongest 
player in setting Indonesia's forestry poli- 
cies. A wealthy businessman with ties to 
Suharto that stretch back to the late 1950s, 
Hasan owns the rights to harvest 2 million 
hectares of forest. 

More importantly, Hasan chairs the 
umbrella trade association of forestry pro- 
ducers as well as specific chambers that set 
policy for plywood companies, sawn-tim- 
ber mills and others. Apart from timber 
companies, he has diverse interests in tea 
plantations, contracting, engineering and 
tin. With Suharto's youngest son Tommy, 





Extensive controls on plywood exports. 


he also has major investments in aviation 
and oil trading. 

The ban on log exports forced Indone- 
sia's forestry-concession holders into 
downstream manufacturing such as ply- 
wood and sawn timber. By the end of the 
1980s, Indonesia accounted for 50% of the 
world plywood market and more than 75% 
of US hardwood plywood imports. But 
economists complain that the same result 
could have been achieved with measures 
more beneficial to the environment and the 
government. 

In place of a log ban, economists say an 


ceeded in using its market power, the g: 
have accrued to a relatively small num 
of [private] firms.” 

The government does collect royal 
and fees from forestry companies, but th 
add up to only about 30% of the “surp 
or rent accruing from logging," the W« 
Bank says. This is far less than the 859 
the rent the government collects from 
troleum, the country's other major natu 
resource-based sector. (According to In 
nesia’s constitution, all natural resoui 
belong to the government.) Removing 
port restrictions and increasing the "rat 
rent capture" could generate up to Ry 
trillion (US$2 billion) a year in additi 
revenue from forestry fees, the World B. 
estimates. 

There is also a strong environme 
argument for removing export restricti 
on logs. The ban has pushed down 
price of logs in Indonesia to about | 
the world level. One result has b 
"over-cutting and over-investment 
[wood] processing capacity," the Wo 
Bank says. 

In 1990, a Food and Agriculh 
Organisation-funded project e 
> mated Indonesia’s sustainable le 
of annual log production at ab 
25 million cubic metres. The curi 
level of log production is close 
37 million cubic metres, the org; 
sation said, while the wood inc 
try has the capacity to process m 
than 50 million cubic metres a y 
Moreover, since what royalties ! 
do exist are imposed on proces 
wood, there is no incentive for 
gers to use their wood raw mat 
als efficiently. 

The World Bank's forestry rej 
is sure to generate controve 
within the government. The « 
nomic ministries are keen to col 
more revenue from concession hi 
ers, but they are reluctant to take on Ha: 
On 6 July, Finance Minister Johan 
Sumarlin said the government was stu 
ing whether to make changes in fores 
fee collections. 

Hasan and other businessmen say 
World Bank's analysis is flawed. In an 
terview, Hasan said economic analyse 
the "forestry rent" do not account for 
employment benefits that companies | 
vide. He said they also do not account 
the expenditures these companies 
obliged to make under separate gov 
ment programmes to settle nomadic fa 


GE90. Bemg built in conjunction with SNECMA of France, IHI of Japan and FiatAvio of Italy 





Fly into 
the future. 


in the future: even more stringent environmental restrictions. 
Enter the GE90. The only engine designed from day one to meet both your future 





There's one thing you can count on 


power needs and those of the environment. 
With a thrust capability exceeding 100,000 pounds, the GE90 is a fuel efficient 
engine that can grow with you. Through every version of the new widebody twins — well 
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MANDARIN ORI ENTAL 
MANILA SM 


provides 
executive 
travellers 
with 
sustenance 
and 
substance 


As one of Asia's leading hotels, 
Mandarin Oriental, Manila 
understands that the frequent 
business traveller needs to keep 
in touch with what's going on in 
the Asian region. 

That's why it provides executive 
guests with the most 
authoritative publication 
an Asia The 
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Turning the corner 


fter five years of recession, New 
Zealand’s economy has finally 
turned around, and most econo- 
mists expect the recovery to con- 
tinue. “The golden years are back,” fore- 
casting company Infometrics says. 

Although GDP fell 2% in the year to 30 
June compared with a year earlier, it grew 
1.4% in the third quarter and 0.2% in the 
fourth. 

“The economy has turned the corner,” 
says Girol Karacaoglu, chief economist at 
the National Bank of New Zealand. He 
predicts average annual GDP growth of 
4.6% for the three-year period ending on 
30 June 1995. 

Other forecasters are optimistic, too. 
Infometrics expects GDP to grow an 





| annualised 3.5% for the current fiscal year 
| and even Business & Economic Research, 


which has been one of the leading bears on 


New Zealand outlook 


| - % change in year to March 
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the economy, is positive. It forecasts 
growth of 2.2%. 

All this is music to the ears of Finance 
Minister Ruth Richardson, whose budget 


| for the current fiscal year tolerates high fi- 
nancial deficits on the presumption that 


growth will eliminate them. But some 
economists are cautious. 

Business & Economic Research is par- 
ticularly concerned about low investment. 
In 1991, manufacturing investment was at 
its lowest level in 11 years. Moreover, un- 


been there before,” recalling euphoric 
pectations for the economy in 1989 
evaporated quickly when prices 
agricultural commodities fell. But the 
stitute is not far from the pack in fore 
ing growth of 2.7% for the current f 
year. 

Most signs are encouraging. Inflatio 
a 30-year low of 0.8% in the first t 
months of 1992, and the Reserve Ban 
confident that inflation can be conta: 
close to or within the 0-2% band that 
charged by law with maintaining. 

In the second half of 1991, merchan 
exports rose 5.3% from a year earlier o 
exchange-rate-adjusted basis. Infome 
points out that the increase occurred 
spite sluggish world trade conditions. 
growth has continued this year, with 
ports in the first five months up 4.1% f 
a year earlier. 

Export growth contributed to a curt 
account surplus of NZ$116 mil 
(US$63 million) in calendar 1991, the 
in 18 years. In 1990, the country had a 
rent-account deficit of NZ$2.2 billion. 

The turnaround in the balance of : 
ments was helped by a decline in merc 
dise imports. In the second half of 1 
imports fell 14.5% from a year earlier w 
adjusted for exchange-rate movement: 

But as the recovery bolsters dom 
demand, imports will increase. Co 
quently, large current-account surpl 
are not expected in the near fut 
Infometrics forecasts that surpluses 
edge up to 1% of GDP by the fiscal 
ended on 30 June 1995. The Institute of 
nomic Research, which has a sceptical * 
of world trade conditions, predict: 
average current-account deficit of arc 
1% of GDP in the next three fiscal year 

Business & Economic Research, t 
ever, expects the surplus to equal 4' 
GDP by the fiscal year ended on 30 
1994. Karacaoglu of the National Bar 
New Zealand says the surplus will r 
4.5% of GDP in the following year. 

Stuart Young, executive chairma 
Interlock Industries, a maker of alumir 
fittings and locks for windows and d 
that exports 60% of production, sum 







gkongs new airport fees upset carriers 
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Michael Westlake in Hongkong 
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"ongkong's Chek Lap Kok airport 





i been the target of political squeeze-play 
ween Peking, London and Hongkong. 
w, the world's airlines are attacking the 
ngkong Government about how much 
he project's intended financing is going 
all directly on them. 

The airlines are wholeheartedly in fa- 
i of the new airport. But they are con- 
ned that the government is taking a 


rt-term view of financing to placate Pe- 


g officials ostensibly worried about in- 
iting a post-1997 debt burden. This, say 
airlines, could destroy Hongkong's role 


one of Asia's main aviation hubs, The 
itory's Cathay Pacific Airways is par- 


arly alarmed at this prospect. 
And, as if to underline their arguments, 
Bae s associate company, ae 


ng red advantage 


craft Engineering Co., announced on 10 
‘that it was cancelling plans to build a 
$90 million (US$11.5 million) hangar at 
Tak Airport. The company, which car- 
out aircraft maintenance and repair 
k, cited higher rents at the airport as a 
or factor in its decision. Much of its ex- 
sion over the next five years will be 
ted to Australia. 
(he row about increased landing and 
<ing charges is in most respects a re- 
, albeit more serious, of a 1990 dispute. 


project is proving to be a magnet. 
. for controversy. Most publicly, it 


T this year's prospects are also far from rosy. 





plied in July 1991, and the airlines believed 
their arguments the previous year had won 
the day. But to their consternation, new 
levies announced for this year were pitched 
at 27.5%, which included a 17% surcharge 
to help meet the cost of Chek Lap Kok. The 


implementation of these charges has now - 


been deferred from 1 July until 1 Septem- 
ber, after protests from the airlines. 

The effect of the 27.5% increase each 
year to 1997 will be to triple in real terms 
—- against a 1989 tariff — the fees charged 
to airlines for landing, parking and over- 


flights. This means that landing a Boeing 


747 at Chek Lap Kok will cost almost 
HK$65,000 in 1997, against HK$9,300 at Kai 
Tak in 1989, 

The world’s airlines, represented in 
their arguments by the International Air 
Transport Association (IATA), are resentful 
at being required to bankroll part of the 
new airport. They have collectively lost 
US$6.7 billion in the past two years, and 


IATA director-general Gunter Eser met 
Hongkong Government officials on 8 July 
and presented the following four-pronged 
argument: - 
» Charges for airlines — and a HK$150 
departure charge per person — are already 
excessive. Kai Tak's surplus of revenue 
over expenditure in the year to 31 March 
1991 was just above HK$1 billion. This rep- 





resented a return of 35% on average net 


fixed assets, against a target of 15%. All the 
surpluses and departure-tax receipts go 


straight into general government revenue; | 


amounts are drawn down for capital ex- 
penditure as required. 

Eser said other airports enjoying that 
level of return would be expected to lower 
charges. Instead, Hongkong wants to in- 
crease them by 27.5% a year — including 
the 17%-a-year surcharge for Chek Lap 


Kok — until 1997. This would mean air- 
lines passing on the charges to customers; : 
each passenger would pay about HK$205 | 





more per ticket by 1996. 


P The 17%-a-year levy discriminates - E 
against present users of Kai Tak. Airlines | 
that start flights to Hongkong after 1997 - 
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Zonta International is a 
worldwide service 
organization of executives - 
in business and the 
professions working 
together to advance the 

status of women. 


19-23 July, 1992 
Hong Kong Convention Centre. 
Hong Kong 
















osts of facilities used. Imp icit in this. line | 
f argument is the fear that if Hongkong 
oes ahead with pre-funding plans, other 
imports might follow. - 
vene the airlines in this way: is un- 










le let ien berbine converted into | 
takes i in the new pairport. That eae 


ng vith the. pies fending. 
Cathay, which accounts for about 35% | 
aircraft movements at Kai Tak, would 
> hardest hit by the new charges. The 
r had budgeted HK$19.2 million a 







nonth for landing and parking fees in | 
longkong from 1 July ,a 10.596 increase on | 






ast year in line with. inflationary trends. 
"he new rates will mean a 27.5% increase 
quivalent to HK$54 million a year. 


Af the planned. expansion of its fleet is 


ncluded. in calculations, Cathay is facing | 
hé prospect of landing charges rolling up |. 
1K$928 million in 1997, compared with | 





1K993 million in 1989. 

Cathay is not well placed to argue about 
he level of the planned increases. The 
1K$54 million a year in increased charges 
s about 296 of its 1991 net profit. But the 
ürline is suffering from a declining rate of 
eturn on revenue, from 19.2% in 1989 to 
41% in 1991. 

 Cathay's major worry is that the gov- 


'rnment is going too far in its apparent at- | 


empts to assuage Peking's stated worries 
ibout the level of post-1997 debt. The latest 
fforts to maximise airport revenues at Kai 
[ak may make other airports in the region 
nore attractive as transport hubs. This 
would affect not only Cathay but also 
Jongkong s tourism industry. 
“Government officials have pointed out 
hat Hongkong’s landing charges are low 
:ompared with many airports in Europe 
ind some in Asia, particularly Tokyo and 
'aipei. A comparison of landing charges at 
najor airports shows Hongkong in 29th 
3lace worldwide, and in fifth place in a list 
of broadly comparable Asian competitors. 


But if the new charges are applied in | 


ull from September, Hongkong will lose 
ts current competitive edge over Manila 
ind Kuala Lumpur. Depending on how its 
rivals increase their rates over time, the 
zovernment's charges could see Kai Tak 
ades dd expensive as Singapore. 

~~ As a result, airline officials point out, 
Hongkong’ s almost ideal geographical lo- 
cation could be overshadowed by lower 


charges elsewhere. Cathay would thus lose 


INDUSTRY. 





By Ed Paisley in Seoul 
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outh Korea's car makers have been 
S driven into a nervous huddle by the 

prospect of competition from 
| Samsung, one of the country's biggest busi- 
| ness groups. Samsung denies it plans to 
| build cars, but the five existing manufac- 
| turers are unconvinced. Following the an- 
| nouncement on 3 July that the government 
| would allow Samsung to build commer- 
| cial vehicles, they see it as my a matter of 


Ripe for shake-out 











South Korean auto makers fear new rival a 


time before it tries to ents the car mar] 
too. p 
That could have a shattering effect 
the five existing auto makers, and help 
drive one or more of them out of busin 
before the decade is out. 

South Korea's domestic sales of hei 
commercial vehicles are already depress 
while capacity is at an all-time high. | 
mestic car sales, meanwhile, are coming 
record growth levels. Demand is expec 
to slip to single-digit growth rates by m 


5 decade. 


And with analysts predicting a bloc 
shake-out in the global auto industry in 
1990's that could blunt exports, Samsur 
arrival on the scene will put existing a 
makers under even greater pressure. 

At first glance, Samsung’s plani 
entry into vehicle manufacture appe 
modest. It won the right to produce « 
mercial vehicles over eight tons, such 
cement mixers and dump trucks, but 
not get approval to make lightweight cc 
mercial trucks or cars. 

The group’s initial projections call 
production of just over 1,000 commer 
vehicles by 1994, rising to close to 5, 
units by 1997. The vehicles will be | 
duced under a technical tie-up with Nis 
Diesel of Japan, which has promisec 
help Samsung market the vehicles abrc 

Commercial-vehicle manufacture, h 
ever, is the life-blood of South Korea’s 
smallest auto companies, Ssangyong ! 
tors and Asia Motors (the latter is mo 
owned by Kia Motors). They face di 
competition from Samsung, at a time w 
their efforts to develop a market in sp 
utility vehicles, or “jeeps,” have faltere 

The two companies are now busily 
structuring to meet the threat. 5sangy 
on 1 July axed over 30 senior executive 
a massive overhaul. Asia Motors, with 
sold vehicles now being parked in 
streets around its factories, is laying 
workers. 

It is the fear of Samsung entering 
passenger-car business, though, that sc 
the middle-ranking manufacturers, 
Daewoo Group. and Kia Motors. 
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The Dusit Thani, Bangkok. 


ua, Phuket. 





Very proud to be among the Leading 
Hotels of the World. 

Very essentially Thai, a 1,000-year- 
old culture reflected in classic styles fram- 
ing modern comforts. 

Very much paradise the island life of 
Phuket, 

Very gorgeous white sands and blue 
seas, nicely warmed by a tropical sun. 

Very adyllic beach on the Gulf, with 
thrilling water sports and. horse riding. 

Very courteous the service. 

Very certainly yours at The Dusit 
Thani, Bangkok, Dusit Laguna, Phuket 
and Dusit Resort and Polo Club, Cha- 
Am/Hua Hin. 

Verily, there is nothing that quite 


compares with a hotel called Dusit. 
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The word is out... 


The biggest story in communications these days is about the smallest, and one of - 
lightest, personal communications tools ever. NEC's new portable phone. It's tiny enougr 
slip in your pocket or even the most crowded briefcase. Nestled in your palm, it feels as gc 
as it looks. What's more, an optional kit turns the world's tiniest handheld phone into 
world's most convenient car phone. 

Inside, there's more good news. Like NEC micro-circuitry for state-of-art performance c 
reliability. A high-capacity battery that keeps you talking for up to two hours — plus numer 
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n the air.” 
That's sweet music to the people who make the news at RTM (Radio Television Malaysia) 


Kuala Lumpur. RTM first began TV broadcasting over a quarter century ago — and NEC 
is there. Today, advanced NEC technology is still helping RTM put news and other quality 
gramming on the air. 

And not just in Malaysia, but wherever newsmakers toil around the world, you'll find 
mputerized NEC broadcast systems, satellite uplinks, and other products behind the scenes. 
Not surprising news, since NEC is a global company with over 15,000 products (computers, 
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ewoo is in a particular bind because of 
start-up costs of its new Tico car model, 
2s of which have softened after an initial 
ut. 
Only Hyundai Motors, the biggest of 
five in terms of sales, is outwardly un- 
turbed by Samsung. "This is not a mat- 
of concern," says a senior executive of 
group. "The Korean economy is a free 
rket [in which] the government's con- 
| over the economy is rapidly diminish- 
. No one can stop companies entering 
auto industry." 
Hyundai has reasons to sound bullish. 
all the chaebol (big business groups), it 
| the most to gain from the government 
sening its reins on business. It has been 
tering a government-induced financial 
leeze since its founder, Chung Ju Yung, 
iblished his own political opposition 
ty last year and announced he would 
| for president in December's elections. 
Hyundai also has solid business reasons 
ound cocky. It is the only South Korean 
company to have designed and pro- 
'ed its own engine, and to have estab- 
ed its own distribution network in the 
ical US market. The group also has 
nt heavily to retool its factories with the 
st Japanese technology. 
For its part, Samsung denies it has de- 
as on the car business. "It will cost 
5100 million to develop our commercial- 
icle business," says one senior Samsung 
cial. "But it would cost at least US$1.5 
ion to enter the passenger-car market. 
(n if we wanted to, our bankers 
uldn't allow it." 
Nevertheless, the reasoning behind the 
'ernment's granting of the commercial- 
icle licence to Samsung has its rivals 
ating. The decision appears to breach 
2ast the spirit of the government's own 
fessed goal of forcing the chaebol to 
cialise, which it has tried to do by limit- 
credit and intra-group debt guarantees. 
An official of the Ministry of Trade and 
ustry's heavy-industry division says the 
nce was justified by Samsung's current 
duction of heavy construction equip- 
it (including some specialised vehicles 
h as earth-movers). Samsung says it 
ght the commercial-vehicle licence to 
ieve economies of scale. 
rhe government also says it had no 
ver to block Samsung's entry into the 
wnercial-vehicle market because con- 
s on auto-industry investment were lib- 
ised in mid-1989. But neither the exist- 
auto makers nor many industry ana- 
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ruling Democratic Liberal Party involving 
political campaign funds, though they have 
yet to produce any evidence. The two main 
opposition parties have promised to launch 
investigations into the decision when the 
legislature convenes in late July. 

Auto-industry executives see the cir- 
cumstances of the decision as evidence that 
Samsung will also be allowed to enter the 
car market in due course. 

Samsung, naturally, says increased 


competition will be good for the commer- | 


cial-vehicle market because it will drive 
down prices, improve quality and hence 
raise South Korea's export competitiveness. 

^When Daewoo and Lucky Goldstar 
were the only electronics firms in South 
Korea, they complained when [Samsung] 
entered the industry," says a senior 
Samsung official. "Now electronics pro- 
ducts are the nation's largest export and 
are world competitive. This is the result of 
competition. The same will be true of com- 
mercial vehicles." 

Samsung is counting on the nation's 
Won 160 trillion (US$240 billion) infrastruc- 
ture-development programme to boost its 





commercial-vehicle sales. The bulk of th« 
money will be spent on two major project: 
— à new airport near Seoul, and a high 
speed rail link to Seoul from the southerr 
port of Pusan. An array of other majo 
projects is also under consideration, fron 
new subway systems in the nation's majo 
cities to expanded port facilities. 

Only about 40% of these funds are likely 
to be spent by the time Samsung reache: 
full production at the end of 1996, leaving 
it ample opportunity to market its vehicle: 
throughout the life of the various projects 

The director of the Korean Automobile 
Association, Lee Dong Hua, is less san 
guine. He believes Samsung has every in 
tention of making cars and believes in- 
creased competition will drain vital re- 
sources from the other car makers. 

"Inevitably, existing market share will 
be divided, the resources of the industry 
will be divided, and the total competitive- 
ness of the industry will be weakened," he 
says. In the domestic market this is fine, 
says Lee, but in a tough export environ 
ment it will strain South Korean firms' abi- 
lity to compete. a 
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anila's black hole 





Losses at central bank undermine economy 


"ith a debt rescheduling 
package about to be 
signed, and foreign 
reserves at near-record levels, 
President Fidel Ramos might well 
believe that the Philippines is — at 
long last — close to shedding its 
economic shackles. If so, he 
should think again. For while the 
achievements of his predecessor, 
Corazon Aquino, have indeed 
improved the climate for growth, 
there remains a major obstacle that 
promises to become a crucial test of 
Ramos’ economic management. 

To find this obstacle, Ramos — in 
office only since 30 June — need look 
no further than his central bank. 
Forced in years past to assume all kinds of 
liabilities, in part for reasons of political ex- 
pediency, the Central Bank of the Philip- 
pines is racking up huge losses. If it were 
any ordinary bank, it would be declared 
insolvent and closed. Instead its losses are 
fuelling the government's budget deficit 
and dragging down the rest of the 
economy. 

Most central banks make a profit on 
their treasury operations. Manila's, how- 
ever, had accumulated losses of P324 bil- 
lion (US$12.7 billion) in December 1991. 
(The latter figure was more than all gov- 





ernment spending for 1991 of P247 billion.) - 


During the preceding six years, its short- 
falls accounted for an average 41% of the 
combined national government-central 
bank deficit. 

For 1992, things are expected to be even 
worse, with the bank's share of the deficit 
likely to hit 72%, according to a World 
Bank official. 

Because of the central bank's losses, the 
government has been forced to issue 
greater amounts of treasury bills to cover 
the shortfall. These have kept interest rates 
above 2096 and sucked capital away from 
productive investment. And because one 
source of the bank's predicament lies in the 
foreign debts it assumed in 1986 (now to- 


Losses concern Cuisia, but not too much. 








are a "serious concern," but indicates they 
are not his top priority. New Finance Sec- 
retary Ramon del Rosario, asked at one of 
his first press conferences how he planned 
to deal with the losses, replied: "That's a 
tough one. I don't know how to answer 
that." A week later, he confessed he had 
still not received a full briefing on the sub- 
ject because he had been "focusing more 
on other pressing items." 

The World Bank, however, is believed 
to be trying to impress the urgency of the 
situation upon the new Ramos administra- 
tion. In a confidential report dated 24 Feb- 
ruary, a copy of which was obtained by 
the Review, the World Bank described the 
Philippines' two. biggest economic 
Loy as ER external ¢ d 
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central bank's losses Will rise" to P418 


lion by 1995. The report offered two s 
tions: transferring some of the losses t 
on to the government's books, or, be 
still, coupling this with a recapitalisatio 
the central bank so that it can settle it 
abilities (see page 46). 

Diplomatically, the World Bank 
tributes the crisis to "inapprop! 
fiscal and financial transacti 
which [the central bank] 
obliged to conduct on behalf of 
national government." Less di 
matically, a World Bank econo! 
who was involved in drawing 
the report ascribes it to “gross 1 

management" under both for 
dictator Ferdinand Marcos and 
Aquino administration which 
lowed. 

The origins of the problem 
back to the late 1970s and e 
1980s, when the central bank 
used by Marcos to assist favot 
companies, and later as a tool t 

". solve successive crises involving 
_ eign debt and the domestic ban] 
system. 

In the former case, the bank 
tered into foreign-exchange swap and 
ward-cover arrangements on behalf of 
country's biggest firms. As a result, c 
panies such as San Miguel Corp., Pilip 
Shell and food group RFM Corp. were 
to borrow abroad with complete protec 
against a loss in the value of the peso (s 
of these arrangements remain in force) 
the peso declined, the added costs of s 
icing foreign debt were borne not by 
companies but by the bank. 

Manila's foreign-debt crisis in ! 
brought further burdens. A string o! 
structuring arrangements with for 
lenders forced the bank to assume mas 
amounts of liabilities from Philip] 
banks and state-owned enterprises. 

In 1986, the central bank was a 
used as a device for cleaning out the 
bles when it assumed all of the P100 bi 
in foreign debt owed by Philippine 
tional Bank and Development Bank o: 
Philippines. Today, both banks are hec 
while the lender of last resort is blee 
red ink. Interest payments on foreig 
abilities cost the central bank P16.2 bi 
in 1989, while reserves deposited ab 
earned only P1. billion. 

The dimensions of the problem |] 
been multiplied by the government's 
of treasury bills to fund the central- 
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ting the government more than P56 bil- 
n a year, or nearly a quarter of its 
iget. 
While T-bills have also performed a 
re traditional role of financing the 
iget deficit and controlling the money 
»ply, they have done so at the cost of 
h interest rates and capital starvation in 
private sector. 
Rates have had to stay high to ensure 
re are takers for such a large volume of 
s. The risk-free bills have meanwhile 
'ome a benchmark for commercial 
iks, who charge higher rates on their 
n lending. In consequence, the Philip- 
es’ prime lending rate stands at 20%, 
npared with Thailand's 12%, Malaysia's 
%, or Taiwan's 10%. More to the point, 
ding T-bills has become more attractive 
n putting money to work in productive 
estment. The P260 billion of T-bills out- 
iding in 1991, for example, outstripped 
amercial-bank loans to industry, which 
ounted to only P191 billion. 
This has exacerbated the Philippines' 
ler-investment. Bank credit to the pri- 
e sector in 1991 represented only 18% of 
’, compared with 38% in 1983, when the 
rnal-debt crisis began. In 1970, when 
ratio was 20%, the Philippines was 
al-pegging with Asean neighbours; in 
20 years since, however, lending in 
ntries like Thailand and Malaysia rose 
tinuously, to levels around 65% of GDP. 
' figures starkly illustrate why the Phil- 
ines has been unable to deliver on its 
iy promise as one of a cohort of nations 
for growth. 
A further dilemma for the central bank 
yat it cannot act to bring down market 
rest rates without complicating its own 
ition. For example, of the Philippines' 


Red ink, but 
no red faces 


Why is hardly anyone in Manila making 
t fuss about the central bank's parlous 
'ondition? The answer lies partly in the 
way the losses are accounted for, partly 
n the traditional tendency of bureaucrats 
o defend their turf against scrutiny, and 
;artly in the complexities of the problem 
tself. "It seems too esoteric for our po- 
itical leaders to realise how serious it is," 
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20%-plus interest rates, 7-8 percentage 
points is attributable to so-called interme- 
diation costs — banks' profit margins, taxes 
and reserve requirements. The last of these 
accounts for about half of the intermedia- 
tion costs and is the result of the central 
bank's tight-money policy. 

Philippine banks are currently required 
to keep 25% of their deposits in reserves 
with the central bank (one of the highest 
levels in the world), and receive a measly 
4% interest in return. The central bank can- 
not reduce reserve requirements without 
expanding the money supply; nor can it 
pay banks more for their money to give 
them leeway to reduce their 
lending rates. 

The central bank's impo- 
tence in this respect is mirrored 
in its custodianship of the cur- 
rency. Because of its exposure 
to foreign liabilities, it is unable 


central bank's charter, its officials point 
out) and have attracted no comment in 
its annual reports. Such book-keeping 
legerdemain has failed to impress the 
Commission on Audit. It has refused to 
give its imprimatur to the central bank's 
accounts since 1986. 

Yet in the bank's latest annual report, 
released on 27 March, central-bank gov- 
ernor Jose Cuisia even boasted: "[the 
bank's] net worth improved slightly 
from P1.9 billion at end-1990 to P2.1 bil- 
lion as of December 1991.” 

In an interview with the REVIEW, 
Cuisia acknowledged that the situation 
was worrying, but then appeared to dis- 
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Hard to 
solve — p.46 


Reserves 
rise — p.46 








to let the peso depreciate without further 
cost to itself. Yet depreciation would helg 
Philippine exporters by restoring some ol 
their lost competitiveness. 

In the 20 years from 1970 to 1990, foi 
example, the peso depreciated in real terms 
by only 30%, compared with Thailand's 
46% and Malaysia's 49%. And in 1991, 
the peso appreciated by 6% against com- 
peting regional currencies. Indirectly, the 
central bank's weakness has also fed intc 
low levels of spending on government 
services. With the total deficit in the 
public sector (state corporations as well 
as government) averaging 4% of GNP be- 
tween 1986 and 1991, the 
government has been forced 
to rein in spending. It found 
basic services and infrastruc- 
ture programmes easier to 
cut than the central bank's 
losses. a 


tion. Arguably, however, the in in- 
flation has been achieved largely by the 


government's issuance of increasing 
amounts of treasury bills. 


Cuisia is not alone in his view, 
though. One of the bank's three deputy 


governors disputes the seriousness of the 


problem, describing the bank's deficits as 
mere "paper losses." The institution 
should not be judged like any other busi- 
ness entity on profit-and-loss criteria, he 
es. 

Other central-bank bureaucrats, as 
well as IMF and World Bank officials, 
nevertheless do believe the bank's finan- 


cial predicament is a key issue which the 
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A nettle to grasp 





Remedies may be politically unpalatable 


3y Rigoberto Tiglao in Manila 
T here is no simple cure for the Phil- 


ippine central bank's mounting 

losses. Almost any effective solution 
s likely to involve legislation, which will 
‘irst require recognition of the problem and 
1 political consensus about its remedy. At 
oresent, there is no sign of either. 

In the more than two years since the 
zentral bank's losses first appeared to be 
running out of control (REVIEW, 14 June 
90), the Philippine authorities have under- 
aken only two corrective measures. 

In mid-1991, the Monetary Board (the 
policy-making body of the central bank) 
ordered that a major part of the govern- 
ment's deposits at the bank would in fu- 
ure not carry interest rates. The no-inter- 
əst rule, though, was applied only to funds 
leposited with the bank for monetary-con- 
rol pu 

On 30 April this year, US$598 million of 
the central bank's outstanding US$840 mil- 
lion in swap arrangements were paid off 
with foreign reserves. A World Bank offi- 
cial claims, however, that the impact of this 
transaction will be “only marginal,” and 
will reduce the central bank's losses this 
year by only P2 billion (or US$80 million). 

Ultimately, these actions have merely 
underscored the point that only legislative 
remedies will get to the root of the central 
bank's distress. In its February 1992 report, 
the World Bank offered two proposals: 
> A moderate solution involving the 
transfer of P137 billion of the central bank's 
medium- and long-term foreign liabilities 
to the national government. This would 
reduce the bank's expected deficit this year 
to only P10.5 billion. 
> A comprehensive package which, in 
addition to the liabilities’ transfer, would 
involve increasing the bank's capitalisation 
to P60 billion. Currently, its capitalisation 
is an astonishingly small P10 million. The 
infusion would enable the central bank to 
liquidate its liabilities to local commercial 
banks and settle all of the swap arrange- 
ments. Thus unencumbered, the central 
bank's finances would be quickly trans- 


the apparent progress in reducing the gov- 
ernment's budget deficit would disappear 
overnight. Taxes would have to be raised, 
or spending cut, to keep the budget deficit 
within limits prescribed by the IMF under 
its financial support for the Philippines. 

So far, virtually the only political pres- 
sure for a solution to the bank's problems 
has come from Senator Alberto Romulo, a 
former member of the Monetary Board and 
a past budget secretary. 
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In 1991, Romulo introduced a bil 
Congress that would, among other thi 
have infused P10 billion in fresh cay 
into the central bank to help it clean uy 
books. He received little public back 
from officials at the central bank, who 
not keen to draw attention to its probl: 
for fear it will reflect poorly on their : 
formance. “I've been trying to empha 
to [central-bank governor Jose] Cuisia 
the problem didn’t arise under his wa 
so he doesn’t have to be defensive at 
it,” Romulo says. 

The crux of the problem is ultima 
about transparency and accountability 
the present situation, the costs are pas 
through higher interest rates to 
economy as a whole, stunting entre 
neurship. If the losses are transferred to 
government, the administration will F 
to appropriate a budget to cover them. 
while the new administration may bal 
risking taxpayers’ ire over a problem 
is not popularly evident, the nature of 
problem will be clear and exposed to 
bate. 

For its part, the World Bank is 
veloping suggestions that a series o! 
loans — initially a US$600 million 1 
nomic Integration Loan which is prese 
being negotiated — should be earmar 
for budget support if the governm 
agrees to assume the central bank's lia 
ties. It remains to be seen whether Man 
powerful Budget Department, which dı 
the Aquino government's progress in ¢ 
cit-cutting, can be persuaded to surrer 
its hard-won gains. 
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Embarrassment of riches 


Bigger reserves will increase losses 


anaging the Philippine economy 
M is like trying to repair a rusty 
pipe. As soon as one hole gets 
plugged, the pressure builds up and bursts 
another. So it is that even as the Philip- 
pines appears to be bringing its foreign- 
debt problems under control, the recent 
build-up in its foreign reserves is exacer- 
bating the central bank's losses and renew- 
ing inflationary pressures. 
On the face of things, Manila's foreign- 
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completing the final rescheduling of I 
ippine commercial-bank debt. 

The Central Bank of the Philipp 
presents a contrasting picture. Has 
steadily lost money since 1986, it has t 
ill-equipped to deal with the peso liqui 
it has created when buying foreign cur 
cies in order to meet debt repayments 
mop up this liquidity, it has had to 
more than P45 billion (US$1.8 billior 
central-bank bills in the past 15 month 
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ANNOUNCEMENT OF 1991/92 RESULTS 





“Bangkok Land’s first year as a listed company on The Stock Exchange of Thailand 
has seen steady progress in its ambitious property development plans.” 


HIGHLIGHTS 


* Initial public offering of new shares raised Baht 5,400 
million (US$ 211 million). 

* Company ranks number 1 in Thailand by market 
capitalization. 

* Projects launched from May 1990 to July 1992 valued 
at Baht 52,959 million (US$ 2,077 million). 

e Financial strength reflected in substantial cash reserves 
and large land bank in Bangkok (1,465 acres). 


FINANCIAL SUMMARY 


e Year ended 31st March 1992 
Baht millions USS millions 


Gross Revenues 12.957 508 
Net Profit After Tax 4,026 158 
Earnings Per Share Baht 12.46 US$ 0.49 


* At 31st March 1992 
Baht millions USS millions 
Shareholders' Equity 15,990 627 
Total Assets 30,775 1,207 


* Total dividends recommended of Baht 3.30 per share, 
payable on or about 15 September 1992. 





BANGKOK LAND COMPANY LIMITED 


Developer of : 


Anant Kanjanapas 
Chief Executive Officer 


PROSPECTS 


SCHEDULE OF COMPLETION 


1992/93 profit, barring unforeseen circumstances, 
expected to meet forecast of Baht 6,518 million 
(US$ 255 million). 


Muang Thong Thani Industrial Condominiums to be 
delivered to buyers on schedule in the next 6 months. 


Land bank in Bangkok and strong financial position 
(cash and short-term deposits substantially exceed 
debt) will permit the Company to develop future projects 
for a period of about 10 years on the existing land 
holding and enable the Company to replenish its land 
bank at the most advantageous conditions when 
opportunities arise. 

Bangkok Land has launched the following projects 


(of which presales and reservations 
amount to approximately 8096) : 


TOTAL 
PROJECT 
VALUE COMPLETION 
YEAR PROJECT NAME (Mn. Baht) FROM 
1992 INDUSTRIAL CONDOMINIUM 7,495 DEC'92 
MUANG THONG GARDENS 3,726 DEC'92 
11,221 
1993 LAKE VIEW CONDOMINIUM 7,240 MAR'93 
VILLA OFFICE 2,841 MAR'93 
POPULAR CONDOMINIUM 
- TEACHER 6,378 MAR'93 
- CIVIL 4,690 JUN'93 
- PAILIN 2,400 SEP'93 
23,549 
1994 BAAN MUANG THONG 6,126 FEB'94 
MUANG THONG BANGNA 4,030 JUN'94 
PARKLANE PLAZA 2,465 SEP'94 
MUANG THONG CONDO 
SRINAKARIN 3,724 DEC'94 


INDEPENDENT CONDOMINIUM 
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By the end of last year the bank had 
iccumulated US$2.5 billion in foreign re- 
serves. It purchased a further US$700 mil- 
ion (P18 billion-worth) in the first quarter 
of this year, nearly exceeding the IMF target 
of P20 billion for growth in “high-powered 
noney" for all of 1992. (High-powered 
noney is new money entering the system.) 

It now appears that the bank's attempts 
o control the growth of the money supply 
ire faltering. The inflation rate in May crept 
ip to 9.2%, after falling steadily from 16% 
n November to 8.7% in April. But central- 
zank governor Jose Cuisia dismisses the 
mportance of the price rise, blaming it on 
dower shortages and spending during the 
'ecent election campaign. 

The central bank originally began accu- 
nulating US dollars in 1991 in order to 
»articipate in a debt buy-back scheme. But 
t also found itself having to buy dollars to 
:heck the appreciation of the peso. Several 
»vents led to the fall in dollar demand: 
»usiness uncertainty following the Mt 








INDUSTRY: 


JAPAN 


Pinatubo volcanic eruption and the with- 
drawal of US military bases, the pending 
presidential election, liberalisation of cur- 
rency purchases, and the imposition of a 
9% import levy in January 1991. 

Despite the bank's efforts, the peso has 
steadily gained strength. Its value has risen 
from P28 to the dollar in April 1991 to 
P25.5 in early July. In all of 1991, the peso 
appreciated by 5.8% against the currencies 
of its trade competitors and 4.8% on a 
trade-weighted basis against the currencies 
of major industrial countries. These figures 
roughly correspond to the reduction in 
competitiveness of Philippine exports last 

ear. 
; (The addition of an import levy illus- 
trates how convoluted the country’s fiscal 
and monetary situation has been. It was 
originally imposed to cover the budget 
deficits. But the plan backfired. By reduc- 
ing imports, it contributed to the strength 
of the peso, causing the central bank to buy 
dollars, thus increasing its losses and ulti- 


mately placing further strain on the buc 
deficit.) 

Manila’s economic managers are h 
ing that with an economic expansion, í 
lar demand will grow sufficiently to 
preciate the peso to levels that will res! 
the country's export competitiveness. 

However, such a situation would 
ther erode the central bank's financial p 
tion. Any exchange-rate profits it may ¢ 
erate from a depreciation of the peso : 
be offset by its interest costs on the func 
used to buy the dollars. At the same ti 
it will face a bigger peso bill for servi 
its US$5.3 billion foreign debt. 

Until the bank finds a way of clear 
up its books, it is likely to maintain a « 
servative exchange-rate policy. Hist 
cally, the bank has resorted to sizeable 
valuations only in response to balance 
payments crises. That conservatism, ¢ 
pled with high interest rates, could prev 
Philippine exports from ever taking of 
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Folded together 


By Louise do Rosario in Tokyo 


Yesterday's enemies, tomorrow’s friends. 
For years, Jujo Paper and Sanyo- 
. Kokusaku Pulp were two of Japan's 
each other in a crowded market. But by 
April 1993, the companies will be 


merged to become Japan's largest paper 


The merger, a decision reached in 


early July, is necessary to help cut costs 
at the companies, according to analysts. 


^Paper companies hate each other," says 
Eric Gan, an analyst at Kleinwort Benson 


International. “If they could avoid it, they 


wouldn't merge." 
E With a combined market share of 28% 
in office-use paper 


prices in the pulp and paper industry. 
JA downturns since World War II. 


das td gU arai aca capite 
to be a good blend of expertise for the 


companies. Jujo Paper is strong in news- 


| and 22% in news- 
. print, analysts say the merged company 
may be big enough to help stabilise 


one of its worst 


promising anti-AIDS drug. 

The new giant, yet to be named, will 
have to compete head-on with Oji Paper, 
which has dominated the pulp and pa- 
per industry for years with a 16% mar- 
ket share. Ironically, Oji Paper wanted to 
merge in 1968 with Jujo Paper and 
Honshu Paper, another top manufac- 
turer, but the plan was rejected by the 
Ministry of International Trade and In- 
dustry (Miti). The ministry said the 
merger would produce a cartel damag- 
ing to the industry. 

Some analysts say Miti played a role 
piibeuolo Dadprir papa manoy 5 


current problems. A 


mired in a paper glut. 

In 1988, however, the ceiling was 
lifted because of an expected paper 
boom, and many pulp and paper com- 

rushed to build factories, as mar- 
ket share is the key to survival in the low 
value-added industry. The industry in- 
creased capital-investment spending by 


there is an excess of paper by about 15% 
a volume that will take the market thre 
to five years to absorb. The price of high 
quality paper, the standard market indi 
cator, has to ¥125 (US$1) a kilo 
gram currently from Y153 four years ago 
Consequently, pulp and paper com 
panies are caught in a classic boom-and 
bust cycle. In the past two fiscal years 
most top manufacturers registered dou 
ble-digit declines in profits. Many com 
panies have had to dig deeply to pa' 
dividends, while others have had to sel 
assets at a loss to keep up with interes 
payments on debt. | 
Sanyo-Kokusaku has been heavil 
burned by the slump. The company ha 
an operating loss of Y2.8 billion on rev 
enue of Y294 billion in the fiscal yea 
ended on 31 March, compared with ai 


o g profit of ¥22.8 billion thre 
yu e 


Jujo Paper has also been hit hard. Fo 
three consecutive to 31 March, th 
company incurred double-digit de 
creases of up to 46% in operating profi 
Revenue stagnated at ¥367-403 billio: 
annually in the period. 

Jujo Paper’s problem is further wo1 
sened by its cardboard-making subsid 
ary, Tohoku Paper. The unit's Y60 billio 
debt is three times larger than its annu: 
revenue. 
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Just One Of The Many ‘Tests We've Created For The 777. 


rom simulating flights in thunderstorms to validating wing designs in wind tunnels to actual test flights in the driving rain, 
e777 will be the most thoroughly tested airplane that Boeing has ever built. [n fact, before the 777 ever gets off the ground, it 
ill need to pass hundreds of tests with flying colors in our new Integrated Aircraft Systems Labs. [n the air, nine 777s will be 
sted. Three of which will fly 1,000 flights, one plane for each of the three engines available. [n addition, a complete airframe 


#ll be built to test the 777 under various load combinations. And for structural fatigue, vet another will be subjected to 40 


ars of simulated flights. All to make the 777 the safest and most reliable aircraft it can be. o ———/"7BÀ 








"Opportunities 
can stare you 
in the face 
one day. .. and 
blow up in your 
face the next." 


ietnam today represents one of the most exciting business 
pportunities of the decade. Many talk of it being more promising 
aan China. None talk of it as being easy. True to form, the Far 
astern Economic Review recognised the potential 
arly and is the only international publication with —— Am 
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To become a managing director, 
you have to 


start talking like one. 


In today's fiercely 
competitive corporate 
world, the impression your 
conversation makes is often 
as important as the job vou 
do. To be listened to, your 
words must carry weight. 
Especially with your superiors 
and clients. Thats where reading 
The Asian Wall Street Journal 


will make all the difference. 


The Asian Journal provides fresh 
facts and insights on regional and world 
events. Covering everything from 
technology, marketing and banking, to 
world politics and policy and so much more 
you won't find in your local newspapers or 


anywhere else. 
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So you'll never be at a 
ipe loss for words, or fresh topics 
of conversation. But whether 
the issues are local or global, we 

look at them from an Asian 
perspective. As a result, 
7296 of our readers 
are Asians from 
every corner of the 
sd region. The men and 
| women who've reached key 
positions in an incredibly diverse 


range of professions. 


Why not take advantage of our special 
rates and subscribe now. You'll enjoy a signi- 
ficant saving off the newsstand price. With 
a little help from The Asian Wall Street 


Journal you can talk your way to the top. 
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lainland Chinese seek discreet home for funds 


Mark Clifford i in Hongkong - 


ongkong i is on its way to becoming 
a Swiss-style haven for mainland- 


Chinese property investors seeking 
»nymity. Cash-rich companies and gov- 
unent affiliates from southern China 
ve been moving into the market in force 
the past 18 months. Many are unknown 
1 some, at least, seem eager to place their 
ets out of Peking's reach. 

Exact figures are impossible to come by, 
t Hongkong property consultancy 
oke Hillier Parker estimates that Chi- 
œ firms bought property worth HK$6.6 
ion (US$846 million) during the first six 
mths of this year. That was almost as 
ich as the record HK$7.3 billion they 
nt in all of 1991. 

The influx of mainland cash helped 
sh up Hongkong's commercial-property 
ces by more than 30% during the first 
f of this year. Brooke Hillier estimates 
inese accumulated investment in Hong- 
1g property exceeds HK$90 million. 
The new players are willing to pay top- 
lar for Hongkong properties. In this 
ws biggest sale, a little-known group 





paid HK$3.8 billion for Nine Queen's Road 
Central, a prestigious office block in the 
heart of is business district. The price was 
nearly 50% higher than expected and ana- 
lysts have no clear information as to how 
the purchase is being funded. Payment will 
not be completed until next year, and al- 
ready there are rumours that the buyers 
are trying to sell the property. 

Such speculative behaviour stands in 
contrast to the more conservative buy-and- 
hold strategies of past Chinese investors, 
whose property purchases have usually 
been related to their core businesses. The 
five long-time Chinese investors in Hong- 
kong — China Resources, China Mer- 
chants Holdings, Bank of China, China 
Travel Services and China International 
Trust & Investment Corp. — are tightly 
controlled by authorities in Peking, who 
actively discourage speculative purchases. 
Larger regional government bodies, such 
as Guangdong Enterprises, also have a 
reputation as stable long-term investors. 

By contrast, many of the newer players 
are acting with no central government 
supervision and, especially in the case of 
smaller id M are ul. to hide their 


activities from Peking. The use of shel 
companies to mask investors' identities i 
common. For example, little is know1 
about Surelight and China Weal, the main 
land companies which are taking an 857 
stake in Nine Queen's Road Central. 

The cash influx reflects the strength o 
China's economy, particularly in the south 
There are whispers that some money ma 
be coming from drugs or smuggling. Mos 
of the property purchases, however, ap 
pear to be financed from legitimate foreign 
currency earnings by China's exporters. 

Several analysts suggest the frenziec 
activities of inexperienced mainland buy 
ers could lead to problems later. The big 
gest risk is probably political. Wang Qiren 
newly appointed deputy director of the 
State Council's Hongkong and Macau Af 
fairs Office, said in January that Pekin; 
might act to rein in mainland investors 
property purchases in Hongkong. 

The investment surge comes as anothe 
group of high rollers, the Japanese, are be 
ing forced to trim their Hongkong prop 
erty holdings to meet liquidity demand: 
caused by falling asset values in Tokyo 
Property consultancy Jones Lang Woottor 
says the Japanese sold HK$4 billion wort! 
of property between September 1991 anc 


June 1992. 


Ironically, the flood of money inte 
Hongkong is occurring as savvy local in 
vestors look across the border to Guang; 
dong and Fujian, where property prices art 


cheaper and economic growth higher thar 


in the colony. E] 






Indian securities scam snares economic. reformer 


oo oe : PEET AEA 
Hamish McDonald in New Delhi 


ombay’ S securities-trading scandal 
has claimed its first political victim. 
Commerce Minister P. Chidam- 
‘baram departed the government on 9 July 
after declaring a small family holding in an 
investment company that had obtained 
bank funds using forged securities. The 
‘minister denied any impropriety, but the 
association made him a liability to the gov- 
‘ernment, 
— In the financial sector, the ripples of the 
‘stock scam also show no signs of receding. 
After a second investigation by the central 
bank, an independent audit has been or- 
'dered into the treasury operations of four 
main foreign banks. These are: Citibank of 
the US, the Australian-owned ANZ 
Grindlays, the British-based Standard 
Chartered and Bank of America. 

This second probe by the Reserve Bank 
‘of India assessed likely losses from the se- 
curities fraud at Rs 35 billion (US$1 billion), 
Rs 4 billion more than its preliminary esti- 
mate. But far more damaging is the bank's 
exposition of how huge sums were si- 
phoned out of the banking system and in 
part diverted to the stockmarkets. 
-. For Chidambaram, the end of the road 
“came with the central bank's allegation that 
‘a Bangalore investment company, 
Fairgrowth Financial Services, had ob- 








tained funds from the nationalised Andhra 
Bank by presenting forged securities. The 
minister's wife had subscribed to Ks 
250,000 (US$9,770) worth of Fairgrowth 
shares around September: last year. 

The Chidambarams were apparently 
passive investors and had no involvement 
in any of Fairgrowth's dealings. But it was 
tempting fate to accept at par value an al- 
lotment of shares by Fairgrowth that were 
widely expected to soar once listed. 

Prime Minister P. V. Narasimha Rao 
had earlier asked his ministers to declare 
any stockmarket dealings over the past 15 
months and any contact with individuals 
and companies named in the central bank's 
two reports. On 9 July, Rao accepted a res- 
ignation letter attached to the declaration 
of Chidambaram. He also announced that 
a committee would conduct an inquiry into 
the scandal. 

Chidambaram, a Harvard Business 
School graduate, has been an energetic and 
impatient proponent of economic liberali- 
sation. But with leftwing opposition par- 
ties trying to use the scam to discredit the 
whole reform programme, Rao is taking 
no political risks. By taking a strict line in 
this case, Rao has set a precedent should 
any other government politicians be impli- 
cated in the scam. 

The Central Bureau of Investigation is 
acting on six cases, and an ever-mounting 
number of brokers and bankers have been 


arrested. Two small banks are being l 
dated under central-bank orders, 
Fairgrowth has been asked to stop o] 
tions and has had its assets effectively 
zen. 

Current speculation is centring 
whether the chairman of the Nati 
Housing Bank (NHB), M. J. Pherwani, 
cumbed to political pressure to bail 
broker Harshad Mehta, whose influen 
the stockmarket earned him the sobr 
“Big Bull.” Mehta, who is in custody 
ing charges of fraud and corruption, 
discovered in April to have a Rs 6.2 bi 
obligation to the State Bank of India. 

NHB, a subsidiary of the central t 
channelled nearly Rs 5 billion to M 
through ANZ Grindlays. But before 
broker could cover NHB, the scandal 
exposed and his operations ha 
Pherwani died soon after being aske 
step down, apparently of a heart atta: 

The second report by the central 
gives a deep insight into the failures c 
banking and securities industries. 1 
allowed improper trading to flourish. 

Transactions between banks were 
necessarily reflected in the books. Ins 
these funds were sometimes diverte 
individual brokers' accounts. 5tan 
Chartered, operating in India for more 
130 years, is one of the institutions exp 
as lacking such internal checks and 
ances. Among the major findings: 
> Certain brokers were able to r 
funds from one bank to another at 
irrespective of who the named cou 
parties to the transaction might be. Se 
ties transactions took place ostensibl 
tween banks, but the proceeds wer 
rectly and indirectly credited to bro 
accounts. 
> Banks financed brokers by discou: 
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bills raised for the purchase of shares and 
‘securities. These bills of accommodation 
_are discouraged by the central bank. 

-> Brokers were able to borrow directly on 
«the call-money market which is meant 
purely for interbank operations. Large call- 
money loans were credited to brokers' ac- 
counts by banks though they were booked 
.as interbank transactions. The "receiving 
banks” had no record of such loans. 

-> The State Bank of India had allowed its 
account at the Reserve Bank's public debt 
-office to be virtually operated as a personal 
account for Mehta. The office acts like a 
clearing house for transactions in govern- 
"ment securities. 

- Sale and purchase prices recorded by 
-the parties to a transaction showed huge 
discrepancies, the difference sometimes 
being met out of brokers' accounts. 

_.. As for the foreign banks, during the 14 
“months from April 1991 to May 1992 the 
-þig four handled 70% of more than 58,000 
. securities contracts traded by banks in In- 
‘dia. The total value of these transactions 
_was Rs 9 trillion. 

.. The report states that given the S 
deposit base of foreign banks in India, " 

is obvious that the transactions were jar 
arbitrage and not funds management.” It 
“also points out that 40% of the transactions 
were through just four brokers and that 
-30% of the transactions in value terms can- 
not be matched in the books of the 
counterparty banks. 

The central bank also plans to look into 
the portfolio management services of 
banks. According to brokers, big losses on 
-public-enterprise bonds have been booked 
-under the portfolios held by banks. 

- The Bombay Stock Exchange has been 
effectively closed since 15 June and succes- 
“sively the 19 other exchanges have come to 
“a halt. Brokers have refused to trade be- 
“cause of confusion about the verification of 
«share ownership. 

: Under a special ordinance promulgated 
to deal with the scandal, the government 
-has attached assets held by Mehta and 
"other accused parties. But as it is possible 
in India to trade shares under blank deeds, 
and several million rupees worth of shares 
-Jast held by Mehta have been sold in the 
. market. These are now considered “bad 
. delivery" in the market. 

^. Stock Holding Corp. of India, which 
-acts as a custodian for almost all govern- 
.ment-owned mutual funds, brought mat- 
_ters to a head by refusing to accept any 
: shares last held by Mehta. Income-tax au- 
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the o pe "hiat the Scary Round 
would be compte D the end of the E ER " Sin 


Rial t tárget ajos pones more modest pc 
y may e even have to be decoupled from t 


some people a as. sanly a as s January 1989, when t 
Sens down, Sequi da more modest — should 


ceed i in its entirety : y OF - not at t all. This : remains thi 
, hope, though many members secrel 
hope that intransigence by others on ag 
culture will DIECpHRE the failure of t 
Round. 
. This ead be a tragedy. The Urugu 
Round is about far more than just liber, 
. ising farm trade. Like their predecesso 
<: the Kennedy and Tokyo rounds, the tal 
- can do much to smooth the path towar 
eventual free trade without going the ve 
last mile. 
. -Agreements on other vital areas 
trade liberalisation are within the grasp 
negotiators. These include a reform of t 
Multi-Fibre Arrangement governi) 
di world textile trade and of crucial impe 
‘ences to o Asia, No less important, agreements for Japan and Asia's newly indus 
ialised countries are also close on such matters as local-content rules, volunta: 
. restraint arrangements and anti-dumping measures. The whole question of tra 
in services could also be resolved, to the great potential benefit of Western cou 
tries whose intellectual-property rights have so often been infringed. 

Some analysts argue that without a liberalising of world trade in farm produc 
developing countries will have little incentive to increase access to manufactur 
goods from industrialised countries, to protect intellectual propes rty or r otherwise 
behave like good commercial citizens of the world. K 

This is a grotesque over-simplification. Apart from the US, the coutitries w: 
the greatest vested interest in freeing agricultural markets are members of the : 
called Cairns Group, and they number only 14. 

Many developing countries are not solidly behind the idea of completely lib 
alised trade in agriculture. Former Indian trade minister Dinesh Singh argues tl 
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oul, Peking to implement 

'estment-guarantee pact 

An investment-guarantee agreement 
ween South Korea and China is due to 

into effect on 26 July, marking the start 

TH expected increase in South Korean 

estment in China by firms suffering 

n rising wages at home. South Korea's 

glomerates are planning a host of 

nufacturing operations in China, 

ang them a US$300 million cement 

nt by Daewoo Group and a steel plant 

| an auto plant by Hyundai Group, 

h estimated to cost US$100 million. 

ith Korean firms invested about 

3170 million in China in 1991, but this 

hey came mostly from small or 

dium-sized firms, not the nation's big 

iness groups. 


lonesia avoids 

əd to import rice 

Indonesia said on 8 July its rice harvest 

; higher thàn expected, eliminating the 

d for imports in the year to March | 

3. Sukria Atmadjaya, vice-chairman of 

onal procurement agency Bulog, said 

agency's stocks are expected to reach. 

ilion tonnes for the fiscal year — 

ut 25%. above target. Bulog had 

rin to import 300,000 tonnes of rice 
ear to meet domestic demand. Last 

ra a drought i in Java forced it to import 

400 tonnes. 


; launches bond issue 
Jongkong market 

nternational Finance Corp., the 
'ate-sector funding arm of the World 
k, launched a HK$500 million (US$64 - 
ion) bond issue in Hongkong's capital 
'Kets, the first such issue in the 

iy's currency. The five-year bond, 

ch pays interest of 7.05%, was priced 
00.25%. Societe Generale Asia acted as 
arranger and lead manager. The 
ceeds will be swapped into US-dollar 
ting-rate funds. The ultimate swap 
nterparty is China International Trust 
avestment Corp. 


aul, Tokyo agree scheme 
technology transfer 


be government subsidy. The foundations 
will facilitate the exchange of 

technology and scientists and promote 
joint Investment in environmental and 
industrial technology. Tokyo's trade 
surplus with Seoul stood at US$3.5 
billion for the five months to the end of 
May. 


Hanoi agrees to admit 

four more oil firms 

> Hanoi has agreed in principle to allow 
four more companies from Japan, 
Indonesia and Britain to explore for oil 
and gas off Vietnam's southern coast, 
Petrovietnam officials announced. They 
said C. Itoh & Co. and Mitsubishi Corp. 
of Japan, Astra of Indonesia and British 
Gas reached provisional agreements on 
production-sharing contracts. Bidding for 
a fifth offshore block is continuing. Hanoi 
has received bids from nine other foreign 
companies to exploit oil at the Dai Hung 
field, discovered in 1987 by a Vietnamese- 
Russian joint venture. 





Japanese car exports 


threatened by US bill 

> A trade bill passed by the US House 
of Representatives on 8 July would 
replace Japanese auto makers’ self- 
imposed limit on car exports to the US 
with a specified quota. This would permit 


million, against imports of US$900- 





administration, but some observers — 
predict it could slip through the Senate 
and past a presidential veto if it becomes 
an election issue. E. 


Malaysia orders closure 
of Japanese joint venture 


5 Malaysia's High Court ordered the bo 


closure of a Ja panese joint-venture : 
chemical company in Perak state that is © 
alleged to have stored radioactive wastes 
on its premises for 10 years. The ruling on 
11 July gives Asian Rare Earth Sdn, — 
situated in the Bukit Merah Industríal 
Estate, 14 days to cease operation and” 
requires it to remove radioactive waste: 
immediately. The company, a joint 
venture between Japan's Mitsubishi - 
Chemical and locally incorporated Beh. 
Minerals, has been the focus of a lawsu 
by eight Bukit Merah residents since 1985. 
They charged that the site was the source. 
of radioactive gases that threatened. the | - 
local population. m. 













Vietnam posts trade surplus 


z of US$155 million for half 


> Vietnam posted a US$155 million trade 
surplus in the first six months of 1992, = 
according to the semi-official Vietnam 
Investment Review. Exports amounted to. 
just over US$1 billion, rising 27% from the 
same period last year. This was due . 
largely to the export of 2.5 million tonnes 
of oil (up 46%) and 700,000 tonnes of rice 
(up 160%), Imports totalled US$870 á 
million, including 1.5 million tonnes of 
refined oil products. Vietnam had trade 
deficits in 1991, with hard-currency ` 
exports in the first half totalling US$7 





million. It was badly hit by the loss of. 
Soviet trade. 


Li succeeds in privatising E 
Hongkong investment company 

> Hongkong tycoon Li Ka-shing on 10 
July won shareholders’ approval to 
privatise investment-holding pS) 
Cavendish International. It was Li's . 
second attempt to privatise Cavendis | 
whose holdings include a one-quarter - 
stake in Canada's Husky Oil, which ha: 
been hit hard by low energy prices, anda 
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acific Chemicals, an ailing manu- 
facturer of pesticides and herbi- 





D more pulse-quickening stocks 
listed on the Kuala Lumpur Stock Ex- 
change. But reports that US-based giant 
Dow Chemical was negotiating to sell its 
51% stake in the company triggered 
months of speculation. Alas, much of it 
‘was misinformed. Shroff can now separate 
the weeds from the flowers. 

~~ An early rumour out of the blocks iden- 
tified one of the parties interested in the 
Dow stake as international oilman and bet- 
ting tycoon Ananda Krishnan. The ethnic 
Tamil insists this was not the case. “I am 
happy to deny that I am in any way in- 
volved in the takeover of Pacific Chemicals 
— nor is it my intention to be in the fu- 
ture," he told Shroff. 

According to Krishnan, who is sparing 
in his comments to the press, the misun- 
derstanding arose because some time ago 
he had looked at Pacific Chemicals as a 
possible investment. But, in the end, he 
decided on the defunct tin company 

Tanjong as the vehicle for his reorganised 
gaming empire. 

If not Krishnan, who? Shroff has 
learned that the Dow stake was quietly 
sold last month for an estimated M$20 mil- 
Jion (US$8 million) to a company control- 
Jed by Patrick Tan, a low-profile but hugely 
successful ethnic-Chinese tycoon. Tan's 
varied interests include selling used 
‘Mercedes and construction gear and acting 
às concessionaire for Japanese watchmaker 
Casio. Market observers say the takeover 
‘of Pacific Chemicals, through a little- 
known outfit known as Nova Atlantic, sig- 


nals that Tan wanted a listed vehicle as a 


‘springboard for big-time wheeling and 
dealing, 

= It certainly seems unlikely that he has 
been salivating at the company's recent 
arnings history. Pre-tax profits jumped 
rom M$700,000 in the year to December 
:1986 to a high of M$2 million in 1988. From 
a net Joss of M$287,000 in 1989, Pacific re- 
‘bounded to a measly pre-tax profit of 
:M$82,000 in 1990, on turnover of M$16.5 
million. 







cides, has rarely been one of the. 






ic Ch particularly Krishnan's 
purported | st, has put a rocket under 
its share price. The stock took off from 
M$12. 30 in late February to about M$20 on 
25 March. The buying fervour has cooled 
only a little: Pacific closed at M$17.30 on 13 
July... 8 Doug Tsuruoka 









Scandals and other major problems have 
swept like a brush fire through Japan’s fi- 
nancial establishment, especially the bank- 
ing sector. Some observers have wondered 
whether there is any life beneath the dead- 
wood. Sakura Bank senior managing di- 
rector Makoto Yoshie is emphatic that 
there is. 


Perhaps with one eye on his bank's in- 


ternational credit rating, Yoshie decided 
the other day to remind Shroff and others 
of the "positive" aspects of Japanese bank- 
ing. At the moment, the nation's banks are 
regarded as wallflowers by the stockmar- 
ket, credit analysts and the Euromarkets. 

Wisely, Yoshie did not dwell on the in- 
crease that commercial banks are currently 
enjoying in their net interest income. This 
windfall is as fortuitous as it is felicitous: 
deposit interest. rates have been declining 
faster than lending rates. 

Instead, he pointed out that Sakura had 
separated its credit-analysis function from 
its loan marketing department, in both do- 
mestic and international operations. An 
obvious if sadly belated move, perhaps. 
But one ignored by the Japanese lenders 
that threw caution to the wind in the heady 


- m. ms me 











market gains to bolster profits. 

In this sense the banks appear to bi 
ticipating the advent of kyosei, or livin 
gether, which is the subject of an emer 
debate in Japan. Kyosei will suppos 
guide the behaviour of Japanese bus: 
corporations both at home and over 
They will place less emphasis on mi 
share and greater stress on profitab 
among other things. 

Sakura Bank has had to adopt its 
form of kyosei over the past couple of y 
as it is the product of a merger bet 
the two formerly independent "city" b 
of Mitsui and Taiyo Kobe. It is the sec 
largest of 11 "city" banks in terms o 
sets, and fourth-largest in terms of op 
ing profits. 

Achieving critical mass in terms of 
is supposed to be of crucial importanc 
Japanese banks as they approach the e 


"universal banking," as Yoshie terms il 
despite the recent passage of the Fina 


Reform Bill, which theoretically end: 
strict divide between banking and se 
ties business in Japan, some say it wi 
another 10 years before European- 
universal banking is possible. 

Sakura believes a five-year target i 
impossible. Either way, commercial b 
will be not earning fat fees from secu 


| underwriting — and far less from brc 
~+— any time soon. The prospect they fe 


of a steady plod towards improved « 
ings so that they can rebuild reserves 
make adequate provisions for their 
loans. This will not be easy given 
depressed state of Japan's econom 
general and the corporate sector in par 
lar. 

The banks — Sakura for one — 
probably be able to meet (by the sk 
their teeth) the capital-asset ratios se 
the Bank for International Settlem 
which are mandated to come into « 
from next April. Again, this will be à 
expense of market-share. 

Meanwhile, loan margins oversea 
not being helped by the re-appearan 
the Euromarkets of "Japan rate." TI 
the premium Japanese banks have tc 
for interbank deposits and it was origi 
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ASSIFIED ADVERTISEMENTS 


VIEW CLASSIFIED 
JVERTISEMENTS 


indard Units: A Book by Michael Haas, 


University of Hawaii, explaining 
why war came to Cambodia & 


(V) page (230 x 4Imm) USSL610 who brought peace: 


(h) page (120 x 88 mm) USS1,680 Genocide by Proxy: Cambo- 
dian Pawn on a Superpower 
Chessboard (US$50). 

Order from Greenwood Press 
Group, P. O. Box 5007, 
Westport, CT 06881 USA. 


(v) page (230 x 88 mm) U3$3,220 
(h) page (120 x 183 mm) US$3360 


page (240 x 183 mm) US$6,720 


teview Classified Sections | 
1e classifications available in this section are as follows; | 
hen booking, please state your requirements: 


ppointments Investment Opportunities 
usiness Equipment Notices 

usiness Opportunities Personal 

usiness Services Property 

onferences & Exhibitions Positions Wanted 

ourses & Seminars Publications 

ducation Residential Schools 
:llowships Universities 


otels & Accommodation 


















| When you need important infor- 
mation, you invariably want it fast 
| and accurate. The Review Index 
` enables rapid access to the most 
. respected Asia-Pacific information 
source: The Far Eastern Economic 
| Review. Everything published 
| during the preceding quarter, by 
country, subject and date is 
' detailed in the Review Index. 


THAT COUP 
ATTEMPT 
AST YEAR?" 





his essential research tool is also available as a cumulative annual 
ition. End hours of needless searching. Sub- — 
‘ibe now and receive your Review Index four PAUSE 
Yes per year, including the cumulative annual at | 
3559 per annum, or the cumulative annual alone 
: US$43 per annum. 





A Dow Jones Publication 
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An Essential Book for 
Anyone Doing Business 
with China 

The Almanac of 


China’s Foreign Economic 
Relations & Trade 1991/92 


China's trade policies with the rest 
of the world have never afforded 
more opportunities than they do 
today. The country represents 
unprecedented potential — an ex- 
panding market equivalent to one- 
quarter of mankind. And yet, data 
on this rapidly growing economy 
has, until recently, been scant and 
unreliable. 


tely New and Hevised 





Now, there is one book that encapsulates every detail relevant to 
a businessman conducting dealings with China — The Almanac 
of China's Foreign Economic Relations & Trade. 

What is it? 

The Almanac features articles and data contributed by leading 
scholars and other authorities as well as representatives from 
China's Foreign Economic Relations and Trade Department. Its 
contents are extensive and detailed, systematically laid-out for 
ease of reference. It includes vital information to businessmen — 
such as trade policies and restrictions — and even offers listings 
of potential joint venture partners. 


Who needs it? 

The Almanac is absolutely vital to anyone engaged in business or 
government relations with China. It is also a fascinating record of 
the changing face of China's policies. Not only is it one of the few 
books that offers an accurate view of China's economy but it is 
also the most up-to-date documentation of its kind. 


Fax, mail or phone: The China Phone Book Co., Ltd., GPO Box 11561, 
Hong Kong. Fax:(852) 838 7753, Tel: (852) 832 8448. 


EE. RN copy(s) of The Almanac of China's Foreign 
Economic Relations & Trade 1991/92 at US$80/HK$624 per copy. For 
airmail delivery add US$29.50/HK$230.00; for surface mail delivery add 
US$14.00/HK$1 10.00. 


J | enclose a cheque made out to The China Phone Book. 
Comnanv limited 


then NKK has a reason for optimism. 
. Masterminding the company’s stra~_ 
| tegy is Toshifumi Asakawa, one" 


BUSINESS 





RESEARCH & 





INNOVATION 


Crucibles for chips 


ilicon has seduced another Japanese 

steelmaker. Later this year, NKK, 

Japan’s second-largest steel pro- 

ducer, will begin making micro- 
chips at a new factory outside Tokyo. The 
company is the third of Japan’s Big Five 
steelmakers to succumb to the lure of semi- 
conductors: the first was Kawasaki Steel in 
1985, the second was Kobe Steel five years 
later. 

Kawasaki and Kobe got into the chip 
business via joint ventures with US part- 
ners. Kawasaki teamed up with custom- 
chip specialist LSI Logic, while Kobe joined 
forces with memory pioneer Texas Instru- 
ments. The ventures function as silicon 
foundries, with the Japanese companies 
providing the capital and manufacturing 
and the US partners taking care of the 
product design, sales and marketing. 

Although it, too, has foreign part- 
ners, NKK is pursuing a more 
independent strategy. The company 
plans to design and market as well. 
as make its own chips. 

Sound optimistic? Perhaps, but 





| the most experienced people in the 
Japanese semiconductor industry. 

The story of how Sony had to beg 
the Japanese Government for per-.. 
mission to license the transistor from 
the US is well known. What is not „E 
so well known is that Japan's first 
transistors were produced at the 
behest of the US occupation forces. 

The US military was concerned that 
Japan's wire-based telecommunications 
network was vulnerable to tapping or 
blowing up by spies and terrorists. Conse- 
quently, Nippon Telegraph & Telephone 
(NTT) was encouraged to set up microwave 
links throughout the country — and pro- 
vided with the requisite technical informa- 
tion. 





ing from Kyoto University, Asakawa was 
one of the researchers assigned to develop 
the transistors needed to amplify micro- 
wave signals. Work on transistor produc- 


es LE 


EE IN 


Joining NTT immediately after graduat- 


neers, and they were prepared to pay good 


money to get them. 


Better-funded research at companies 
soon overtook that at government labora- 
tories. Not wishing to be left behind, much 
of NTT's top transistor talent joined the pri- 
vate sector in the early 1960s. Most found 
jobs at NTT's "family" of suppliers such as 
NEC, Fujitsu, Hitachi and Oki. 

Unwilling to have to kowtow to his 
former employers, Asakawa opted to join 
a non-family company, Mitsubishi Electric. 
When he joined Mitsubishi Electric, the 
semiconductor industry was moving from 
the production of discrete components 
such as transistors to that of integrated cir- 
cuits, or silicon chips upon which several 
components are combined. In 1965, 
Asakawa was sent to the US to study inte- 
grated-circuit production techniques, prin- 





Drawing a silicon crystal. 


Cipaly at Mitsubishi Electric s US partner, 
TRW. 

Happily for Mitsubishi Electric, TRW 
specialised in a type of integrated-circuit 
process technology called bipolar. In this 
period, bipolar was a much more reliable 
process than its rival, metal-oxide semicon- 
ductor, that was adopted by Japanese 
chipmakers such as NEC and. Hitachi. As a 
result, it was better-suited for high-volume 
production. | 

At that time, however, there were no 
high-volume applications for integrated 
circuits. Then along came calculators. 

Leadi ing calculator maker Sharp was 


Tools Law m -- bes addas mas 4b sioe: 


In attempting to adopt a low 
process technology, Japanese chipm: 
ran into problems with their yields. 
culator makers switched their pro 
ment to US vendors. Top manageme 
Mitsubishi Electric was not pleased, 
in 1972 Asakawa left the compar 
join office equipment maker Ricoh v 
was developing a digital facsimile 
chine. 

To develop the machine, Ricoh ne 
special, large-scale integration chips. 
volumes involved, however, were nc 
enough to tempt Japanese makers, so | 
was forced to depend on US supplier 
quality of whose products left much 
desired. Eventually, the company rec 
that the only answer was to make its 
chips. 

Ricoh's chipmaking plant was 
pleted in 1981, with Asal 
named as its general manager 
business sustained losses for the 
three years. But then came Nint 
looking for someone to make v 
controller chips for a game mac 
Because other Japanese semicot 
tor makers were too busy crai 
out 64-K memories, Ricoh wa: 
to win an exclusive contract to 
ply Nintendo with what turne 
to be millions of chips. 

From his experience at 
subishi and Ricoh, from whic 
retired in 1989, Asakawa ul 
stands that a single hit prodi 
enough to put a company's ser 


ductor division on the map, and he i 


geting advanced microprocessors an 
lated products for growth. 

To get engineers trained and pro 
in the pipeline, NKK has turned to 
small companies managed by old fr 
of Asakawa, two in Silicon Valley an 
in Taiwan. In the US, Integrated L 
Technology is providing NKK with 
speed microprocessors, while Para 
Technology is providing memorie: 
enough to keep pace with them. Ir 
wan, Macronix is teaching NKK's r 
chipmakers the ins and outs of sub-1 
technology, as well as how to desig 
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issair Customer Portrait 143: Felix M. Bieger, general manager of a deluxe hotel, Hong Kong, photographed by Elfie Semotan. 
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Jesse Baracao, Airport Represet 
The Westin Philippine Plaza, \ 


ee hU EY “Tt Oo o'2 ' O— À 
















| : JAPAN 
DIRIAN UON eNIME | essons in Privatisation pq L 
MAP - 
. MEXICO 2 \ E 1 ^. 
Asia's Stay-at-Homes » ei 
SOUTH KOREAN DEMOCRACY / 57 QN 
Counting the Cost (Z > `S 
Ve - | vw 4 





Weinaiesg in Cambodia: pem 


Tar. Jai 3 of Ahmer 





Thai International's wide- 
bodied fleet comprises more 
than 60 of the most techno- 
logically advanced aircraft in 
the world. Boeing 747-400s 
and McDonnell Douglas 
MDI Is service our longhaul 
routes, The brilliant A300- 
600 Airbus connects our 27 
destination regional network 
while the 23 destinations 

we fly to in Thailand are ser- 
viced by Boeing 737-200s 


ATRs and BA el46s 





Our fully computerised 


maintenance centre in Bang- 


kok is one of the largest in 
Asia. In fact, its almost a town 
in its own right. Highly 
skilled engineers and techni- 
cians carry out regular, strin- 
gent testing on the fleet's en- 
gines (including Boeing 747s) 


in the centres vast hangars 





At every level at Thai Inter- 
national, there is an exceptior 
ally high standard of train- 
ing. Today, our Training Centr 
boasts state-of-the-art facili- 
ties and equipment includin 
flight simulators tor every 


type of aircraft in the fleet 





We handpick our flight aC! 
crews. Thai International pilots 7 | 
are among the finest in the 

world, requiring a minimum of 

eight years continuous train 


ing before reaching the rank ol 





Captain. To keep their skills 


at peak level, training conti- 


nues throughout their careers 





Thai 


While our technology is as 
new as tomorrow, centuries old 
traditions are an integral part 
Of our success. [n fact this 
unique combination has given 
us the edge over our compe- 
titors in terms of reliability and 
service. At Thai we've taken 
state of art technology and cen- 
turies old traditions and woven 
them into an airline that's as 


Smooth as Silk 
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LETTERS 


| Lers hear it for self-determination 


Emily Lau has never disappointed me. 
Neither did her recent Letter from Hong- 
kong [THE 5TH COLUMN, 9 July). Lau is, un- 
fortunately, one of the very few voices who 
still dare to tell the truth. ina most direct 
manner. E. 

I seldom read or hear anything about 
self-determination when it comes to Hong- 
kong. Lau should be congratulated for 
bringing up this important point even 
though many people may think that it is 
now simply too little, too late. Lau is abso- 
lutely correct when she points out that the 
Hongkong people have been denied the 
right to self-determination. From the very 
first, they have been pulled and pushed 
around by London and Peking. 

One thing the new governor Chris 
Patten can do for the place — which he is 
in the next five years — is to 
restore the right to self-determination of the 
Hongkong people in as many areas as pos- 
sible. History will judge Patten’s governor- 
ship on this one crucial matter. 
ini iis “LIU KIN-MING 














Bad joke, Boris 

If Boris Yeltsin really did TT the state- 
ment that "Japan was the only G7 country 
that had not invested one cent, one half- 
dollar, one-half yen in Russia" [Yeltsin's 
yoke, 16 July], I believe the. Japanese Gov- 
ernment should withdraw all direct and 
indirect investments to Russia. It should 
also withhold any other aid or investments 
contemplated for that country so that it will 
avoid making the Russian president a bla- 
tant and uncouth liar. —— 

id SEI NODA 


Elegant departure 
I would like to make the following points 
regarding UN divisions [23 July] by Nayan 
Chanda. 

My departure from Cambodia after 
nine months is only a logical follow-up of 


. the Paris Accords which recommended 
France to name a brigadier-general to be - 


their courage to accomplish their mi: 

— to impede their actions. 1 have ob 
from a spirit of discipline but also oi 
friendship. 

I regret that certain phrases of the i 
view that I gave in good faith have 
truncated or taken out of context thv 
tering their meaning. 

I express my gratitude to Yas 
Akashi, special representative of the s 
tary-general and also to Lieut- 
Sanderson for the confidence they - 
accorded me. I wish total success for 
mission. Thanks to them I am convi 
that the Cambodian people will soon 
peace, serenity and prosperity. 

Maj-Gen. MICHEL LOR 


Phnom Penh L 
Little freedom in Pakistan 
The "Social Indicators" chart [2 July] sl 





ing political freedom in Asia-Pacific na 
gives Pakistan a much higher rating 
is actually the case. The electoral pri 
here. is tightly controlled by. military 
police intelligence and virtually no on 
t elected. without the approval oi 
military and the: bureaucracy. Pak 





‘should have been given a rating b 


Malaysia and Singapore. 

In Pakistan the: elected representa 
ally „powers: and- elec 
laws are at the beck and call of those i 
seats of power. In the past two years i 
have been many incidents of restric 
on freedom of expression. 

The maximum points that Pak 
would get from me are about 2.5-3. I 
police/military state with a civilian fa 
deli dd IKRAM UL 





Negative image for Thais 

In reference to Immovable 0 ject 125) 
I feel a bit concerned over the ne 
pact this article might create dor d Thai 
Tai Ming hun S criticism of f the | 









in depth infor 
tempt to magnif 
make the > world 






the second-in-command of Untac. Since I - a “AS AS sa 5 
have been promoted major-general, it isi te : mili j ta y for its 
normal that I am being replaced by res jan dem 


French brigadier-general. 


There has never been dissension be T- 





tween the Untac authorities and myself. In die. ^W d d ice pee 





wn. The sun rises on the is- 


d of Java, shining down on a 
in travelling the Surabaya- 
tosono line. The track circuits 
ours. A few hours later, the 
ie sun rises over our power 
tron at Mers El Hadjadj, Alge- 


ind, later still, over our geo- 


"mal plants in Middletown, 


E PETE" F y pe n thee 


aden "rites 


WITHOUT MOVING AN INCH 
WE SEE THE SUN RISE 
10 TIMES A DAY. 


L ROLLAM 


lnsalda are world leaders li 
electromechanics. We know hot 
to combine advanced design am 
constructional ability, flexibly 
That’s how we are able to suppl 
specific solutions for industry 
power and transportation. Field 


united by a common strate 


gic vision, based on advance 


the wilderness. He is also critical of 












2 left over by stony? ‘hatred between E E 
.. Cambodians and Vietnamese. As. | 
the UN pours in funds to resettle 7s 
< Cambodian refugees, run the interim. : 
. administration and revive the. | 
ved d construction b boom. has 









oe this has rekindled the Cambodian 

-fear and loathing of Vietnamese - 

^ domination, which has been - 

exploited by all the Cambodian © 
political factions except the Phnom | 

.. Penh regime. However, ant- = ~ 





- — staying in office hi 
Lut dg. resulted i in cases of s itti 
dM current p political fundin system is 
p ^... biased heavily in favour of the ruling 


"Vietnamese sentiments run deep a E 


are rooted in history, reports deputy . 
editor Nayan Chanda. The Khmer. 7 
Rouge has turned its anti-Hanoi 
tirade into a larger xenophobic 
campaign targeting the UN and its 
Western backers. While Prince — 
Sihanouk, the Cambodian. head of | 

< state, is opposed to Vietnam- _ 

*. bashing, he has become à voice. in 





the UN for not dealing with the- 

|. Khmer Rouge firmly and. believes 

< that the Khmer Rouge has not 
given up its designs of taking | 


.. power by force. Most important, once 
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Up the Ladder 


Military watchers in Indonesia say a new 
round of promotions is imminent. One 
expected move is the promotion of Maj.- 
Gen. Wismoyo Arismunandar to deputy 
army commander, replacing Lieut-Gen. 
Adolph Sahala Rajaguguk. Wismoyo, a 
brother-in-law of President Suharto, 


elections 10 


son-in-law, is in line for promotion to 


full colonel and a posting as chief of the 
17th Airborne Brigade. 


Distant Fallout 

Ross Perot's withdrawal as a third 
candidate in the US presidential race has 
come as a disappointment to Chung Ju 
Yung, the billionaire presidential 
candidate of South Korea's United 
People's Party. Chung had been hoping 
to use Perot's example to bolster his own 
claims as a plausible alternative to 








' with most private companies 
lir go any ues links. vun the 











rere d n spawns a 
e in the republic. The 





.— literary upsurge 
leads publisher in this upsurge is 


Flame of the Forest, which i is more 


party spokesman. 


University Challenge 


More than 400 graduates of Singapor 
former Chinese-language Nanyang 
University met in Toronto in late Jun 
for their first international gathering 
since the university was closed by th 
government in 1980. The two-day ev 
sparked off by the upgrading of the 


Nanyang Institute of Technology to 


university status last year, was seen i 
veiled protest against the governmen 
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. former generals. Rafael Alunan, Ramos’ went on the air in the period leading up 
' Appointment new secretary for the interior and local to and during the successful coup in 
sident Fidel government, claimed the president was 1976, which ended a three-vear period of 
mos' given at least four names from which civilian democracy, and again during the 
pointments to the to choose his appointee — though 1981 failed coup. 
sinet and some he admitted that in a few cases Ramos T 
te-run chose someone not included on the Heretic's Fate 
‘porations have list. An editor of Van Nghe, Vietnam's 


* been well- 


leading writers' magazine, has been 
eived, even by 


Uneasy Listening suspended for writing a short story in 

; figures who As the Thai military leadership early July which hinted publicly for the 
»ported his bid "M 7. continues to keep a low profile in the first time that revered former president 
the presidency. Ramos. wake of the mid-Mav upheaval, when Ho Chi Minh betrayed the Vietnamese 
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Military lobby seeks a return to politic 


a ————— d 
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ny hopes among the Thais still 
smarting from the May blood- 
shed on Bangkok's streets that 
the 13 September general election 
will mark a new democratic departure are 
eing severely tested by two recent deve- 
opments. Former prime minister Chatichai 
“hoonhavan is trying to stage a come back, 
i depressing prospect for pro-democratic 
yptimists. And Supreme Commander 
<aset Rojananin’s statement that another 
nilitary coup after the election cannot be 
uled out capped the general feeling that 
he upcoming poll may change nothing. 
Few hold personal grudges against 
Chatichai. In fact there is lingering sympa- 
‘hy for him as an elected prime minister 
3usted by the military in the February 1991 
soup. But it is the old style of money poli- 





tics, compromises with the military and _ 
tolerance of corruption he represents that E 


draws criticism from political analysts. 

“Thailand needs a leader with vision — 
something which Chatichai definitely does 
not have — to bring it out of the current 
political impasse," said a blunt editorial in 
The Nation. "It doesn't need a compromiser 
who plays games the way Chatichai did so 
blatantly when he was in office, for party 
interests." The newspaper was comment- 
ing on Chatichai's surprise decision to 
desert his old party — Chart Thai — and 
head a new one, Chart Pattana, or National 
Development Party, in the next election 
and to have another crack at the premier- 
ship. 

It was a transparent political manoeu- 
vre by Chatichai to get away from a party 
which, with four others, has been held in 
contempt by the Thais because of its role in 
supporting the now-disgraced Suchinda 
Kraprayoon during his brief period as 
prime minister. It was the endorsement of 
former supreme commander and army 
commander Suchinda as premier by the 


and mouse with the military that gave the 
generals the excuse to oust him in a coup. 
Observers remember that Chatichai pub- 
licly supported Suchinda to be prime min- 
ister before the 22 March election. 

At the time, Chatichai was trying to get 
off the hook of a junta-appointed commis- 
sion investigating corruption in his govern- 
ment. The ploy failed and Chatichai was 
found to be "unusually wealthy" to the 
tune of Baht 260 million (US$10. million). 
Theoretically, the finding could prove to 
be an obstacle to Chatichai's return to 


power. But the former premier has made 


light of it, saying that the military junta is 
now history. At the same tme, he appears 


to be building bridges back to the military 
leadership which overthrew him. 

Chatichai did not deny having dinner 
recently with Kaset — as much in disgrace 
as the deposed Suchinda, because of his 
role in the May crackdown. And some ana- 
lysts feel he is about to embark on a new 
game of collaborating with a military in- 
tent on retaining its political role. 


Chatichai has tried to paint the Chart 
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their defections, because the party inclu 
wealthy political financiers, and may i 
attract funds from the business commu) 
because of its election prospects. 

Chart Thai, which Chatichai left in 
hands of brother-in-law Pramarn Adi 
sarn, has meanwhile merged with anol 
new party, Therd Thai, comprising 
remnants of the now virtually defunct 
makkhi Tham. In the last election Sarr 
khi Tham's military backing helped i 
gain the highest number of parliamen’ 
seats. But now the military leadership 
probably turn its attention to Chatich 
party, and try to discredit the oppositi 

Kaset's 14 July statement indicated : 





the: military is still intent on retainir 
political hand in the September polls 


the country faces an emergency [after 
election] or something catastrophic | 
pens, which institution will rise to 
task?” Kaset asked reporters rhetoric 
“No one else but the military.” That 
widely IPIS as another threat 
coup. 

For good measure, Kaset said the 1 
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amlong Srimuang, who was arrested | 
hile leading the mid-May rie ci 
ms. And the Democrats have always re- 
ived hands-off treatment from the mili- 
ry as suspected leftists. 

Military analysts were surprised that 


iset should be so forthright at such a | 
ne. Kaset and Army Commander Gen. | 
iarapong Noonpakdi, who is also widely — 


1med for the order to troops to open fire, 
nied responsibility for the carnage when 
ey appeared before a government inves- 
ation committee. But they have nonethe- 
is kept out of public view as pro-democ- 
cy forces and the media treat them as 
lains of the piece, and await their re- 
oval from power. 

Kaset later said his remarks had been 
sinterpreted — without actually deny- 
z them. But the damage had been done. 


e Confederation for Democracy, largely : 


sponsible for organising the May pro- 
its, petitioned the government to remove 


iset, Issarapong and First Army Region | 


»mmander Lieut-Gen. Chainarong Noon- 
kdi and issued guidelines to the public 
how to resist a coup. 

Prime Minister Anand Panyarachun 
is also evidently upset. Anand was ap- 
inted interim prime minister after Su- 
inda's resignation to restore confidence 
d organise the next election. "Whoever 
ints to stage a coup will not be accepted 
the people,” he said. “I’m sure a major- 
of people would see a coup as treason 
ainst the country and the throne." 


Strong words from a prime minister | 


10 has tried sensitively to handle popu- 
expectations that his government will 
rrect the political imbalance with the 
litary. Before Kaset's statement, Anand's 
vernment had already abolished the In- 
nal Peacekeeping Command, headed by 
set, and the Capital Security Command, 
aded by Issarapong. The two agencies 
re used by the two military leaders to 
t down the May demonstration. 
Anand's cabinet also recommended that 
' articles of association of Thai Airways 
ernational be changed at a shareholders 
'eting to scrap the automatic right of the 
force commander to be the airline's 
urman. Kaset is concurrently air force 
mmander and therefore chairman of 
ai Airways. So the move was seen as 
rt of the government's resolve not only 


undermine Kaset and Issarapong, but | 


2 to initiate a programme of removing 
verals from their automatic control of 
te enterprises. 
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Stumbling block 


Indonesia-EC agreement ditched by Timor issue 


By Shada islam in Brussels, Adam Schwarz 
and Suhaini Aznam in Jakarta 





ambitious new cooperation agree- 
ment with Asean because of what 
Portuguese Foreign Minister Joao de Deus 
Pinheiro denounced on July 20 as Indone- 


P ortugal has blocked EC plans for an 


sia's “unacceptable violation of human 
rights" in East Timor. 


Portugal's action came eight months af- 
ter troops fired on demonstrators in East 
Timor, a former Portuguese colony an- 
nexed by Indonesia in 1976. The conse- 
quences now include a Europe-wide sanc- 


tion that will be felt throughout Asia. 


Portugal's decision to hold up the long- 


awaited EC-Asean pact has embarrassed 


both the EC Commission — which has 
spearheaded the drive to upgrade the 


Community’s relations 
with Asean — and the Brit- 
ish Government which has 
promised to start paying 
more attention to Asean 


during its six month stint as 
EC president. 

The EC already has a 
trade cooperation agree- 
ment with Asean but the 
Commission wants to ne- 
gotiate a new agreement 
covering a wider range of 
topics. European Commis- 
sioner Abel Matutes has ar- 
gued that the EC must 
draw up a new enhanced 
cooperation agreement 
with Asean in order to 
boost the Community's po- 


litical and economic pres- 


| ence in the region. 


The new deal, he insisted in Brussels, 
would encourage increased European in- 
vestments in Southeast Asia, allow the EC 
to push for better protection of intellectual 


property rights in the region and increase 


EC influence over how Asean runs its en- 
vironment policy. 
Commissioner Matutes — who was to 





Hurd: critical of Portugal. 


cord, Portugal was in fact undermining th 
EC’s political clout in the region. 

Portugal's decision to block the start « 
negotiations on an EC-Asean agreemer 
followed Lisbon's unsuccessful attempt t 
have Indonesia's human-rights record foi 
mally raised by the EC at a meeting of 
new international aid consortium fc 
Indonesia which met in Paris on 16-17 Juh 
The consortium, which met under th 
chairmanship of the World Bank pledge 
US$4.94 billion in development aid to Ir 
donesia, slightly more than the US$4.75 a 
located by its predecessor, the Inter-Goy 
ernmental Group on Indonesia. 

With this fresh funding, the new ai 
consortium indicated that it was not tyin 
aid to human rights. The donors compris 
18 countries and 13 multilateral agencie: 
including all members of the disbande 
grouping save the Nether 
lands, plus four new one: 
Dutch aid to Indonesia wa 
suspended in March afte 
Indonesia accused th 
Netherlands of using its aii 
as "a tool of pressure" o: 
human rights. 

The outcome of the aid 
consortium meeting show 
ed a clear gap between Por 
tugal’s stance on the Eas 
Timor issue and that o 
other Western countrie: 
but comments by Portu 
guese officials suggest tha 
Lisbon is in no mood to b 
conciliatory. Foreign Min 
ister Pinheiro told th 
REVIEW that he wouk 
"never accept" any plan 
for a reinforced cooperatioi 
deal with Asean unless Ja 
karta "showed clearly" that it would star 
respecting human rights. 

Portugal wants Indonesia to agree t 
direct UN-sponsored talks on the future o 
East Timor. Pinheiro said again in Brussel 
that the people of the territory should b 
allowed to decide their own future. He sai 
representatives from East Timor should b 
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o Sastrohandoyo, an official at the 
v of Foreign Affairs. 

Ofticials in Jakarta are hoping the 
lialogue process will get a nudge in 
september when a European Parliament 
delegation — including three Portuguese 
delegates — is due to visit Jakarta. But 
there is little optimism in Jakarta about an 
early end to the Timor problem. "I think it 
will take at least another 2-3 vears before 
East Timor will drop out of the spotlight 
again," said one Asian ambassador in 
lakarta. 

Privately, senior Indonesian officials 
worry that persistent criticism of Indone- 
sia’s handling of East Timor may not only 
damage relations with the EC. A more se- 
rious worry is that the issue could mar the 


VIETNAM 


upcoming summit of the Non-Aligned 
Movement, which Jakarta will host in Sep- 
tember. The East Timor case is also likely 
to surface at the UN General Assembly ses- 
sion in September. 

In response, Indonesia will soon take a 
more aggressive line in defending its East 
Timor policies, officials say. "There will be 
a change from a passive posture to a more 
forceful, sophisticated approach [on East 
Timor],” says parliamentarian Marzuki 
Darusman. The Foreign Ministry has re- 
tained US public-relations firms Smith 
McCabe and Burson Marsteller to produce 
an English-language brochure explaining 
its East Timor policy. 

Despite these efforts, criticism from 
abroad seems unlikely to ease in the fore- 


Letting off steam 


By Murray Hiebert in Hanoi 


Loudspeakers crackled to life through- 
out the Vietnamese capital shortly after 
daybreak on 19 July calling on people to 
get out and vote for their new National 
Assembly. The day before, organised 
groups of children marched around the 
city beating out a rhythm on their drums 
to attract attention to their posters an- 
nouncing the elections. 

Despite the hoopla, people in Hanoi 
demonstrated little excitement for the 
polling, even though officials insisted the 
elections were the most democratic ever 
as a result of the communist party's six- 
year reform programme. "In this elec- 
tion, the quality of candidates is higher 
and democracy has been broadened,” 
party chief Do Muoi told journalists after 
he cast his ballot. 

But not everyone agreed. In the early 
hours of election day, Hanoi police de- 
fused a large bomb, presumably planted 
by people disgruntled with the govern- 
ment, near a residential area for high- 

ing officials. 

Some 601 candidates ran for 395 seats, 
slightly fewer contestants for each slot 
than in the 1987 elections when 829 can- 
didates had contested 496 posts. Only 
109 candidates were members of the out- 
going assembly, which means that at 


rigorous screening process 
established by the party- 

controlled Vietnam Father- 
land Front — a mass or- 
ganisation that includes la- 
bour, youth, religious and 
women’s groups — which 
managed the elections. 

The two remaining in- 
dependent candidates 
were the deputy principal 
of a school and the direc- 
tor of an import-export 
company in the central Vi- 
etnamese provinces of 
Quang Ngai and Ha Tinh. 
The businessman was reportedly pressed 
to withdraw his candidacy in the last 
days of the campaign, but he refused to 

down. 

None of the voters interviewed at sev- 
eral polling stations around Hanoi said 
they had met any of the candidates be- 
fore the elections. They said they had 
based their decisions on who to vote for 
on the brief biographies of the candidates 
posted at their polling stations. 

The campaign was a subdued affair 
with meetings between candidates and 
voters open mainly to invited “voter rep- 
resentatives,” who were retired 
civil servants and soldiers, The biggest 
change from previous elections was that 
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seeable future. Since early May, f 
Timorese have been convicted on sub 
sion charges for organising anti-integra 
activities, receiving sentences from 1 
years to life. By contrast sentences o: 
months or less were given to 10 sold 
court-martialled for their involvemen 
the 12 November killings, in Dili the | 
Timor capital. 

Human-rights groups criticised the 
als for not delving into the actions of 
so-called vigilante armed groups in Tir 
On 23 June, the US-based group / 
Watch issued a blistering assessment of 
army’s performance in East Timor, say 
the trial testimonies “paint a picture : 
sloppy, ill-prepared, ill-informed, po 
disciplined and poorly led army.” 


the Dong Da suburb of Hanoi attendec 
by several foreign diplomats and jour 
nalists. 


“We're losing confidence in the gov 


equality and corruption,’ 
declared the veteran, wh« 
said he had spent most o 
his life fighting for Viet 


communist party shouk 
draw lessons from thi 
mistakes made by the So 
viet party." 
For nearly four hours 
the voters, who were pro 
vided with free cigarette 
and tea by the organisers 
ed the candidate 

with demands for mor: 
jobs for the district's un 
employed young people, a cut in th 
price of electricity which had been dou 
bled in March and better benefits for re 
tired soldiers and civil servants. One par 
ticipant charged that many high-rankin; 
officials spend on just one dinner a 
much as veterans get in retirement ben 
efits in a whole year. 

"[n the past, when you left you 
house you met a hero,” a voter said, re 

peating one of former president Ho CF 
Minh's famous wartime sayings. NN 
when you leave house you 
social inequality," he declared, retain 
to the growing gap between the rich anı 
the poor in the wake of the party's driv 
towards a free market economy. 
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eturn of the natives 


efugee exodus from Pakistani camps is on 


 Hamish McDonald in Torkham, 
lyber Pass 


^w alauddin, a bearded man in a white 
embroidered skull-cap, was impa- 
tient to get going as soon as his pa- 
rs were stamped. Down the road, a truck 
tited, piled high with his possessions, his 
fe and four children sitting on top. Be- 
nd an open iron gate, a guardhouse with 
‘ee Kalashnikov-slung mujahideen and 
lisplay case showing a variety of anti- 
rsonnel mines, a sign said: “Welcome to 
' Islamic State of Afghanistan.” 
After 10 years in a refugee camp in Pa- 
tan, Salauddin was going home. On the 
ne day, and every day, about 6,000 Af- 
ans like him and his family pass through 
' border gates at Torkham, 
th farm animals, roofing tim- A 
rs, wheat sacks, rope-beds 
d bicycles strapped into 
Idly decorated trucks. 
Scores of people are still get- 
g killed and maimed in bat- 
; between rival mujahideen 
"ups in the capital Kabul, but 
the Afghan refugees the 14 
irs of war in their country 
led in April with the fall of 
' Najibullah regime once 
'ked by Moscow. 
The flow of returnees has 
ce been rapidly emptying the 
kistan refugee camps that 
d about 2.7 million people at 
peak. Since the start of this 
ir, nearly 600,000 Afghans have returned 
225,000 in June alone. 
“It is one of the largest spontaneous 
atriations in our organisation's history,” 
1 Pierce Gerety, deputy head of the UN 
zh Commissioner for Refugees (UNHCR) 
Pakistan. “It is taking place with mini- 
l assistance and largely organised by the 
agees themselves." 
The return migration is removing one 
he nightmares the Afghanistan war cre- 
1 for Pakistan — that the millions of 
shan refugees, with their fierce tribal 
es, would become a permanent pres- 
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age family of six people for three months. 
The returnees have to pay for their own 
transport (Salauddin paid Rs 4,200 to hire 
his truck), seed, and housing materials. 

What lies ahead for the returnees, once 
their trucks head down the 74 kilometre, 
two-lane highway to Jalalabad, is uncer- 
tain. Salauddin went back on a scouting 
trip by himself. “My house in Logar is de- 
stroyed, and the irrigation system is 
wrecked,” he said. “I'll probably go and 
look for work in Kabul, maybe as a driver 
because I've been driving a taxi in Paki- 
stan. But people in Kabul were also having 
a hard time when I went there. The Dostam 
militia were stopping people, taking their 
watches and jewelry." 

Mohammad Khan, a farmer from near 
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On the road to home in Afghanistan. 


Jalalabad who was returning home with 
his eight dependents, had also been back 
to look first. "There is no shade in my vil- 
lage," he said. "There are no trees left, no 
walls, no irrigation channels." 

The first thing he plans to do is build a 
shelter, and then start planting the seeds 
he brought from Pakistan. He knows that 
some people from his village have been 
killed by some of the millions of mines 
scattered across Afghanistan. "I do not 
know how we will deal with these things," 
Khan said. “I will ask God to help me." 

The  meagreness of the help being given 
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being paid out at the rate of US$2 million 
week. Any new pledges are remitte 
through to the National Bank of Pakista 
in Peshawar within 48 hours. Operatin 
with almost zero cash reserves, UNHCR o 
ficials worry that at any moment the 
might have to turn away huge numbers « 
would-be returnees — which could caus 
massive unrest. 

What is left over in the pledged amour 
for food aid, health measures, restoratio 
of agriculture and mine clearance withi 
Afghanistan is pitifully small. The endin 
of wheat supplies from the former Sovie 
Union and the huge numbers going bac 
create the prospect of mass starvation ur 
less more crops are planted this summe 
and more aid donated. 

"There will be a very serious situation i 
more funds are not forthcoming," sai 
Benon Sevan, the UN secretary-general’ 
personal representative on Afghanistar 
"Unless there are funds for agriculture 
there will be a rush to urban centres whicl 
are already bursting. All conditions shouk 
be created so people can go back and im 
mediately start working in the fields." 

“For example, we havi 
asked for money to buy seed 
for these people, but not a sin 
gle dollar has been pledged, 
he said. "The emphasis is o 
getting them across, not ot 
what happens inside. We ar 
asking for basic requirements 
the minimum for survival. Th 
Afghans deserve better" 

Many things are pushins 
the Afghans back. They ar 
aware that sooner or later th 
rations in the camp will stoy 
and that employment in Paki 
stan is getting harder to finc 
and they want to get in before 
the money runs out. They wan 
to get back and get houses buil 
and crops harvested before winter sets in 
Some fear being left isolated in Pakistar 
without the protection of fellow tribes 
men. 

Even without a change of government 
the UN was expecting about 100,000 to re 
turn this year, against about 40,000 wh« 
went back in 1991. With the new order ir 
Kabul, the flow has become a flood. "My 
country is now free, so it is time to go,’ 
said farmer Mohammad Khan. 

The Afghans are far more optimistic — 
or stoic — about the prospects for their re- 
turn than many of the foreign aid workers 
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Péking Sentences ` 
Zhào aide fom 
dicus Bao Torg; secretary of 
former Chinese Communist Party 
secretary general Zhao Ziyang, was 
sentenced to nine years ih prison in 
Peking on 21 July. He wasiaccused of 
counter-revolutionary activities and 
divulging state secrets, offences 
punishable by death: Bao is the most 
senior official to be tried following the 
suppression of China’s pro-democracy 
movement in June 1989. Zhao was 
removed from office for allegedly 
supporting the movement. 









Thai protest leader 

wins Magsaysay Award 

> Thai politician Chamlong Srimuang 
was awarded the prestigious Ramon 
Magsaysay Award for his role in leading 
anti-government protests in Bangkok in 
May against unelected prime minister 
Gen. Suchinda Kraprayoon. The award, 
one of five granted annually to Asians by 
Manila’s Magsaysay Foundation, cited _ 
Chamlong's championing of democratic 
principles in his campaign for Suchinda's 
removal. Chamlong, the Palang Dharma 


party's candidate for prime minister in the 


13 September election, receives a medal 
and US$30,000 with the award. He said 
he would donate the money to the... 
families of demonstrators killed when 
Thai troops fired on them. 






al ing Irian Jaya rebels 

> A civil servant was jailed for 66 
months for supplying food, ammunition 
and a typewriter to the Free Papua 


Movement, an Irian Jaya separatist group. 


The Jayapura court last week convicted 
Naftali Usior, 28, of aiding “enemies of 
the country.” The government has for 
years waged a low-key war on Irian Jaya 
rebels operating from sanctuaries in 
Papua New Guinea. Mineral-rich Irian 
Jaya is Indonesia’s easternmost province. 





Polls recount setback 
for Seoul ruling party 


> South Korea's election committee on 





showed that a wad of ballots counted as 
votes for Kim were in fact marked for 
the opposition. The ruling has 
strengthened opposition arguments for 
holding direct elections for governors 
and mayors this year as a step to 
ensuring a fair presidential election in 
December. 


Taiwan passes 
law on mainland links 


> Taiwan's legislature passed a 
landmark law governing relations with 
the mainland on 16 July that gives the 
government broad authority to lift bans 
on direct links across the Taiwan Strait 
and exchange representative offices with 
China. The Straits Relations Act would 
allow Chinese communists to visit 
Taiwan and outlines procedures for 
marriages, divorces, inheritances and 
hiring of mainland workers. Officials 
have said these steps will be authorised 
only when Peking shows some friendly 
sana to Taiwan. The: new law. also- 
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Singapore air force 

to use Arizona base 

> The Singapore air force is planning to 
lease nine F16 fighter aircraft from the 
US and base them at the Luke air force 


Congress nominee elected as 
the next Indian president 

> Vice-President S. 

D. Sharma, 74, has 
been elected the next 
president of India. : 
Sharma, the candidate _ 
of the ruling Congress - 
party, scored 64.7% of — 
the vote defeating his 
nearest rival, G. G. 
Swell who scored 
33.2% in an electoral 
college comprising MPs and state 
legislators. Swell, a Christian from the 
tribal areas of the northeast was 
supported by the opposition Bharatiya 
Janata Party, while most of the leftwin 
opposition groups sided with the 
Congress in voting for the incumbent 
vice-president. 





Sharma. 


Sabah party survives 
leadership threat 

> Sabah’s ruling Parti Bersatu Sabah 
(PBS), which is in opposition to the 
Malaysian federal government, appear 
have headed off a debilitating split tha 
could have paved the way for a chang 


|. leadership. The unsuccessful bid by PE 
X secretary-general Datuk Joseph Kurup 


one of the three vice-presidential posts 
also seen as dashing Kuala Lumpur's 
hopes for early state elections. All thre 
incumbent vice-presidents were re-ele 
at the mid-July party polls. Party chief 
Datuk Pairin Kitingan himself was 
unchallenged. Kurup projected himsel 
a force for reconciliation with Kuala 
Lumpur. A party official said that if hi 
had been elected Kuala Lumpur could 
have used his appointment to enginee 
challenge to Pairin's leadership. 


Hanoi expels Americans for 
insult to Ho Chi Minh 

> Hanoi on 10 July expelled two 
Americans from Quang Binh province 
central Vietnam, for allegedly insultin; 
the memory of Ho Chi Minh, the 
country's revered former president. TI 


men were in a group of 50 US 


investigators taking part in a joint sea 
for the remains of American servicem: 
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if you haven't been visited 
from space lately, — 
you're missing something big. 


STAR TV. 
Five new channels from space. 
Now on earth. Free. 24 hours a day. 


Without STAR TV'S 24-hour sports information channel, BBC Service both y high- quality stereo sound and mi 
channel, Prime Sports, you' ve already Television, you've already r | out on lingual audio, mak: ( itis installed v 
missed out on seeing the most extensive — the live and complete coverage of the W da to e equipme 
coverage t of Wimbledon and all the live British Elections. NEC | ores IR far mation a IE. 
| S And every day you're | without |. | how to receive all. (852) 5321 

STAR TV's other 24-hour channels — | ———————— ONE ied 
Chinese Channel and STAR Plus, you're — ^ : 
Une missing out on a wide variety of Chinese | o vor tax pix inina and dalo ` Adde 
programmes and family grecia dd | | Wait for the tone and | (852) 172 777 
. All in all, with STAR TV, the first pan- pre ss ‘Start’. |. outside Hong K 
Asian satellite network covering over 38. meemiin 
countries, you can enjoy five channels, 24 | Weekly programme cea 
Hour a day, every day. Absolu tely free. highlights are also available 497 270 
" d ant. | ; ei on fax by dialling 2 
To enjoy all this programming with EX SRL JAEN FUP Pic ee 


3772 














s the focus of US military strategy 
shifts from deterring the threat 
posed by the former Soviet Union 
to à new emphasis on regional 
milicts, it is necessary to reconsider the 
isis and implementation of the US-Japan 
curity system. The etfect of this shift 
on Japan's national interests has already 
came evident as a result of the Gulf War. 

Although many people have suggested 
pan was ill-prepared for cooperation in 
fence of common interests in this re- 
onal conflict, few have noticed how Ja- 
im actually contributed to the quick US 
sponse. In fact, units from the US 7th 
eet based in Yokosuka and US marines 
om Okinawa were able to move very 
ückly to the Gulf region. This demon- 
rated how important US bases in Japan 
e to America's ability to react promptly 

regional problems. Japan’s host-nation 
pport is likely to become even more im- 
xtant in the future. 

Over the long term, it may be useful to 
nsider replacing the rear support role of 
5 forces in Japan with Japanese Self De- 
ace Forces so that Washington will only 
'ed to deploy combat forces in response 





open conflicts. Specifically, Japan could - 


ke responsibility for assuring security for 
> forces within 1,600 km of Japan. It could 
Oo provide intelligence services and sup- 
ies, thereby contributing to the defence 
common interests at a time when Japan's 
jbal geo-strategic Apar is steadily 
creasing. 

In contrast to the situation in Central 
rope, the Cold War-era military struc- 


re in the northwest Pacific remains 


gely intact, particularly with reference to 
issia’s deployment of nuclear-powered 
dlistic missile submarines (SsBNs). Under 
ese circumstances, it is inappropriate for 
oan to unilaterally reduce its defence ca- 
bility directed at Russia, not so much 
cause of the remaining Russian threat, 
trather because of the need to dismantle 
? remaining military structure in the re- 
»n. Japan's present defence capability 
ast be maintained so that these changes 
n be realised through arms control and 


means that Japan can be 


while relying on a purely 
oy school have A 
around Dun 


writers of his persuasion , 


mous additional conven- 


By Shigeki Nishimura 


tensions in the Far East comparable to what 
has already been achieved in Central Eu- 
rope. 

Successful arms control negotiations 
with Russia will require close cooperation 
between the US and Japan. Our strongest 
leverage will be the US-Japan joint capa- 
bilities presently directed at neutralising 
Russia's ocean bastion. 

In this context, it is nonsense to suggest 
that Japan should build an "anti-US secu- 
rity system" or an "autonomous defence 
capability," as suggested by military ana- 
lyst Shintaro Ishihara, the author of A he 
pan which can say ‘No’. 

Ashihara advocates a “tactically autono- 


mous defence" capability that is "exclu- 


sively defensive," by 
which he apparently 





tirely self-sufficient 






iventional force. Other 


analysts. of the self-suffi- 








Realistically, however, 
Such a blockade would 
require cooperation with 
all the US forces in the Pa- 
cific. Ishihara and other 


moreover, do not recog- 
nise that Japan would 
have to possess enor- 


tional forces to present a 
credible autonomous de- 
fence capability. 

It is, in fact, impossi- 
ble for Japan to maintain 
an exclusively defensive 
posture except within the framework of the 
US-Japan security system, in which the US 
provides the supplementary offensive 
capability. 

Ishihara clearly realises, but does not 





Japan, actively welcomed Japan's decisi 


perhaps without — full knowledge of a 
great risks involved. 

It is understandable that many peop 
find it unbearable that Japan must rely € 
the enormous forces of the US for defenc 
and not on Japanese forces. But the re 
issue here is simply hardware size. lt: 
important that we get rid of our inferiorit 
complex, born of comparing the size of ot 
hardware with that of the US, and instea 
think about Japan's defence strategy in tł 


same global context as that used by " 


Americans. 

The northern forward-defence strateg 
against Russia has not only been successfi 
in deterring aggression against Japan, bi 
also helps neutralise Russia's strateg: 
threat against the U 
homeland. 

As the UN collectis 
security system takes o 
greater significance in th 
post-Cold War era, Japa 
must still reconfirm th 
principal importance « 
seeking our national it 
terest in the context of th 
US-Japan alliance. As. 
means of resolving cor 
flict, the UN is likely t 
remain highly volatile fc 
the foreseeable futuri 
We may also see conflict 
of interest between U! 
resolutions and policy ir 
terests generated throug 
the US-Japan alliance 

Once we hav 
firmed the priority 
US-Japan alliance, 
should seek ‘to p 
larger role. in: int 
tional security a! 
The lesson of the 
War is that Japan di 
avoid risk-sharing 
majority of states, as well as most people 



















to finally accept the risk by onang m 
sweepers to the Gulf. 
That Japan's contribution to the inte 





CAMBODIA 


Wounds of history 


Surging resentment of Vietnamese could spark new pogroms 


By Nayan Chanda in Phnom Penh 


A bold, UN-sponsored ex- 
periment to build a new 
+ order in Cambodia is in 
jeopardy because it has 
run into an old enemy: 
history. The danger posed by endemic 
ethnic antagonism between Vietnamese 
and Khmers looms much larger than sim- 
ply the near-term collapse of the UN peace 
plan for the country. The concomitant in- 
flux of Vietnamese immigrants drawn by 
Cambodia’s economic boom, deep rooted 
Khmer fears of absorption by Vietnam and 
a relentless, racist campaign by the Khmer 
Rouge and others are producing a volatile 
situation that could get out of control. 

UN officials and Western diplomats 
worry that once the blue-bereted UN 
peacekeepers depart, an anti-Vietnamese 
pogrom will erupt and pose new threats to 
regional security. 

The Khmer Rouge, ousted from power 
by Hanoi's 1978 invasion of Cambodia, has 
been guided all along by a primitive hatred 
of what it calls "the despicable Yuon 
[pejorative Khmer word for Vietnamese] 
aggressors." The faction is now challeng- 
ing the UN to prove its neutrality by vir- 
tually cleansing Cambodia of all ethnic 
Vietnamese, Veteran Cambodia specialists 
fear that by wrapping their anti-Vietnam- 
ese tirade in anti-Western xenophobia the 
Khmer Rouge may have hit upon à politi- 
cal winner. The enemy is not just the Viet- 
namese but also the “colonialist” Untac 
(UN Transitional Authority in Cambodia). 

In early July, the Khmer Rouge radio 
launched a thinly veiled attack on Untac, 
calling them “bad and evil people” who 
have “collaborated with the Yuon aggres- 
sors” and helped them to maintain the 
“puppet regime” they have propped up 
“to continue occupying and controlling 
Cambodia.” The Khmer Rouge is the most 
vocal group, but all Cambodian factions, 





Minh City. He says that Untac's job was to 
ensure the withdrawal of all foreign forces, 
“meaning every Vietnamese and not just 
uniformed Vietnamese.” leng Mouly, a 
leader of the non-communist Khmer Peo- 
ple’s National Liberation Front (KPNLF), 
who wants Untac to ferret out all the Viet- 
namese soldiers and spies in disguise, puts 
it bluntly: “Legally speaking, no Vietnam- 





Vietnamese fishing families in Cambodia. 


ese has the right to live in Cambodia” 
cause under a 1970s agreement betw 
Cambodia and the then South Vietnar 
Vietnamese should have been repatric 
Sihanouk, the current Cambodian hea 
state, has called that "plain wrong," bu 
views have fallen on deaf ears. 

All this deeply troubles Untac « 
Yasushi Akashi. In an interview with 
REVIEW he said, "There is the possibili! 
race riots in Phnom Penh. If it is not p 
erly handled there can be bloodshed." 

This fear is echoed by Charles Twir 
the Khmer-speaking US envoy in Can 
dia whose home is a suite in Hotel C 
bodiana on the Tonle Sap River. "My w 
nightmare is to get up in the morning 
look through the window to see bo 
floating down the river." During the ; 
Vietnamese pogrom of April 1970 (ui 
the Lon Nol regime) thousands of \ 
namese were murdered by Cambodian 
diers and dumped in the river. 

More worried than foreign diploi 
are the resident Vietnamese. In her mé 
box sized wooden house behind Phi 
Penh's Olympic Stadium 60-year-old 
Sem lowers her voice to a whisper: "] 


Dark days at Kok Kandal 


Barely a month after 
the UN Transitional 
Authority in Cambodia 
arrived in the country 
.à Khmer Rouge unit 
predominantly Vietnamese 





struck at the 
fishing village of Kok Kandal and killed 


seven civilians. The 28 April attack was 
followed by another on 14 May. Obser- 
vers say the two attacks in Kompong 

province in central Cambodia 
seem designed to frighten the Vietnam- 


ese into leaving the country. That objec- 


Chum Ly, the provincial vice-gover 
estimates that there may have been € 
Vietnamese in his province, but : 
casually that after a "little incident" s 
of them have left. Pressed for detail: 
mentioned the two attacks. 

Ly said that on 2 May a US mil 
officer with Untac, Philip Cooper, vi: 
the village. Later, during a visit to th« 
lage, several residents mentioned a 
by a "Untac man with a camera." Ly 
the villagers had pleaded with Coop 
station 10 Untac troops there for 





y afraid | [Khmer Rouge aden Pol Pot 
| kill us; I may have to leave again." 
Born of a Khmer father and Vietnamese 
ther she is considered a Vietnamese. On 
occasions — during the 1970 pogrom 
1 a mid-1970s massacre by the Khmer 
ige — she fled with her family to Viet- 
n. Her renewed fears seem to centre on 
legitimisation the Khmer Rouge enjoys 
ler the peace plan. "Pol Pot has become 
ivilian and [there is] no [Vietnamese] 
itary to protect us,” she says. 
The roots of the problem are to be found 
hree centuries of bitter memories — of 
: of land, of political subjugation and 
tural domination by the Vietnamese. 
The decline of the Angkor empire of 
nbodia after the 14th century was ac- 
npanied by a steady loss of territory to 
m (Thailand) and Annam (Vietnam). 
nch intervention in the 19th century 
ped Cambodia recover the western 
vinces from Thailand, but it had no 
h luck with the territories lost to Viet- 
n. The French left the Vam Co River 
in with its fishing village Prey Nokor 
er to become Saigon) and the Mekong 
ta in Vietnamese hands. In 1856, Cam- 
lian king Ang Duong appealed to the 
nch emperor not to accept those lands if 
Vietnamese were to offer them to 
nce, "I beg Your Majesty to have com- 
sion for me and for my people so that 
can see an end to our losses and not 
ome practically smothered in this nar- 
/ kingdom.” | 
That fear of being smothered has con- 
ied to haunt Cambodians. And the evo- 
on of that danger has been the stock-in- 
le of all Cambodian politicians hoping 
vin popular support. 


Even before the French came to Indo- 
china, Vietnamese hàd begun moving into 
Cambodia in search of trade. Early this cen- 
tury the French began importing Vietnam- 
ese officials to run the administration and 
indentured labour to work their rubber 
plantations. At the time of the 1970 coup 
against Sihanouk, the number of Vietnam- 
ese had soared to about 500,000. 

The traditional fear of Vietnamese dom- 
ination reached a paroxysm of violence in 
April 1970 when the combination of a reli- 
gious crusade against non-believers and 
against alleged Vietnamese communist 
agents led to the murder of thousands of 
Vietnamese and an exodus of a large 
number of them. When Pol Pot came to 
power in 1975 the majority of the remain- 
ing Vietnamese fled to Vietnam. Most of 
those that did not were butchered. 

The Vietnamese started filtering back 
after Pol Pot was ousted by Hanoi. And 
their numbers grew as new settlers joined 
the Khmer-speaking returnees. 

Ironically, Untac, whose mission is to 
ensure Cambodia's independence and ter- 
ritorial integrity, has proved to be an un- 
witting agent of Vietnamese migration to 
Cambodia. The economic boom sparked 
by Phnom Penh's policy of liberalisation 
reached a frenzy with the arrival of the 
19,000-strong Untac force and several thou- 
sand other foreigners. 

The most spectacular growth has been 
in real estate, with rents in the capital sky- 
rocketing to the levels of New York and 
Paris. All over Phnom Penh new buildings 
are going up or old ones are being reno- 
vated. The majority of construction work- 
ers are Vietnamese. Hundreds of Vietnam- 
ese bar girls and prostitutes have flocked 
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to brothels and dance halls catering to for- 
eigners and the Cambodian nouveau riche. 
A UN official estimates that cash expenses 
alone by civil and military personnel of 
Untac may be US$300,000 a day. In a coun- 
try with an annual per-capita income of 
less than US$150 this has a dramatic effect 
on the economy. 

A Western ambassador estimates that 
since the arrival of Untac earlier this year 
about 100 Vietnamese have been illegally 
crossing the border into Cambodia every 
day. 

Cambodian contractor Tes San defends 
the use of Vietnamese construction work- 
ers by saying that "they are specialists in 
construction." Asked about concern thal 
they could be soldiers in disguise, San 
shows irritation. "I don't understand the 
problem of military in disguise. A special- 
ist is a specialist. They work here. They 
don't go anywhere. I don't understand 
how they can be soldiers." Random inter- 
views with Vietnamese in the street sug- 
gest that economic opportunities in Phnom 
Penh and the poverty back home are the 
principal reasons for the influx. 

Cambodia's Prime Minister Hun Sen 
played down the issue of new arrivals. 
"The Vietnamese have always engaged in 
such construction work. Because of the 
boom those who had switched to fishing 
or lived in the provinces have come to 
Phnom Penh." He put the current Viet- 
namese presence in Cambodia at "less than 
100,000." 

The Khmer Rouge, however, claim that 
almost a million Vietnamese have been 
given ID cards by Phnom Penh. KPNLE 
leader leng Mouly says "we estimate the 
total to be 600,000 and the number of dis- 
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guised Vietnamese soldiers and intelli- 
gence agents is 20,000." Most independent 
observers believe the total to be close to 
half a million, but they doubt the claim of 
disguised soldiers. Not one such Vietnam- 
ese has been detected. 

In early June the Khmer Rouge claimed 
to have captured a Vietnamese officer. But 
the Khmer Rouge did not respond to Untac 
forces commander Maj.-Gen. John Sander- 
son's request for details. This has been 
Untac's experience with other Khmer fac- 
tions as well. They have all made charges 
about massive Vietnamese presence yet 
they refuse to provide liaison officers to 
accompany Untac investigators, as re- 
quired by the peace accord. Son Sann, 
president of the KPNLF, said: "We have evi- 
dence of the Vietnamese forces' presence. 
We'll provide it at the right time." 

It is not just the opposition factions, but 
also many low and mid-level government 
officials who believe Vietnamese troops are 
present in civilian garb. To address this 
general concern Untac has set up 200 mo- 
bile investigation teams to look for the elu- 
sive Vietnamese. "If we catch a Vietnamese 
we will make Vietnam jump," says a senior 
UN official, "but so far we haven't got any." 

However, if the information provided 
by Phnom Penh's Interior Minister Gen. 
Sin Song is correct, the Khmer Rouge may 
present some captured Vietnamese "offic- 
ers" some time soon. Sin Song said that in 
April the Khmer Rouge raided a fishing 
village in Kompong Thom province and 
abducted 10 Vietnamese. He said that the 
Khmer Rouge photographed them after 
forcing them to wear military uniforms. 
Sanderson said he was unaware of the in- 
cident, but added: "There is so much 
disinformation flying around, who 
knows?" 

An overseas Cambodian who has been 
to Phnom Penh in recent years is struck by 
the rising anti-Vietnamese frenzy. "People 
say that the Khmer Rouge did vicious 
things, but without them the Vietnamese 
would never have left." He says that the 
suppressed anger at the Vietnamese for 
what they did during their occupation — 
from robbing Cambodia's resources to try- 
ing to impose the Vietnamese language on 
the country — is now finding expression 
in the new atmosphere of freedom. 

A senior Untac official says it is natural 
that opposition parties would try to under- 
mine the incumbent regime by painting it 
as a puppet of Vietnam. One could even 
empathise with the Cambodian concern 


Once Untac leaves, Cambodia would be 
too weak to deal with Vietnam." 

Non-communist groups are also con- 
cerned that by claiming to be born in Cam- 
bodia — the main criterion of voter eligi- 
bility under the peace accord — the Viet- 
namese would obtain voting rights and 
help maintain the Hun Sen government in 
power. But so concerned is the government 
to boost its nationalist credentials that the 
regime's foreign minister even proposed 
that Vietnamese residents be disenfran- 
chised. Untac has rejected that suggestion 
but is trying to devise a way of registering 
voters that would weed out Vietnamese 
who were not born in Cambodia. 

In a country where all records have 
been destroyed, that would be a difficult 
task, further complicated by the fact the 
many Vietnamese speak Khmer. The 
KPNLF, meanwhile, has suggested tests that 
have scandalised Untac. leng Mouly says 
spotting a Vietnamese is easy. "Look at 
their profession, listen to their accent, ask 
them to chant a Buddhist prayer and you 
can tell a Vietnamese from a Khmer." 
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Khmer monument to the Vietnamese. 


Mouly has even a so-called sarong test. 
Unlike Cambodians, Vietnamese women 
do not know how to tie a sarong. “Ask a 
Vietnamese woman to run 100 metres 
wearing a sarong and she will drop it, but 
not a Khmer woman.” 

The anti-Vietnamese campaign picked 
up momentum in late May amid rumours 
of riots against Vietnamese residents. Hun 
Sen told the REVIEW that on 4 June he met 
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delivered a warning to the oppositior 
tions. He said seme confusion had a 
over the question of foreign forces an 
presence of foreign civilians in Camb 
"In any country there are always foi 
civilians, engaged in useful work, per 
because the citizens of the country 
cerned are not able or willing to do 
kind of work. Such foreign worker: 
sometimes the victims of racism, « 
from the less well-informed membe 
society. Untac . . . will take a very 
view indeed of any attempt by any € 
bodian party to stir up popular trc 
against foreign civilians in their count 

That tough warning seems to have 
a marginal effect on the level of anti- 
namese invective in the KPNLF media 
KPNLF president Son Sann has not mi 
his words. He said: "We cannot absol 
betray the memory of our heroic fig 
and accept the presence of a million 
namese in our country." These Viet 
ese, he said, occupied the most fertile li 
controlled trade and other occupatio: 
the cities, exploited the natural resor 
and advised several government ager 
"This unlimited presence of the Vieti 
ese who have come freely into Camt 
without visa and passport is a bur 
question for the Cambodian populat 
Later, he told the REVIEW he was not a 
ist but was simply concerned about € 
bodia's national identity. "Cambodia i 
Cambodians," he said. 

A veteran Western Indochina wa 
says: "I have the nasty foreboding 
Cambodia is moving toward a repel 
of history," referring to the 1970 anti- 
namese pogrom. He said that new 
namese arrivals, Khmer Rouge prope 
da, KPNLF denunciations and manipul 
politicians are contributing to the cu 
pressure-cooker situation. "The only ; 
thing Untac is doing," he said, "is to a 
a lid on the feelings. Once the UN le 
all bets are off." 

The observer said that the historic 
rooted antipathy toward the Vietna) 
cannot be reversed in a generation. N 
it possible to patrol 1,200 km of land 
der between Vietnam and Cambodia 
long-term solution lies in economic gn 
rather than in raising a Maginot Lii 
keep the Vietnamese out of Camboc 
country of 9 million, when Vietnam h 
million people and high unemployr 
Son Sann said a long-term solution 
include a Marshall Plan for Cambodi: 
also for Vietnam. 
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Sihanouk: when the Khmer Rouge advance, Untac pulls back. 


INTERVIEW/SIHANOUK 


‘Isolate Khmer Rouge’ 


Sihanouk chides Untac for feeble response 


Prince Norodom Siha- 
nouk, president of the 
Cambodia's Supreme Na- 
tional Council (SNC), re- 
cently had a wide-ranging 
conversation with REVIEW deputy editor 
Nayan Chanda. Among other things, Siha- 
nouk discussed his differences with the UN 
on the Khmer Rouge. Excerpts: 





Delaying tactics 

Yesterday I discussed with [UN repre- 
sentative Yasushi] Akashi my theory on the 
delaying tactics of the Khmer Rouge. I told 
him I know Pol Pot and his team too well; 
I wanted to be polite, so I didn't say 'Pol 
Pot and his gang.’ Pol Pot has two things 
in his mind, in his heart, which we 
shouldn't forget. First is his determination 
to remake Cambodia completely, like 1975- 
78 [when he was in power]. The Khmer 
Rouge have never abandoned their ideol- 
ogy. They say they made a few errors in 
the past, but even this admission is tactical. 
But they also say that in Cambodian his- 
tory one never had the fortune of having a 
more brilliant regime [than theirs]. I ini- 


They have not digested their defeat at the 
hands of the Vietnamese. They think it is 
an unacceptable humiliation. Absolutely 
unacceptable. One has to take revenge. 
There is no Buddhist sense of forgiveness; 
they are atheist. For them forgiveness does 
not exist. If one does not accept that truth 
one cannot explain anything. 


The Khmer Rouge objective 

| am certain that Pol Pot wants to come 
back to power. He knows he can't win 
power through elections. If people are un- 
happy with [Prime Minister] Hun Sen's 
regime they would rather vote for others, 
not for the Khmer Rouge. [The Khmer 
Rouge's nominal leader] Khieu Samphan 
is Pol Pot's parrot and represents other 
hardliners like Ileng Sary, Madam leng 
Sary, Nuon Chea and Ta Mok. Therefore, 
Pol Pot has to sabotage the peace accord. 
All foreign delegations ask me, rather na- 
ively, why have the Khmer Rouge signed 
the accord? I say, didn't Hitler sign the 
Munich pact? After signing the pact Hitler 
duped the British and the French. The 
Khmer Rouge signed. the Paris accord just 
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has condemned them for a long tim 
ready but under the regime of Pol Pot 
intervened? If there were no Vietnan 
would be all dead, including myself. 
Vietnam intervened [in Cambodia in ] 
in its own interest. As to the Khmer Rc 
leng Sary has already said: ‘One more | 
against us, one more article against us 
more condemnation, what could that « 
us? There are already thousands of art 
thousands of condemnations. That 
not change a thing. We'll pursue our i 
ogy, that's all.’ The Khmer Rouge stra 
is to capture power by force. 


Impotence of Untac 

The Khmer Rouge sees that the ge 
men of Untac are very kind. If there 
fight somewhere Untac doesn't inten 
On the contrary, it withdraws. The KI 
Rouge knows that the UN will never r 
war against them. The Cambodian pe 
believed the UN blue berets were like 
ter threatening to unleash lightning ag 
the Khmer Rouge. What do the people 
When the Khmer Rouge advance, L 
pulls back. Akashi went to Pailin [a Kl 
Rouge area]. They hung up a bamboo 
rier] and Untac withdrew. Akashi jus 
gotiates and negotiates with the KI 
Rouge, who have become totally inso 

They ask me, is there a country w 
can impose some discipline on the KI 
Rouge? I say there is only Thailand, 1 
but Thailand. Because the Khmer Ri 
have a lucrative commerce with the 1 
in precious stones and timber. If Thai 
tells them to do something, they somet 
accept — but for tactical reasons, no 
cause they have changed their objecti" 


Akashi's theory 

There is a second theory. Before cor 
to see me last evening, Akashi had 
leng Mouly [a leader of the Khmer 
ple's National Liberation Front]. 
Khmer Rouge told leng Mouly that 
simply wanted to use a delaying tact 
take over two or three provinces, 
which they will become very nice, 
correct and join the peace process. 
would enable them to win at least 30 c 
120 seats in the new legislature. It ; 
very far fetched, it would mean parti 
ing the country. From the point of vie 
national unity I don't like that. Al 
asked for my opinion and I said Po 
wants more, a lot more. Pol Pot know 
UN is talking of freezing Khmer R 
assets. Freezing economic ties betwee! 
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beat them up a bit. I told the French that 
vave much admiration for the French 
ny, it's a glorious army but please don't 
‘get Dien Bien Phu. If you go to Pailin 
e day to fight you may risk a little Dien 
n Phu. 


ie fear of Vietnam 
There is also this phobia of Vietnam, 
lich is unfortunately shared by Son Sann 
Ye of the Khmer faction leaders] and oth- 
i. There are many Cambodians who criti- 
e me when I say that I accept Akashi's 
aclusion that Untac has not found any 
etnamese troops lin Cambodia]. As to 
' [Vietnamese] settlers one has to negoti- 
' that after the elections. It is up to the 
vernment emerging from the elections 
resolve the two problems of settlers and 
marcation of borders with Vietnam. Bri- 
n and Hongkong have negotiated with 
inoi to send back illegal immigrants. We 
uld behave like a civilized country. 
As to the frontier, there is an accepted 
rder; there is no need to negotiate a new 
rder. One has to simply verify the map. 
ne sees that border markers have been 
ved into Cambodia these have to be put 
‘k on the correct line. I explained all that 
t Cambodians, even the ones who are 
j-Khmer Rouge, say the same thing as 
‘ Khmer Rouge. And that's what gives 
: Khmer Rouge a lot of weight. 
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When Son Sann came 
to Peking to see me he 
told me: ‘If you want to 
keep your popularity, 
please do two things. 
Please stop praising the 
Hun Sen regime and 
please don't say anything 
in favour of the Vietnam- 
ese here. If you say that 
there are no Vietnamese 
troops, if vou say that the 
problem of border has to 
be resolved after the elec- 
tions your popularity is 

going to drop.' | know he 
is right. The Cambodian 
sentiments are like that. 

All the [construction] 
workers [in Cambodia] 
are Vietnamese, even the Khemarin Palace 
was renovated by Vietnamese workers. 
Khmer Rouge radio propaganda is pour- 
ing oil on the fire. But we should not start 
a pogrom à la Lon Nol or à la Pol Pot. We 
have to have civilized methods. We have 
to negotiate. We have border checkposts to 
control illegal immigration. If someone has 
been in Cambodia since the time of Siha- 
nouk, his children and grandchildren can 
stay in Cambodia but we need proof. 


What to do with the Khmer Rouge? 


"The 
Khmer Rouge 
have not 
digested their 
defeat 
at the hands 
of the 


Vietnamese. 


First, let the Khme 
Rouge alone. Don't negi 
tiate with them. It is use 
less to continue like thi 
indefinitely — till the 21s 
century. Second, suspen: 
Phase II [of the peac 
plan] and allow th 
troops of other factions t 
remain in their zones anı 
start work on th 
rehabilitation and recon 
struction. We are not ex 
pelling the Khmer Roug 
from the SNC. They cai 
join in but there is ni 
point in continuing th 
talks. In my view, w 
need to tell them we an 
fed up. We are going t 
work in the rest of the country and isolat 
them. 

For the time being we ask the Khme 
Rouge to stay quietly in their zone and no 
spill over, not to expand their zone o 
control. We implement the peace proces 
and rehabilitation in the non-Khmer Roug 
zone. If Phase II collapses, that's not ou 
fault, it's the fault of Khmer Rouge. Wi 
have to prevent the Khmer Rouge fron 
preventing us from working in the rest o 
the country and start rebuilding people" 
lives. 1 





The staff seem to 
know you." | 

“Well, I’m a regular 
here. I always entertain 
where my clients stay.” 


=Feel The Hiatt Touch. 








When business takes you around 
Korea, enjoy the comfort of Korea's best 
all-round hotels. Hyatt Regency Seoul and 
Hyatt Regency Pusan. 

Our 18-acre garden offers a quiet 
sanctuary, right in the heart of Seoul. In 
Pusan, we'll treat you to beach-front luxury 
and extensive resort facilities. 

And of course both provide exclusive 
Regency Club services, complete health 
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The gem stampede 





Round-the-clock mining by Thai companies 


UN helicopters flying over 
western Cambodia have 
come upon scenes remi- 
niscent of the science-fic- 
tion movie Close Encoun- 
'ers of the Third Kind. As the evening dark- 
ness envelopes the jungle-clad hills along 
the Thai-Cambodian border, the land 
comes alive under the glare of powerful 
floodlights. Bulldozers dig into the hill- 
sides, scooping up the earth and piling it 
on to trucks which then head towards 
Thailand. 

"You can literally see them moving 
mountains," says a senior Western official 
in Phnom Penh. But this is no preparation 
for the landing of an extra-terrestrial. This 
is round-the-clock mining for precious 
stones by Thai entrepreneurs before the 
good times end. The breakneck race to ex- 
ploit Cambodia's natural resources has 
been one of the ironic, if unintended, con- 
sequences of the UN peace plan to restore 
Cambodia’s sovereignty and bring about 
self-determination for its people. 

The Western official who described the 
scene in the hills north of the Thai town of 
Trat said that the feverish quarrying is 
aimed at getting the most out of Cambodia 
before the UN Transitional Authority in 
Cambodia (Untac) seals off the border. Sev- 
eral Thai companies — licensed by the 
Khmer Rouge, who control the area — 
have been working round the clock to cart 
away as much gem-bearing earth as possi- 
ble. Sifting the dirt for gems is done inside 
Thailand. 

In addition, mechanised panning for 
gems is being stepped up in Pailin, also 
under Khmer Rouge control, with the tail- 
ing being washed into the Sangko River 
and thence into the Tonle Sap lake. Flying 
over Tonle Sap on a recent clear day, one 
could see a giant splotch of dirty red mud 
where the river met the lake. Visitors to the 
area said that fishermen had begun avoid- 
ing that part of the lake. 

Western officials based in Bangkok say 
that convoys of trucks carrying Cambo- 
dian timber also continue to rumble into 
Thailand at a frenetic pace. Cambodia's ri- 
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million) a month from their gem-mining 
operations. But Western intelligence 
sources put the income at US$3 million a 
month. 

Meanwhile, large-scale smuggling of 
timber by Vietnamese companies in league 
with corrupt Phnom Penh officials has also 
continued along Cambodia's eastern bor- 
der. However, as the Khmer Rouge have 
refused to comply with the UN peace plan, 
the focus has increasingly shifted to Thai- 
land, the groups' principal business part- 
ner and political backer. If the UN were to 
impose economic sanctions against the 
Khmer Rouge, Thailand would be called 
upon to end its trade ties 
and freeze Khmer Rouge 
assets in Thailand. 

How difficult that 
task could be is indi- 
cated by the unsuccess- 
ful Untac effort to estab- 
lish checkpoints along 
the Thai-Cambodian 
border. Gen. Michel 
Loridon, second-in- 
command of UN forces 
who was replaced re- 
cently, travelled to Thai- 
land to arrange the 
checkpoints at 12 se- 
lected places along the 
border. But the coopera- 
tion broke down at 
checkpoints 11 and 12, 
which are close to the 
gem-mining area. 

A European diplo- 
mat in Phnom Penh said 
that after some procrastination the Thais 
told Loridon that the areas chosen for 
checkpoints were going to be developed 
as national forest reserves and thus could 
not be opened for traffic. Asked about 
this, Arsa responded that “there is re- 
sentment in the military about the way 
Untac went about its business. They kept 
changing their plans as if they wanted to 
catch us hiding something. They did not 
abide by the rules. This is a sovereign 
country.” Referring to criticism of Thailand 
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Arsa: Thailand is UN scapegoat. 


sought him out and asked in ident 
terms about the Thai reaction to econo 
sanctions on the Khmer Rouge. They ; 
urged him to exercise his influence c 
the Khmer Rouge. He said he was wor 
by the perception that Thailand has a k 
influence with the faction. “Yes, we h 
access to the Khmer Rouge, but no in 
ence." 

Gen. Charan Kullyavanijaya, secret; 
general of the Thai National Security Cc 
cil, defended Thai commercial deali 
with the Khmer Rouge. “We have to tł 
about how they [the Khmer Rougel 
live." Any UN sanctions against the Kh: 
Rouge would involve only Thailand, 
he declared: “T don't think it's fair." Che 
added that he thought sanctions wo 
only “push them aside to the jungle 
they would possibly turn to banditry." 

However, Arsa admitted that the 
ploitation of Cambodian resources by 
Thais created a bad image. He had 
the owner of one of the companies 
volved in logging 
gem mining in Cam 
dia and asked hin 
these operations co 
be suspended to fa 
tate the work of Ur 
The businessman t 
Arsa that after the P 
Accord private com 
nies entered into ag 
ment with all the | 
factions for logging 
mining. Arsa quc 
him as saying "we 
trying to recoup out 
vestment." 

Although impor 
Thai businessmen d 
ing with Cambodia 
believed to have mili 
ties and the Thai r 
tary's own dealings v 
the Khmer Rouge F 
been lucrative, T] 
land's Cambodia policy obviously is 
exclusively commerce-driven. As / 
pointed out, Thailand is keen to see a r 
lution of the conflict so as to be rid of sı 
310,000 Cambodian refugees languisl 
in Thai camps. 

While the threat from Vietnam ha: 
ceded, analysts in Bangkok point out 
the usefulness of the Khmer Rouge . 
potential counterforce to Vietnam is 
negligible. More importantly, perhaps, 
Thai army does not have any interest 
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Summary of Group Results 























Year ended 31st March: 1992 99] 
HK$ Million HK$ Million 
Turnover 1,859.2 1,961.3 
Operating profit before exceptional item 279.1 421.6 
Exceptional item (Note 2) LAS) om 
Operating profit after exceptional item 250.0 427.6 
Share of profits less lc | associated companies OG O 1324 
Profir before taxation 1,126.7 1,180.0 
Taxation (Note 3) (107.9) — (10742) 
Profit after taxation 1018.8 LOTZAR 
Minority interest £423) F843) 
Group: profit before extraordinary items 976.5 928,5 
Extraordinary items POESIE: 
Group profit attributable to Shareholders 976.5 1,142.6 
Appropriations: 
interim dividend (paid) (133.2) (122.9) 
Final dividend (proposed) 2L 687) 07. 
Transferred to revenue reserve 474.6 112.4 
Earnings per share 47.7 cents — 453 cents 
Dividends per share — Interim (paid) 6,5 cents 6.0 cents 
~ Final (proposed) 180 cents 15.0 cents 
~ Total 24.5 cents 24.0 cenis 
Notes; ] 
(Hongkong Realty and Trust Company, Limited, formerly a subsidiary of the 
Group, became an associated company in August 1990. This, together with 


the effect resulting from the abovementioned change of Wharf's fiscal year 
end, should therefore be taken into consideration when comparing the year's 
turnover and profir figures with the previous year's. 

(2) The exceptional item represents a provision for the future relocation of the 
manufacturing activities of a wholly-owned subsidiary from Hong Kong to 
China. 

(3) The provision for Hong Kong profits tax is based on the profit for the year 
as adjusted for tax purposes at the rate of 16.5% (1991 — 16.596), Overseas 
taxation is calculated ar the rates of tax applicable in Countries in which the 
Group is assessed for tax. The taxation charge is made up as follows: 











Year ended 31st March: 1992 1991 
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Annual General Meeting 


The Annual General Meeting of the Company 
will be held on Wednesday, 16th September, 1992. 


Book Closure 
The Register of Members of the Company will 
be closed from 8th to 16th September, 1992, both 


days inclusive, for the purpose of determining 
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hareholders’ entitlements to the proposed Final 
Dividend payable on 25th September, 1992 in 
respect of the year ended 31st March, 1992 of 
18.0 cents per share. 


By Order of the Board 
Wilson W.S. Chan 
Secretary 


Hong Kong, 15th July, 1992 
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SOUTH KOREA 





Money Is power 


Cost of politics escalates with more democracy 





3y Shim Jae Hoon in Seoul 


t a news conference in January an- 
A nouncing his readiness to contest 

the March 1992 general election 
south Korean tycoon Chung Ju Yung, long 
ander suspicion of bankrolling a succes- 
sion of government presidential candi- 
lates, dropped a bombshell by telling re- 
sorters about his payoffs to President Roh 
Tae Woo. 

Eagerly looking for headlines that 
would focus attention on his newly 
founded United People's Party, the 
founder of the Hyundai business group — 
famed for his close ties with past presidents 
— declared he gave Roh Won 10 billion 
(US$12.7 million) at one time "to be used 
for charity." 

^| gave that amount feeling that a pre- 
vious contribution of less than that sum 
had failed to satisfy him," Chung ex- 
panded blandly, relishing the shock on the 
faces of his audience. He then detailed 
some of the billions of won given to 
the late president Park Chung Hee, 
under whose regime he rose to the 
top of the South Korean business 
world. 

Chung's statement made even 
more waves than he probably in- 
tended. The government responded 
by intensifying its harassment of the 
Hyundai group through tax audits 
and other measures. But South Ko- 
rean voters had reason to be grate- 
ful 








Coming shortly after a series of [Rays 


corruption scandals involving sus- 
pected payoffs to MPs on both sides 
of parliament the statement helped 
to spark a wide-ranging debate 
about the evils of the current politi- 
cal-funding system, which involves 
the secret transfer of huge sums of money 
to finance high-spending government MPs. 

While such donations may sometimes 
be strictly legal, the payment of massive 
kickbacks for the award of public works 
contracts or donations to MPs by com- 
panies hoping to influence the outcome of 
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Chung Ju Yung: political waves from telling all. 


-Caught by the system -p.24 
. Mr Clean comes clean — p.24 


of a "Clean Politics" campaign which is 
attracting the support of prominent civic 
leaders and gaining impetus as an electoral 
bandwagon. At a recent meeting at the 
Korea Exhibition Centre south of Seoul, 
some 400 civic leaders gathered to endorse 
the Clean Politics campaign, pledging fi- 
nancial support to committees sponsoring 
"honest" members of the National Assem- 
bly. 

Among those signing a public mani- 
festo for reform were Roman Catholic Car- 
dinal Stephen Souhwan Kim and former 
deputy premier Lee Han Been. "This 
movement is as fresh and precious as the 
water of life,” Cardinal Kim said. 

The irony is that so many of the people 
complaining about the corruption 
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spawned by South Korea's fledgling de- 
mocracy are those who fought so bravely 
for restoration of democratic institutions in 
the first place. What such people say they 
want is that the cost of democracy should 
be kept low enough for politicians to re- 
main honest. This will be hard to achieve 
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Won 1 billion. In the March 1992 electic 
media reports suggest that many car 
dates spent between Won 3 and 4 billi 
with some members of the ruling Der 
cratic Liberal Party (DLP) spending uf 
Won 5 billion. 

Even more awesome are presider 
election campaigns. Not long ago, opp 
tion leader Kim Dae Jung offered his | 
sonal guess of how much each candic 
might have spent in the 1987 race for 
Blue House. He estimated (future pr 
dent) Roh Tae Woo's budget at aroi 
Won 2 trillion, equivalent to 12% of 
national budget in the year of the elect 

Roh won the election, but only beca 
the opposition was split between two « 
didates who ran their campaigns on r 
tive shoestring budgets. Kim Dae Ju 
rival, Kim Young Sam, at that time lee 
of the Reunification Democratic Pa 
spent a “modest” Won 60 billion on 
campaign while Kim Dae Jung him 
claims to have got by with a mere Wor 
billion. 

The massive sums raised by Kor 
politicians to fight elections might seer 
imply a no-holds-barred system in wl 
politicians compete to extract whate 
they can get from the private sector. Ir 
ality, the system is heavily tilted aga 
opposition parties. A Political Financ 
Act, in force since 1965, supposedly li 
the types and amounts of funds 
parties are allowed to raise. But 
act has been used by successive į 
ernments as a tool to keep the oj 
sition hungry for money while tl 
in power engaged in under-th: 
ble deals. 

The Political Financing Act 
ognises only six sources of poli 
funding, the most important « 
being state subsidies given ! 
times a year, lump-sum donat 
from business organisations a 
regular intervals, monthly contr 
tions from support committees 
individuals or parties registe 
with the election committee, 
special subscriptions sought by 
port committees for specific p 
activities. 

Unknown to the public, however, 
ties generate funds by selling nominat 
to people wishing to run for the Nati 
Assembly, the highest bidders usually 
ing businessmen anxious to join the rt 
party. The opposition group sells not 
nominations but national constitu: 
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position. Not only does 
» Democratic Party have 
hard time finding indi- 
iual businessmen willing 
join its legislators’ sup- 
rt committees, but even 
siness organisations such 
the Federation of Korean 
lustries or the Korean 
amber of Commerce 
'm unwilling to balance 
‘ir formal contributions 
the ruling party with 
aller donations to oppo- 
on groups. 
The effect of this lop- 
ed situation can be seen 
m the officially collated 
tistics on party incomes. 
1990 the DLP had a 
nopoly of contributions from business 
anisations with total income from this 
irce of Won 16.9 billion. 
Local businessmen have good reason to 
'p clear of the opposition; in the run-up 
he 1971 presidential elections, when in- 
nbent Park Chung Hee was challenged 
1 almost beaten by Kim Dae Jung, 
mho Tyre group was subjected to a sud- 
| invasion by tax investigators soon af- 
it was rumoured to be supporting Kim. 
The fear of such harassment is so wide- 
ead that even presidents of small and 
cure companies shy away from any 
lic connection with the Democratic 
ty and Kim Dae Jung. "My friends in 
iness sometimes give me money but 
ariably beg me not to make them join 
support committee," relates the party's 
» Soon Sung, a professor turned MP. 
hese surreptitious donors may in- 
ise in number if the current trend to- 
‘ds political liberalisation continues, re- 
ing in a steady improvement in the fi- 
cial condition of the opposition party. 
' sign that things may be improving is 
the Democratic Party now owns the 
ding housing the party headquarters. 
Nhile the opposition's position seems 
e improving slowly the ruling party's 
Jence over budgetary allocations for 
lic works projects still gives it enor- 
1s scope for backroom deals with busi- 
». But the media and public opinion are 
' alive to the potential conflicts of inter- 
n this area. Shortly after his retirement 
J88, former president Chun Doo Hwan 
d accusations of taking a bribe for ap- 
ving Asiana Airlines's licence. 
‘oh runs the risk of facing the same 
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Kim Dae Jung: few 'donors.' 


tracts would be less if 
South Korea had a less 
highly centralised system 
of government. But politi- 
cal decentralisation is 
something to be deter- 
mined by voters with the 
help of the media. The lo- 
cal media, so far, seems in- 
capable of tackling an issue 
of this scope. Indeed, some 
regard the media as being 
part of the problem. 

Pending reform of the 
fundamental problems, a 
broad range of detailed re- 
form proposals has met 
with a cool government re- 
sponse. While the Demo- 
cratic Party wants to fi- 
nance a drastic increase in state subsidies 
by raising the current levy on voters from 
Won 600 to Won 1,000 per head, other cri- 
tics demand a more equitable sharing for- 
mula over subsidies and contributions. 

Under the present scheme, 40% of the 
subsidy is distributed in equal parts to all 
parties with more than 20 seats in parlia- 
ment while another 50% is shared out on 
the basis of numbers of seats. The remain- 
ing 107; is distributed to parties having 
fewer than 20 seats but winning at least 2% 
of the popular vote. 


or 
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While the DLP is likely to refuse to rais 
the levy on voters so long as it can taj 
other (illegal) funding sources, some spe 
cialists argue that corruption can be re 
duced by giving greater investigative pow 
ers to parliament to police the administra 
tion. One way to strengthen parliament’ 
watch-dog role would be to convert thi 
present 20-day period allowed for scruti 
nising budget expenditure into a year 
round exercise, suggests Hwang Soo Ik 
political science professor at Seoul Nationa 
University. 

These ideas tend to strike critics as pe 
ripheral given the structural nature o 
the problem. In the end, many expert: 
agree, a legitimate system of political fi 
nancing depends to a large degree on re 
forms in other political and economic insti 
tutions. For a start, a transparent system o 
political financing would require a real 
name bank deposit system so that people 
with large assets can be identified anc 
traced. 

The furore over recent corruption scan. 
dals has led DLP presidential candidate 
Kim Young Sam to promise to reveal his 
personal assets. But this may prove to be 
little more than a gesture. More substan- 
tive steps appear unlikely until after the 
December election has done enough dam- 
age to provoke another round of emotional 
public debates. E 
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***** HOTEL COMPLEX | 
IN MAURITIUS (inptan ocean) | 


THE MARIYA HOTEL AND RESORT 
SITUATED IN THE NORTH-WEST OF THE ISLAND 
SEA FRONTAGE 80196 M? WITH 600 M BEACH 
BUILDING AREA 34989 M? 

231 ROOMS, 60 M? + 18 SUITES, 120 M? 

3 RESTAURANTS 


All extensions authorised - water sports 
CASINO - GAMBLING options 


CONSTRUCTION OF THE COMPLEX 48 70% COMPLETED 
AND TERMINATION OF THE WORK 
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SOUTH KOREA 


Caught by the syste 








Legal ambiguities trap ruling party MP 


hen Lee Tae Sup graduated from 

the elite Seoul National Univer- 

sity's department of chemical en- 
gineering at the head of his class in 1959 he 
was obviously destined for a brilliant busi- 
ness career. When he became president of 
the giant Daewoo Engineering Co. at the 
age of 38 he confirmed his reputation as 
one of South Korea's most talked about 
whizz-kids. 

Today the 53-year-old Lee is no longer 
running his giant conglomerate. Instead he 
is recuperating at a Seoul hospital, won- 
dering what went wrong with his shattered 
career as an MP for the ruling Democratic 
Liberal Party. The three-term legislator 
from Seoul's Kangnam B district, one of 
the country's most affluent constituencies, 
is on parole from a five-year prison sen- 
tence after being convicted on bribery 
charges. 

Lee and four other MPs, including two 
from the opposition Democratic Party, 
were arrested in February last year on 
charges of receiving money from a hous- 
ing development company which had 


hoped to persuade the government to lift a 
building ban in an environmentally pro- 
tected zone. 

Lee admitted taking Won 200 million 
(US$253,000) as a "political contribution" 
from Chung Tai Soo, chairman of the 
Hanbo Housing Corp. He denied having 
helped to persuade parliament's construc- 
tion committee to issue a decision recom- 
mending favourable treatment for Hanbo. 

On the surface, the Hanbo affair was no 
different from a string of similar cases in- 
volving members of the ruling party that 
have not resulted in arrests or jail sen- 
tences. When South Korea was under au- 
thoritarian rule, such cases would attract 
the press censor's attention long before 
they made newspaper headlines. 

Nowadays the situation is different. Dut 
the distinction between a bribe and a legiti- 
mate political donation remains a fine one, 
leaving plenty of scope for subjective 
judgements by prosecutors. One of the 
problems is that South Korea has no law 
defining what kinds of actions by holders 
of public office involve conflicts of interest. 





In their attempt to prove that Han 
Won 200 million donation was ab 
board Lee's lawyers unwisely submitte 
the court a detailed account of his expe 
as an MP. Lee's budget extravaganzé 
revealed by his lawyers, included: Wi 
million per month for "flowers" for his 
trict’s weddings and funerals. 

Another Won 8 million went on sali 
of his personal research staff while con 
terised mailing and newsletter distribu 
cost Won 4 million per month. More di 
to earth items included Won 6 milliot 
office rent and maintenance of staff 
and Won 3 million for the cost of org; 
ing meetings with civic and professi 
organisations in his district. 

Lee's total monthly budget, of ne 
Won 50 million, was clearly on the 
side, even for a rising star in the n 
party. The surprise was that he had — 
able to sustain that level of spending v 
out raising any eyebrows for years bx 
the Hanbo case exploded. 

What were the businessmen expe 
in return for their support? Nothing 1 
serious, according to Lee's aides, thar 
privilege of sitting next to the MP at a 
trict meeting or of being bowed to by 
neighbourhood police chief. The ti 
though, may be a bit more complicate 

If you are a businessman facing an 
barrassing tax audit, belonging to the 
port committee of a ruling party legis 
may ensure sympathetic treatment. If 
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' in urgent need of bank credits from 
e of the four government-controlled 
nmercial banks, connections to a promi- 
nt politician can sometimes do wonders. 
nversely, the fear of running into trou- 
' with the authorities discourages most 
sinessmen from developing close links 
th the opposition. 
But the art of influence-peddling is 
ictised strictly at the risk of individual 
liticians who can expect no clear guid- 
ce as to what is legal and what is not. 
metimes, as Lee's aides would have the 
irt believe, the two areas blur and over- 
, 
When Lee was jailed, parliament buzz- 
with speculation that he might have 
n made a political scapegoat. Ruling 
rty insiders report that he had fallen 
m grace with the party's top leadership 
ne time before the Hanbo scandal sur- 
ed. By authorising his arrest the govern- 
nt was able to avoid the embarrassment 
only seeming to act on bribery cases in- 
ving opposition MPs. 
What has disturbed the political estab- 
iment even more than the furore over 
 Hanbo case is the way public expecta- 
ns seem to be changing. "Voters evi- 
tly want a higher ethical standard from 
" says Park Sang Chon, a Democratic 
ty MP who is also a well-known law- 
. Others say that the voters themselves 
also part of the problem. 
m Shim Jae Hoon 








JAPAN 


Far out, spaced out? 


Cast your vote for UFOs or vinegar 











By Robert Delfs in Tokyo 

f electoral participation by looney- 
| tunes political groups is an index of 

political freedom, then Japan assuredly 
must be a full-fledged democracy. Includ- 
ing the five major parties, a total of 330 
candidates from 38 different parties are 
competing for 50 seats in the upper house 
election to be held on 26 July. 

Some of these minor groupings no 
doubt depend heavily on the subsidies the 
government gives out for political adver- 
tising by qualifying parties — one qualifi- 
cation being the number of candidates the 
party actually fields during a general elec- 
tion. 

A handful of parties and splinter groups 
offer expansive programmes for saving the 





environment. The New Motor Party and 
the All Japan Drivers’ Club are pushing for 
more driver education, reduced road tolls 
and lower petrol prices. Other parties ap- 
pear less serious. For example, the Vinegar- 
Loving Party believes consuming more 
acetic acid ensures long life. 

One party with a cosmic point of view 


cannot vote in Japan. 

“This time I think we can reach 100,00 
votes," says UFO Party president Toku 
Moriwaki. "If not, it's hara kiri time for me 
or at least I'll probably be fired." 

The party platform calls for designatin, 
Hakui, a small town facing the Sea o 
Japan, as a "new Dejima" for introducin; 
inter-galactic culture to earth. (The origina 
Dejima, an artificial island in Nagasaki har 
bour, was the only place in Japan when 
foreigners were allowed to live from 163 
until 1856. Dejima was Japan's sole ^win 
dow" on the outside world for over tw« 
centuries.) 

"The coming of [US Commodore] Per 
ry's black ships to Japan in the 19th cen 
tury unified Japan as a single nation,’ 
Moriwaki says. “UFOs can unify the world 
If the Japanese people can turn their eye: 
to the universe, they will become earthmer 
for the first time.” 

Another minor-party leader, Shusuk 
Nomura of the recently formed Kaze nc 
Kai (Storm Society) dresses the part of a T\ 
gangster, but says he has never been é 
member of any yakuza (gangster) group 
“I want to rid Japan of the postwar myth: 
which have bound the Japanese people anc 
left us trussed up like broiler chickens,’ 
Nomura says. 

Nomura has been jailed twice. The firs 
time was for 12 years over a 1963 arsor 
attack on the home of Ichiro Kono, a senio! 
Liberal Democratic Party politician whe 
was then minister of construction. 

“This was when [then prime minister 
Nobusuke Kishi and Yoshio Kodama [ar 
ultra-nationalist figure who was jailed witt 
Kishi as a war criminal] were trying tc 
bring the yakuza and ultra-rightwing 
groups together,” Nomura explains. "I op- 
posed this — the nature of the nationalists 
and the yakuza are completely different 
Four of us went to Kono’s house with 
guns, but he wasn’t there, so we burned 
his house down.” 

In 1977, only two years after his release 
from prison, Nomura was jailed again af- 
ter he and three associates, armed with a 
shotgun, pistols and swords, occupied the 





Up until now, Enterprise Computing is a costly 
alfair that involves heavy investment in hardware, 
operational space, specialist staff and software, and 
downtime that can stretch for months before the 
system is up and running. 

But with the advent of ALR Downsized 
Enterprise Computing, high-end computing becomes 
both affordable and intelligent to implement. 


ALR Downsized Enterprise Computing lets 


you enjoy the A | N D 
same computing | l 
: power and bene- ; 


fits of a mainframe or minicomputer at only a fraction 


of the cost. You can link as many or as few terminals 


or PC workstations as you want, anytime you want. 


And, in just a matter of weeks, you can have your 


whole system running at full speed - without a large, - 


specially cooled room or team of analysts, In fact, you. 


can easily tuck the main processor unit, an ALR 


MultiAccess Series 5000e, into a small corner : 


. anywhere in your office. 


In ALR Downsized Enterprise Computing, 


the various departments and- networks in your 






systems. This is made possible through the open 
architecture system which allows you to use the 
world’s most popular operating systems like DOS 
and UNIX within a single system. In addition, you 
can continue to take advantage of the thousands of 


inexpensive off-the-shelf software that are constantly 


being developed. 
T^ ALR Downsized Enterprise Computing can 
be effected at any level, at any time. And only ALR 


can olfer you the 


com plete solution 





| ! — with our wide 
range of intelligent PCs, super multi-tasking, multi. 
processing microcomputers and unique connectivity 
solutions, backed by our reputation for total reliability 
and support. 

" ALR Downsized 
Enterprise Computing. 
Its where the world of 


business computing is 


headed. And ALR can 


take you there. 
a 
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At 33 million, the affluent 
segment of Asia's population 
is a mere fraction of the 
total. However, the enormous 
purchasing power of the 
region's wealthy and their 
rapidly increasing numbers 
make them a group well 

worth a closer look. 
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Money — in all its forms — is one of Asia's favourite subjects. Here, the 
first of three special reports examines how money fits into the lifestyles of 
Asia's affluent class: How they obtain it, spend it and make it grow. 


M I OPTIMISTIC?" ASKS WILLIAM 
Tung, Asian regional manager for Prince, 
the sporting goods company. “I damned 
well better be. Here in Hongkong and 
across Asia things look extremely prom- 
ising for business." 

Half an ocean away in Melbourne, Malaysia-born Ben 
Lee works as an insurance underwriter. His outlook: “I 
have no doubt I will be better off in the future than Iam now 
— the Australian economy notwithstanding." 

What these two men have in common is that they are 
among 3,000 subscribers to the 
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time when many industrialised nations in the West are 
struggling with lingering recessions. 

The Asian region, meanwhile, stands as one of the 
world's great economic success stories. According to the 
International Monetary Fund, nations in the region (exclud- 
ing Japan) are projected to expand at an average annual rate 
of 7.296 throughout the decade. 

Calling Asia a success story is somewhat of a misno- 
mer. It is many success stories. In some cases the plots are 








Life Cycle Profiles 1990 
Source: Asia Market Intelligence 


%Population Above 20 Years Old 


> similar, but each country’s situation is unique which, for 

mU marketers, can make understanding the region a compli- 
ve Fer Capita GDP cated proposition. '* Asia is definitely our major market,” 
= says Daniel Perel, Southeast Asia managing director of 
PBM (Piaget, Baume & Mercier), the Swiss watchmaker. 
"But. because of countrv bv country differences in the 









40% 


Far Eastern Economic Review who participated in a life- 


stvle survev. the results of which will be highlighted in this 


VOLVO DRIVERS 
DESERVE TO 
BE CAGED 


There is only one safe place to put our 
drivers. It's in a cage. 

Not just an ordinary cage. But a cage 
designed to absorb the impact of collisions 
where they most hurt. 

On the side. 

Because that's where you are most likely 
to suffer serious injuries in an accident. One 
in every five accidents happen on the side. 

That is why at Volvo we have developed 
SIPS, our Side Impact Protection System. 

SIPS really is a major breakthrough in 
automotive safety. 

SIPS absorbs the violent energy of a side 
collision and disperses the impact energy 
around the passengers. 


In the diagram, you can see how the 






reinforced floor, roof, door sills and pillar 
redirect the force of the impact. 

SIPS literally puts a protective cag 
between you and danger. Yet you won't fc 
a moment feel caged. 

Not in the new 
Volvo 960. 

With the combined 
features of the new 





3-litre, 24 valve, six-cylinder engine and th 
newly developed 4-speed gearbox that 
electronically controlled, together the 
provide a unique driveline concept. 
Performance that's a pleasure to drive. 
Inside the 960 is pure luxury wit 
electronically adjustable front seats wit 
memory, climate control and leather sea! 
and more. 
But most importantly, it comes standar 
with SIPS. Your safety cage. 
Test drive the new Volv 


960 for yourself. It's a cage yc 





Asia's Affluents: 


maturity of their economies, cultures and exposure to 
foreign products, we have situations where some of our 
products are very much in demand in one country while in 
a neighbouring country it's a totally different story." 
Japan, the most advanced and wealthiest nation in Asia, 
is also the oldest in terms of life cycle. More than three- 
quarters of its population are over the age of 20, the majority 
being older and married. The "greying" of Japan has 
important implications for the country's leaders as well as 
for the rest of the world, 
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yf Age and Attained 
Education by Affluents 
«d i : 


% Post 
age Education $ 


mise national differences. 


less affluent populations of Hongkong, Singapore and 
Australasia. Here, the majority is also married but is mid- 
dle-aged and has growing children. 

Even younger on the life cycle are Koreans and Taiwan- 
ese. The bulk of their populations are just now getting 
married and starting families. In many ways, they are a 
marketer’s prime prospects as they shop for high-ticket 
items such as homes and automobiles. 

Finally, there are the youngest, least affluent populations 
of Thailand, India, China, Malaysia, Indonesia and the 
Philippines. These still developing countries represent both 
many problems and much promise for their more advanced 
Asian neighbours. 

With this kind of diversity in age and income 
—not to mention race, language and culture — 
it might seem a daunting task to try to identify 
any homogenous groups in Asia. 

Despite this, a previous lifestyle survey (spon- 
sored by the Review in 1990) did just that. It 
.. identified small groups of affluent adults in 10 
. countries in the Asia-Pacific region whose atti- 












Singaporeans 47 27% tudes and behaviour revealed significant simi- 
Indonesians 46 33% larities. 

Australians 44 40% Demographic analysis suggested these simi- 
Malaysians 44 23% larities were influenced by their advanced educa- 
HKChinese 43 43% . tion and high incidence of international travel. 
This elite population was given the name Asian 

m o - m Affluents. 
Tee ww W- "My life is very different from that of my 
Filipinos 39 50% parents,” says C.K. Koo, 36, of Seoul. “They were 
S. Koreans 39 35% quite poor but, even so, they worked and sacrificed 
Taiwanese 38 41% for their children’s education. They lived in a very 


Confucian culture in which the value of education 
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"Being affluent 
is one thing, but 
taste is what really 





counts. And it 
comes from maturity 
and exposure 
to imported luxury 
products. " 
educated than their elders. Among the youngest group, the social group. 
Taiwanese (average age 38), 41% have studied at the post- For now they are best defined by their high incomes, 
graduate level. Singaporeans, theoldest group (averageage their increasing leisure time and their inclination for luxury. 
47), had the second lowest percentage — 27% had done If one accepts the hypothesis that Asians are still 


post-graduate work. 

In developing countries, such as Thailand, education 
can lift someone from poverty into the affluent class i 
single generation. 

Dr. Woraphat Arthayukti, 47, is the son of a Thi 
civil servant who “came from a very ordinary bach 
ground." While he was still school age, his father 
was posted to the U.S. "Because of his status in the 
diplomatic service I could go to school abroad and 
receive a quality education. Otherwise it would not 
have been possible." 

Dr. Woraphat went on to achieve a doctorate in 
chemical engineering and today is a director in a major 


multinational company in Bangkok. : 

"Regardless of racial background, the common de- ual dad vitac eee is Mode ea 
nominator among Affluents in Asia is education," says company; that headquarters (most often in the 
Danny Chow, a director of Leo Burnett (Singapore), a US or UK) think he's on an extended holiday 
leading advertising agency. with (too much) pay; and the Asians he works 

"In the past banks like our client Standard Chartered with tolerate him, butbet among themselves on 
used to create basic products like savings and fixed deposit py he's gon be Leyes x 
cwm But as consumers become more sophisticated, ái olo en Bod tfe an d limb, A ifc Doce 
avel and get more education, they move onto another comforts of home... all for The Company. 
level. For them we develop products such as foreign The reality is safely between the extremes 
currency fixed deposits and leveraged bank deposits." as survey results suggest tlifestyles com- 

Many of the dividends from the investment Asians pare favourably with their affluent Asian coun- 
made in education a generation ago have become visible t . 


learning how to be affluent, it helps toexplain why so man 
of them emulate Westerners in their pursuit of luxur 
fashion from Italy; watches from Switzerland: 
cognac from France; automobiles from 4 
variety of European countries are but 





















He's called gaijin... gweilo... 

farang... wai guo ren... te 
He (orshe) isthe expat, and makes 
up about 20% of the survey sample. 
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PERFECTION IN EVERY W/AY. 


At Asiana, we've perfected the art of travel, with a combination of graceful inflight service, 
Asian charm and the most modern fleet of 7475. 
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of US$683,000 compared to 
$565,000 for expatriates. 

The wealthiest group is the 
Singaporeans with total invest- 
ments of almost $1.5 million per 
person or six times that of the 
average Affluent Filipino. Just 
below the Singaporeans are 
Hongkong Chinese with $1.3 
million currently invested, fol- 
lowed by Japanese and Indone- 
sians. 

Stocks are the favoured in- 
vestment vehicle by a convinc- 
ing majority of Affluents; 61% 
of them have equities as part of 


| | tremely popülár in Asia v For 
| marketers, this phemorienon repre- 
| sents enormous opportunity. 
| . Just how many of these Asian 
EE Affluents are there? According to 
| Asia Market Intelligence, a 
| Hongkong market research firm, 
|  usingabasic definition of affluence 
as households with incomes of 
US$2,500 or more per month, there 
| are an estimated 33 million. As it is, 
| dts asignificant group. Whatiseven 
| more appealing. to luxury 
| marketers,the size of this group will 
grow by more than fifty percent — 
| 
| 
| 


to 51 million — by the year 2000. Asian A fl uen tp popu ila T on their portfolios. Land/real estate 
"The Affluents’ singular appeal O is also a popular investment 

lies in the fact that they have the will g row more than 90% (52%). 

money and the inclination to con- in less than a decade. These are the two majorcom- 


sume, to try new products and serv- | ponents of Ben Lee's portfolio 
ices and to set consumption trends. — . which used to also include pre- 
This special report concentrates on attitudes towardand cious metals — but no more. “Got burnt,” says Mr. Lee. He 

use of MONEY by Asian Affluents. Subsequent features favours stocks because “the individual's got more control 
will deal with WORK, LEISURE AND THE FAMILY _ overtheinvestment and normally gets a better rate of return 

and TRAVEL. than investing in funds.” 
| Overall, survey results indicate native Unit trusts (also called mutual funds), joven are 
Asians are slightly wealthier than expatri- — rising in popularity among Asian investors: 20% currently 

ates, with average investment portfolios own them. However, this is less than half the percentage 
(44%) of expatriates who own. 

“Unit trusts have been growing rapidly since 

we began offering them in Hongkong and Tai- 
` wanin 1986,” says Dudley Howard, adirector of 
Jardine Fleming Investment Services and Unit 
Trusts. 
*We've found that three things are necessary 
for them to be successful in a market: first, there 
must be sufficient information about unit trusts 
freely available; second, there must exist the 
statutory freedom to enable citizens to invest 
internationally; third, there must be. a crit 
- mass of wealth, a middle or professional « las is 

— who can see the merit of having their money 
managed by other professionals." 

While investments in real estate and 
foreign currency have similar appeal to 
Asians and expatriates, Asians tend to 
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E. The result? “I think 60% Western and 40% Eastern.” 
Mr. Tung explains his decidedly Western preference 
for unit trusts citing diversity. “With a unit trust I can invest 
in an entire country or region. With individual stocks I'd 
have to spend a horde of cash to be able to diversify,” he 





| says. 

| Investment prefer- 
| ences also differ by one's 
, country of residence. 
Why Invest in onekoa Chinese, 
| collectibles ? Malaysians and Singa- 
! poreans, forexample, pre- 
|! You can't hang fer equities. Filipino 
Affluents opt for land/real 
stock on the wall/ estate and foreign cur- 

rency. 
More Australians and 


expatriates invest in collectibles such as art and antiques 
than Asians do. Alice Piccus, a director of Christie's, a 
leading auction house in Hongkong, suggests one reason. 
"For many Chinese, and presumably other Asians, their 
wealth is relatively new and they are just getting into 
collecting. They own one or two pieces but they don't yet 
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consider that collecting.” 

Why do people collect? “Because you can’t hang stock 
on the wall,” says Ms. Piccus, “and our customers are 
beyond the stage where you fill a blank space with an airline 
calendar. But you can display a painting, porcelain or a 
piece of jade. 

“Collecting is not so much an investment as an indul- 
gence. People buy because they like something and ration- 
alise that it’s a good investment.” 

Ben Lee, married to an Australian, offers a different 
explanation as to why Aussies fancy collectibles. “ The 
Australian culture is geared to look back in time rather than 
look forward. The main reason they appreciate history is 
their lack of it. My wife and her parents really value fine 
china and antique furniture. Me? No interest, no apprecia- 
tion.” 

Getting back to basics could well be many Affluents’ 
current investment philosophy. Land/real estate ranks as 
the top choice among investments being considered. Fully 
half of the sample selected it, among whom is C.K. Koo. “I 
now own my own apartment in Seoul but I also want to 
invest in land in order to build a house ... for my grey 
period,” he says. 








tries where land is abundant 
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rent. 
.. Mikito Ichigawa, 29, is a senior research 

associate for Japan's Mitsubishi Group. He is 
married and lives inarented apartment in Tokyo 
with his working wife. "Yes," he admits, "land 
prices are declining, but they are still too expen- 
sive for us to consider. Besides, in Japan today 
even investing in land can be risky." 

Knowing who within the Affluent family, 
the husband or wife, makes investment deci- 
sions is of interest to the sociologist as well as the 
financier. The survey shows wide variety be- 
tween countries. 

It would appears, in certain countries any- 
Way, one has to take respondents' opinions with 
a grain of salt. In Hongkong 5796 of the married 
men claim they make the family's investment 
decisions. Asked the same question, 70% of 
married women say family investment decisions 
are taken equally. Taken literally this adds to 
127%! 

 Inonly one case, answers by men and women 
were quite similar: 49% of Thai men say invest- 
ment decisions are “equal” and 56% of Thai 
women agree. But in almost 
all other cases, the an- 
swer you get depends 
very much on the sex 
ofthe person you ask. 

Themarried male 
is most likely to take 
investment deci- 


"In Asia, prestige is 
al-important" 


sions either all or mostly by himself 
in Malaysia, Singapore and 
Hongkong and least likely to do it 
solo in Japan and Thailand. Married 


pines and ein two coun- 


and one able, many 
Afh 
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prestige is all-important." Not everyone 
agrees. 
Mikito Ichikawa maintains, "In Japan, 
whether or not someone is interested in the best 
quality or the best value depends very much on 
their age. Younger people don't care as much 
about the very best as older people do." 
Dr. Woraphat offers yet another point of view. 
"If I perceive a product to be luxurious, I would buy 
it no matter what the price. If I were to buy a fountain 
pen, I would go for the very best. If I went for a car, 
however, something I consider more practical, I would 
shop for what my pocketbook can afford. I would go for 
the best value." 
Those to whom the best quality is most important 
include Koreans and Filipinos. Fewer Australians and 
Malaysians, however, agree that shopping for quality with- 
out checking the price tag is for them. 

Another question which evoked varied response was 
whether the respondents would prefer to have more money 
than they have right now or more leisure time. 

Overall, Asians prefer more money to more time off. 
Expatriates, however, come down sq y on the side of 










More Keyboard or Surfboard? 


Prefer Prefer 
More Money More Leisure 





Filipinos 
Malaysians 


indonesians 





Singaporeans 








Japanese 


Koreans 


Taiwanese 
Thais 
HK Chinese 


Australians 





Average Asians : 
i i i t i 
096 20% 40% 40% 0% 





are quite conservative on the subject: 56% strongly oppose 
the philosophy of: “SPEND FOR TODAY.” The most 
restrained are Koreans and Indonesians; the freest spenders 
are Hongkong Chinese and Filipinos. The apparent devil 
may care spirit in these two countries could reflect their 
somewhat unpredictable political situations. 

Expatriates are more likely to “SPEND FOR TODAY" 
than their Asian counterparts. One reason may be a feeling 
of unreality that comes from residing outside their home 

| countries. Then again, it could be the generous expat salary 
| packages many receive. | 

















ASIA IS OUR WORLD 


HONG KONG * TOKYO * SEOUL * TAIPEI * BOMBAY * MANILA * BANGKOK 
KUALA LUMPUR * SINGAPORE * JAKARTA * SYDNEY * MELBOURNE * WELLINGTON 





M. Jardine Fleming 


THE LANGUAGE OF PAN PACIFIC HOTELS. 


The wonderful thing about our 
language is the way it’s expressed. In 
a thousand little ways that show we 


incdercta nd 


A female butler to organise trifling 


details on our Pacific Floor in Johor 


Bahru. And bands that 


restaurants in lakarta 


rove 


Our 


Resorts throughout Asia. 
Sometimes, it's even unspoke 
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Big Screen TV 

Y Video/Laser Disc Player 
Video Camera/Camcorder 
Home Audio 


43% 
31% 
28% 


more leisure. 

Among Affluent Asians, respondents in such develop- 
ing countries as the Philippines and Malaysia vote most for 
more money. More Affluents (though still a minority) in 
advanced countries such as Japan and Korea want addi- 
tional leisure. As C.K. Koo states, “Nowadays, there is a 
clear tendency for my generation of young Koreans to put 
much more emphasis on leisure time than on money.” 

Though everyone in the survey sample is affluent, some 
are better off than others. If one divides them into the Very 
Rich (those with portfolios over $1 million — 12% of the 
sample) and the Simply Rich (portfolios less than $1 
million), it is possible to measure differences in behaviour. 

Both the Very and Simply Rich have diversified port- 
folios, but with more money invested, the Very Rich have 
a greater investment exposure than do the Simply Rich. 
However, the amount of exposure is not uniform. On a 
percentage basis, the Very Rich seem to favour investments 
in foreign currencies and bonds more than do the slightly 
less well-off Affluents. Though more of the Very Rich than 
the Simply Rich invest in unit trusts and precious metals, 
they do not do so at the same accelerated rate as with other 
investments. 

Are the Very Rich bigger consumers than the Simply 
Rich? After all, both groups are prime targets for advertis- 
ers of high-ticket items. Is one more important? The re- 
sponses contain a few surprises. 

Both groups were asked if they intended to purchase 
selected products during the next 12 months: big screen 
TV; car audio; home audio; camcorder; video disc player. 

Results show that in only one product category do the 
Very Rich indicate greater likelihood to buy than the 
Simply Rich. That category is big screen TV. What is 
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Most answer a clear YES — 73% strongly agree that 
their financial situation will improve. While there is agree- 
ment among both Asians and expatriates, there are dispari- 
ties among Asians themselves. For example, Filipinos and 
Thais are most optimistic. Dr. Woraphat is "fairly confi- 
dent,” but after the political upheaval in Bangkok is “a little 
bit uneasy." The already wealthy Japanese and Singapor- 
eans are somewhat less optimistic that things will continue 







EXPECT TO BE FINANCIALLY 
BETTER OFF IN FIVE YEARS 


Definitely/Strongly 
96 










Filipinos 87 
Thais 
Taiwanese 
South Koreans 





Malaysians 
Australians 
Indonesians 
HK Chinese 
Singaporeans 





Japanese 


to get better than they already are, but remain hopeful. Says 
Mr. Ichikawa with characteristic Japanese logic: “The 
future must be better, that’s why we are working.” 
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THe Future is Asia. THE Future is DIGITAL. THE Future is Nokia. 


WE WERE THE FIRST COMPANY TO LAUNCH A DIGITAL MOBILE PHONE IN Europe. We PIONEERED DIGITAL GSM 
(GvLoBAL System ron Mosite Communications) NETWORKS IN Europe. We ARE THE WORLD'S SECOND LARGEST 
MANUFACTURER OF MOBILE PHONES. We're in Asia. We're tHe FUTURE. We're Nokia Mosice PHones 
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Traveller s Tales 


battle-ready unit of New York 
City firefighters wrapped in 
fire hoses jostled their way into 
the din and steambath tempera- 

e of a crowded Ramada Hotel lobby, 
‘oss the street from Madison Square Gar- 
n where the well-scripted Democratic 
rty convention was inching towards its 
nax — Arkansas Governor Bill Clinton's 
‘eptance speech as the party's nominee 
US president. 
The Ramada was the press hotel, hous- 
; full facilities shipped in from the US 
pitol in Washington as well as party and 
npaign press offices, corporate hospital- 
suites and quarters for journalists and 
orted cause-oriented hangers-on. 

A false fire alarm had stopped all ele- 
ors and soon those with business in the 
lding filled the lobby, packed against 
wers of live CNN convention coverage 
1 a throng selecting memorabilia — but- 
is, T-shirts and bumper-stickers that 
‘ered the Clinton-Albert Gore ticket or 
«ed fun at White House incumbents, 
orge Bush and Dan Quayle. 
But, perhaps because this one looked 
? a surprise-free convention and the 
rnalists were thus not under great pres- 
e, or because most others present, con- 
ced that Bush had wrecked the US, 
elled victory in November, tempers did 

flare. Indeed, there was sharing, cama- 
erie and even a hint of e pluribus unum, 

‘from the many, one,” to quote an early 
Yerican motto. 

Two abortion rights activists, back from 
' of their marches, started talking to one 
the firemen. “Are there any women on 

New York fire-fighting force?" one of 

women asked. When the fireman, 
zzled, said yes, the next question was 
ether these women were doing a good 

"They're okay but not outstanding," 
s the answer. Another question: "Is that 
'ause of discrimination or because 
men are physically weaker?" The 
iversation stopped when a colleague's 
1 dragged the firefighter into the crowd. 
^ women looked at each other and 
led. 

With many women candidates certain 
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substance do I mainly attribute the pros- 
perity and growing strength of the Ameri- 
can people, I should reply: to the superior- 
ity of their women." 

In an invocation, a female minister even 
spoke of democracy's "heroes and she- 
roes." The daily newspaper tabloid extras 
screamed, "BILL SURGES!,” “GORE ON THE 
GRIDDLE!,” and finally: “PEROT DOWN, 
CLINTON UP!” Women were, in this lan- 
guage, “UP, UP, UP!” 

Savouring the sweet disorder, | remem- 
bered the phrase “festival of democracy” 
which was what some Asian governments 
called their election processes. This conven- 
tion is more like a festival than most de- 
mocracy festivals | saw in Asia. What to 
me made this one a festival were the as- 
tounding number and scope of activities 





Clinton among the Democratic glitter. 


offered away from the oratory and glitter 
of Madison Square Garden. 

There were the endless state delegation 
meetings as well as caucuses of “hyphen- 
ated Americans” (Black-, Asian-, Asian- 
Pacific- and so on). There were interest 
groups, notably labour. Then there were 
the forums and seminars on topics ranging 
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Many of these had been planned as by 
invitation-only affairs but later openec 
their doors wide when organisers wantec 
added bodies to demonstrate success. Lu 
minaries boasted to reporters how many 
events they had hit the day before. 
managed to go to a party in the city’s chi 
Greenwich Village thrown by well-know1 
filmmakers Christine Choy and Rene 
Tajima and attended by leading Asian 
American “Yuppies” of New York. Lo: 
Angeles city councilman Michael We 
chose this occasion to announce he woulc 
run in the LA mayoral race next year. 
Clinton's all-important speech was long 
and sounded as though it was created by 
committee. The Democratic nomine 
wanted to please all significant groups — 
the domestic ones, at least. He did not for 
get to woo the shell-shocked and some 
times bitter Ross Perot supporters, whc 
had been alienated from the political pro 
cess to begin with and now felt cheated by 
their idol's decision to drop out of the race 
Asian listeners did not find much to re 
joice in the Clinton speech. "We've faller 
so far, so fast, that the prime minister o! 
Japan actually said he felt 'sympathy' foi 
America," Clinton said, and the otherwise 
rapt convention delegates fell silent. 
Clinton also said he wanted "ar 
America that will never coddle tyrants 
from Baghdad to Peking." For its part 
Peking no doubt noticed that Taiwan sent 
the biggest foreign delegation (of 28) to the 
Democratic Party convention, including 
opposition Democratic Progressive Party 
chairman Hsu Hsin-Liang, the second in 
command of the ruling Kuomintang pa 
Hsu Li-Teh and "Ambassador to the US" 
Ding Mou-Shih; that the Democrats 
accepted four "representatives" of Tibet, 
against China's five; and that "heroes of 
Tiananmen" Li Lu and Chai Ling were 
given the convention podium to address 
the delegates. Peking cannot be pleased. 
But Clinton's call for unity at home was 
sobering, as it usually is when thoughtful 
Americans address the question of race — 
for the US is, more than any other country, 
a microcosm of the world and takes that 
question seriously. Criticising politicians 
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Unleashing the lion’s pen 


Wind of liberalisation spawns literary upsurge in the republic 


By Simon Elegant in Singapore 


opal Baratham, writer and some- 

time neurosurgeon, obviously 

delights in the impact his fiction 

is having on his fellow Singapo- 
reans. He seems particularly to enjoy the 
shock created by his latest book, Sayang, a 
sexually explicit novel set in modern-day 
singapore with a plot based in part on the 
life of Jesus Christ. 

“People say it’s a dirty book,” he says 
cheerfully. “My nurses tell me that they 
see schoolgirls on the bus reading it with 
their hands shaking." 

Given the novel's lengthy and detailed 
lescriptions of a wide variety of sexual 
acts, the reaction of schoolgirls in the Re- 
oublic is hardly surprising. What is sur- 
orising, though, is the fact that a 
sexually explicit and religiously 
controversial novel like Sayang 
should be published in Singapore 
at all. Deserved or not, the Repub- 
lic has the reputation of being a 
cultural and artistic wasteland. As 
zne bemused book reviewer in In- 
lia's The Hindu newspaper put it, 
singapore is “a benevolent dicta- 
torship . . .a place where material 
values are the only ones that ob- 
iain"; in short, not “exactly the best 
zrounds for works of art.” 

Times have changed, though, 


PUBLISHING 


and widespread education in English, a 
deeper sense of Singaporean nationality, a 
relatively young population and a per- 
ceived relaxation in government control 
have produced a flowering of English lan- 
guage fiction writing in Singapore over the 
past few years that has seen the publica- 
tion of numerous books of short stories and 
novels, many of them by young, first-time 
authors. The writing varies widely in qual- 
ity, ranging from the provocative, con- 
sciously literary efforts of authors like 
Baratham, to mass-produced books of hor- 
ror tales and ghost stories 
aimed at what one pub- 
lisher describes as the 


; Flaming truth 


— You would never know from its offices 
— that Flame of the Forest is the self-pro- 
ace leader of a revolution in Singa- 

. Located on an industrial 
frase in Yishun, the company's neighbours 


rather than a dilapidated colonial man- 


sion. One of the most stri features that 
distinguishes the company from its staider 
competitors is an unabashed desire to 
make money. 


t" * 















L4 4 


"pimply adolescent market. 
Most of these books have one featur 
common: they sell. "Most Singapore bo 
if not all, are selling well,” says Goh 
Kheng, general manager of Landmark, 
of the smallest of the four main publisl 
houses in the Republic. “There seems t 
a group of people in Singapore who 
go out and buy anything [written by 
gaporeans or about Singapore ]." 

Writers and publishers say that the 1 
willingness of Singaporeans to buy bc 
about themselves has sprung up in : 
because the citizens of this multi-ra 
country are now identifying themse 

as Singaporeans rather thar 
Chinese, Indians or Malays. 
"In the past," says Ph 
Jeyaretham, author and attor 
whose novel First Loves is wic 
acknowledged to have launched 
present wave of writing in Eng 
when it was published in 1987, "it 
lectuals of the three racial gro 
looked back to their motherland” foi 
erary inspiration. "Now they are wri 
in English and about Singapore." 

At the same time, an entire genera 
has grown up for whom English was 
principal medium of instruction in scl 
and the language they are most comi 
able speaking. 

"Our consciousness is post-colo 
now," says Simon Tay, a lawyer who 


sticking to one of the oldest rule: 
business: give the customer what 
wants — som conspicuously 1. 
ing in Singapore publishing until Fl. 
of the Forest arrived on the scene 

years ago. 

. To prove his point, Chacko notes 
Flame of the Forest's first book, Singa 
Ghost Stories, sold 65,000 copies. L 
then, he says, similar books sold « 
5,000 copies. The company was equ 





iblished a book of short stories and is 
'ginning a novel. "It's no longer an 
sue of ‘should we write in English?’ I 
ive no choice. [t's my main lan- 
lage.” 

Another catalyst is a general re- 
xation of government control over 
hat its citizens may read, hear and 
e. When the present prime minis- 











circulates freely in bookstores and sever 
Singapore publishers say they would | 
willing to publish the book today. 

"| just didn't think we would get awé 
with it before,” says Shirley Hew, mana; 
ing director of Times Editions, Sing, 
pore’s largest publishers. 

What writers an 
publishers in Singapo 


are going to do with th 
new-found freedom r 
mains a puzzle, with son 
fretting that the low quali! 
and commercial focus of muc 
recent writing could put off tl 
local reading public. Once tl 
novelty of locally written fictic 
wears off, the argument goes, reat 


r, Goh Chok Tong, took over from 
x Kuan Yew in November 1990, 
> set out to project a gentle, con- 
tative style. 

Rigid censorship of films, for ex- 
nple, was relaxed, precipitating an 
flux of soft-porn movies and a 
mp in ticket sales. Despite some 
icktracking — on-screen nudity is now 







rmitted only if there is "artistic" justifi- . but a ers will turn back to familiar foreig 
tion, leading to the unique rating R (A) roaring names like Sidney Sheldon an 
- there is still a widespread perception Success Barbara Taylor Bradford. 


But others in the industry play dow 
fears that glib commercialism will pc 
son the well of Singaporean fiction. 

"People said Bonnie's [Hicks'] book wi 
the death of the Singapore literary scene 
scoffs Alex Chacko of Flame of the Fore: 
Hicks' publisher. "But you need a critic 
mass before you can develop. If many wri 
ers come forward, if many books are pul 
lished, it will be only a matter of time b 
fore we progress to better writing and g 
novels as good as those written in tt 
West." 

The obstacles on the path to the Gre: 
Singapore Novel are many, however, ii 
cluding the lack of a critical communit 
the possibility that government contr: 
could tighten up again, the fact that wri 
ers must pursue other jobs to support the 
writing, and so on. But publishers, write 
and some readers seem optimistic. 

"The idea is, let's not worry too muc 
who should or shouldn't be included i 
the canon of 'good' Singapore writers 
says Simon Tay. “You have to make mi 
takes to succeed, after all." 


at Goh's government is much less heavy- 
inded in its control of the arts than was 
s predecessor's. 

Given the iron hand the government 
ill maintains on most aspects of life in 


over the publication of fiction addressing 
“political” subjects. Baratham himself had 
his first novel, A Candle or the Sun, consist- 
ngapore, however, some reactions to this ently rejected by Singaporean publishers 
ntative liberalisation are predictably cyni- precisely because it was deemed too politi- 
l. cally controversial. The novel, completed 
"What they really want to keep cen- in 1983, was eventually published in 1991 
ring is political ideas," says writer by a small British publisher, Serpent's Tail. 
iratham, “so the easiest thing to let go is A Candle or the Sun, regarded by many 
NS as the best recent novel by a Singaporean, 
As Baratham knows full well, sex helps revolves around a small and basically 
Il books in Singapore. One recent best- harmless Christian group which becomes 
ller was an autobiography by model  entangled with the Singapore authorities 
mnie Hicks entitled Excuse me, are you a after its members attempt to distribute leaf- 
adel? Despite the relative obscurity of the lets condemning the government's strict 
ithor and the book's anodyne content, it control over all aspects of life in the repub- 
as a roaring success. That success lic. In an eerie case of life imitating art, the 
ompted the 23-year-old Hicks to make plot of the novel proved to have many par- 
T first venture into fiction, the recently — allels to the 1987 arrest and detention of a 
iblished Discuss Disgust, a slim morality group of Christian activists. Indeed, the 
le about the consequences of prostitution plot proved so prescient that Baratham 
id child abuse that is also selling briskly. himself was questioned at the time of the 
Despite Baratham's disclaimer, the gov- arrests by a Special Branch officer. 
nment seems to have relaxed control Significantly, A Candle or the Sun now 


lishers to uce more market-oriented 


rtoons entitled Hello Chok Tong, 
books. Still, despite the increased com- 


ian Yew (see REVIEW, 30 Jan.). The book's 
ild teasing of the country's leaders 


that would have Singapore aping novels 
and stories written in the US and Britain. 
"In a young literary scene . . . we're 


ould have passed unnoticed in many more concerned with content than form," difficulties — such as a long-running dis- 
uuntries, but in Singapore it made book- chimes in Ben Mathew, Chacko's partner pute with the island's main English lan- 
llers so nervous that for a while it was in Flame of the Forest. “The li scene , the Straits Times, that 
dy sold from under the counter. Despite here is very arty-farty. It comes from the threatens to cut off a ion of the 
at im vent, or perhaps partly be- colonial days." company's publicity — Chacko is opti- 
| it, the book sold 40,000 copies in "For a long time [Singapore fiction in mistic that there is plenty of room for 
i first two months on sale. English] has been like school essays,” adds Flame of the Forest to grow, both in Sin- 


How to explain Flame of the Forest's Mathew dismissively, “for [British] public — gapore and internationally. 





Heading west from California 


?acific Asia in the 1990s- 

y Masahide Shibusawa, Zakaria Haji 
Aħmad and Brian Bridges. Routledge, 
ondon. £35 (US$67.50). 

"acific Century: The Emergence of 
Aodern Pacific Asia by Mark Borthwick. 
Nestview, Boulder. US$24.95. 

‘he Pacific Rim Almanac edited by 
Alexander Besher. HarperCollins, 

Vew York. US$39. 95. 


Anyone who at- 
empts to analyse the 
»olitical, military, eco- 
1omic and social reali- 
ies of East Asia is even 
vorse off than the pro- 
rerbial blind men who 
ried to describe an ele- 
Mhant. Not only is East 
Asia large and complex, 
inlike the elephant it is 
dso constantly in flux. 

The three authors of 
"acific Asia in the 1990s 
implified the task by 
naking "economic de- 
relopment, and re- 
"ional and global inter- 
lependence" their ma- 
or themes, paying less attention to other 
»olicy areas. This allowed them to produce 
in organised — but only partially success- 
ul — book geared for specialists. 

The authors show considerable exper- 
ise in culling informative conclusions from 
eams of pertinent economic data. Begin- 
ung with the observation that Pacific 
Asian states registered an average real GDP 
'rowth rate of 8.4% in the 1980s, the 
world’s highest, they provide a statistically 
ich review of how foreign aid, trade and 
nvestment are propelling Pacific Asia to- 
wards "growing global — rather than 
nerely regional — economic integration 
ind interdependence." 

To their credit, the authors demonstrate 
yalanced judgment in as- 
sessing the much touted 
possibility of a "Pacific Cen- 
‘ury.’ ' The resurgence of 
surope in the late 1980s 
wgurs an economically and 
oolitically polycentric 
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example, it warns that “Chinese efforts at 
[military] modernisation — whether they 
succeed or fail — could present dangers" 
to the region. Do the perils include con- 
frontation with Taiwan, or a reckless policy 
of arms sales? The point is left undeve- 
loped. 

Noting "the rising political awareness" 
of the affluent middle classes of the Pacific 
Asian states, the authors perceive a trend 
towards more "pluralistic [politics] but not 
in the democratic mode 
of the West." The issue 
demands more sustain- 
ed analysis. 

Will General Suharto 
widen the circle of elites 
while preserving his 
grip on power? Will Ja- 
pan's one-and-a-half 
party system become 
the political model in 
the region? The recent 
bloodshed in Bangkok 
— along with the Tian- 
anmen Square massacre, 
election foibles in the 
Philippines, and as- 
sorted riots in Seoul and 
Taipei — indicate that 
pro-democracy forces are still effectively 
checked by various ancien regimes. 

Mark Borthwick's Pacific Century is a 
“general guide [for] the non-specialist” that 
surveys political, economic and social 
issues "in ways that integrate the past with 
the present. " The book, creaking and 
groaning under the weight of this very 
ambitious goal, is at times too superficial. 

The first chapter, for example, tries to 
canvass in 58 pages the history of Pacific 
Asia up to the 19th century. Its summary 
of Asian philosophical traditions is breezy, 
with the section on Confucianism failing to 
enumerate the five primary social relation- 
ships (ruler-ruled, father-son, etc.). 

A Leong minor flaw: the university stu- 


dents for whom the book 


is partially intended might 
have profited from a chap- 
. ter or two on the concep- 
-tual and methodological 
issues encountered in 
Asian studies. These range 


the equal weight it gives to historical ¿ 


contemporary issues, and its lack of sh 
biases. Its 13 chapters effectively introd 
the most salient issues, such as the imr 
of Western imperialism, the rise of As 
communism, the nature of political po 
in Asian states, China's modernisation p 
cies, and regional integration on econo 
affairs. Furthermore, at least one thirc 
the text is comprised of commentar 
sidebars and brief essays written by 

likes of Orville Schell, Jonathan Spence i 
Milton Osborne. 

Alexander Besher’s The Pacific Rim 
manac is schizophrenic, scatological — i 
great fun to read. It fulfils its promise a: 
fascinating collection of odd and inter 
ing facts" which reveals “mini-tren 
within fields like Asian marketing, finai 
trade, life-style, ecology and science. 

Surprisingly insightful essays on 
history of the Japanese automobile inc 
try are juxtaposed with snippets about c 
dom use in Australia, with numer 
charts, graphs and appendices summa 
ing the trends. Scholars may disdain 
book, but people in advertising or pu 
relations should find it stimulating. 

m Victor 





Cleaning up 
Japan 


Environmental Policy and Impact 
Assessment in Japan by Brendan F. D. 
Barrett and Riki Therivel. Routledge, Lon 
and New York. US$107. 


The dry tile makes it sound as if 
book is unbearably academic. Not 
Brendan Barrett and Riki Therivel's c 
explanation of Japan's approach to e 
ronmental impact assessment provide 
readable, accessible history of indusi 
development and environmental aw; 
ness in modern Japan. 

By the end of 1985, Japan's Envii 
ment Agency had calculated that clos 
100,000 Japanese people suffered from 
rious pollution-related illness. Why has 
never led to a national environme 
movement? The authors argue that pc 
tion problems have prompted local gro 
to rally around specific public-hei 
issues, but that such local public-he 
concerns ^s provide little momentum for a 
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n implemented more stringent regula- 
ns than the national government. Barrett 
id Therivel summarise the complex array 

EIA guidelines, and offer compelling ar- 
iments that Japan's EIA process has been 
eakened since its inception. The Environ- 
ent Agency's severe assessment of the 
onshu-Shikoku bridges project in 1978 
d other, more powerful ministries (in as- 
ciation with Keidanren) to seek to curtail 
e Environment Agency's power. In 1984, 
e cabinet declared that EIA guidelines 
ould remain advisory, and that the miti- 
ition of environmental impact would rely 
1 industry “self-control.” In 1986, desig- 
ited pollution-control areas were abol- 
ved, and in 1988 the pollution compensa- 
yn law was diluted. Barrett and Therivel 
gue that the EIA process is now used pri- 
arily to coordinate construction activities 
ther than to reduce harmful environmen- 
| impact. 

What has gone wrong? The EIA system 
Japan is modelled after the National En- 
ronmental Protection Act of the US and 
'monstrates, in part, “the difficulty of 
insferring environmental legislation from 
ie country to another . . . without trying 
adapt it to [Japan's] very different politi- 
| context and balance of power." Further- 
ore, current environmental issues, such 

the construction of New Ishigaki Air- 
rt on one of the world's most productive 
ral reefs, have less immediate human 
ipact than did the pollution problems of 
e past. The authors argue that the tech- 
logical solutions that helped solve previ- 
is environmental problems are inad- 
uate for current problems, which will 
quire a change in development policy, 
mething the authors consider unlikely. 

Barrett and Therivel write in a simple 
d straightforward manner, yet never sac- 
ice essential detail. The book is a delight 
read. Of particular interest are the five 
se studies (Honshu-Shikoku Bridge, 
2w Ishigaki Airport, Kansai International 
rport, Trans-Tokyo Bay Highway, and 
voto Second Outer Circular Highway) 
at illustrate Japan's environmental policy 
action. 

The authors are clearly alarmed by the 
p between theory and practice in the EIA 
ocess. The book presents a strong cri- 
[ue of Japan's environmental policy, but 
e authors remain even-handed, accu- 
rely reporting positions contrary to their 
yn. On rare occasions, however, they 
erstep the bounds of objectivity, particu- 
ly in their discussion of the Honshu- 
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Via Utopia to 
nowhere 


The Floating Island by Jules Verne. Kegan 
Paul International, London. £12.95 US$22 


Even if you skip Kaori O'Connor's in- 
telligent Introduction and take Jules 
Verne's The Floating Island at face value as 
one of his most idyllic inventions, you will 
soon be disillusioned. You may think he is 
just indulging in a pleasant tongue-in- 
cheek fantasy, but it soon becomes obvious 
that he is sticking his knife into Americans 
and their way of life. Before long he is 
twisting it in vicious satire. 

In order to do so he has come up with 
the most delightful of his science fiction 
creations, a man-made paradise offering all 
the best luxuries of land, together with the 
advantage of mobility. The Floating Island 
is designed to tour the Pacific for a year at 
a time, always seeking pleasant weather, 
and visiting various beautiful and exotic 
archipelagos. 

Into this extraordinary environment, 
peopled by 10,000 enormously rich Ameri- 
cans, Verne brings the 
members of a French string 
quartet. Calistus Munbar, 
Floating Island's superin- 
tendent, who is a splen- 
didly ebullient and vulgar 
descendent of the entrepre- 
neur P. T. Barnum, tricks 
them into boarding the is- 
land as it lies off the Cali- 
fornian coast at night. Hav- 
ing virtually kidnapped the 
Quartette Party, he then of- 
fers them an astronomical 
sum to stay and give con- 
certs. 

Their arrival gives the 
author an excuse to hold 
forth at some length on the 
wonders of their new home. Four and a 
half miles long by three wide, it has far 
more to offer than even the most sophisti- 
cated cruise ship. Milliard City is an ele- 
gant town with well-stocked shops, hotels 
and restaurants, a casino which acts as an 
arts centre (games of chance being strictly 
prohibited), an observatory and a park 
with luxuriant vegetation. There is also an 
area of countryside, and two harbours, on 
opposite sides so that one will always be 





invention of course), and Verne anticipate 
American paranoia about the dangers « 
smoking with a room from which sanitise 
tobacco smoke is delivered direct to pe 
ple’s houses. “The smoke of the toba« 
burnt in the furnaces of this central estal 
lishment was purified and cleared of nia 
tine and distributed by pipes with amb 
mouthpieces to each subscriber. The sul 
scribers had only to apply their lips and 
meter registered the daily expense." 

The Pearl of the Pacific seems almo 
too good to be true. Everything has bee 
thought of, and anything which cannot t 
produced on the island is carried there t 
a special shipping service. The communil 
is free from crime, gambling and drunker 
ness; the army just exists to protect it froi 
pirates. 

With the exception of the cellist, a bor 
pessimist, the Quartette Party settle to et 
joy their unexpected trip. Their conce 
schedule leaves plenty of time for explo 
ing, and they become avid sightseers, gi 
ing ashore at every opportunity: one men 
ber openly hopes to encounter cannibals. 

Verne treats us to carefully researche 
descriptions of each port of call, based o 
what they must have been like when tk 
novel was first published in 1895. A 

, though the book is set i 
the future, and Verne pr 
jects cunning advances i 
science and engineering, F 
does not bother to imagir 
altered manners and cu: 
toms, which remain tho: 
of the late 19th century. H 
has no such qualms abot 
changing frontiers, thoug] 
and gives the US 67 stars t 
its flag. Canada, Mexic 
and all the other countrie 
north of the Panama Cani 
have fallen victim t 
American expansionism. 

At first both the Floa 
ing Island and the narrativ 
make leisurely progres; 
but though the pace seems lugubriou: 
Verne is already allowing elements of di: 
cord to creep into the story. There are hin: 
of danger from outside and disharmon 
within, and it soon becomes obvious thi 
he is deliberately introducing snakes int 
this Eden. Things move from bad to wors 
with a series of increasingly ridiculous dr: 
mas. By the end even the flimsiest prete 
of subtlety has been discarded, as the foll 
of human rivalry destroys Mammon' 
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Japans former state utilities are weighed down by bureaucratic control 


3y Louise do Rosario in Tokyo 


chiro Tanaka, a 35-year-old bank ex- 

ecutive, recalls spending several un- 

pleasant hours at the offices of Nip- 

pon Telegraph & Telephone (NTT) 10 
years ago when applying for a telephone 
ine. He was made to fill out a multitude of 
orms, and verify each with his personal 
chop. “NTT staff were then very bureau- 
xatic and unfriendly,” he says. 

Recently, he returned to NTT, this time 
© cancel his line before departing for a 
»osting overseas. Smiling staff offered to 
:'omplete the paperwork for him. The en- 
ire process took only 15 minutes. 

Tanaka's experience speaks volumes on 
10W privatisation has helped transform Ja- 
Jan's former telephone monopoly. NTT 
vas one of the three big public enterprises 
"rivatised in the late 1980s; Japan Tobacco 
ind Japan Railways were the two others. 
l'ogether, they employ over half a million 
»eople and generate an annual revenue of 
Yearly ¥14 trillion (US$112 billion), or 3% 
Xf Japan's GNP. 

All three enterprises were "corporat- 
sed" — that is, given company-like status 
ind legal autonomy from their ministries. 
since then, spurred also by deregulation, 
heir services and revenues have improved 
ind workforces have shrunk, leading to 
treater efficiency. 

But there is another side to the story. 
Jecause the government retains majority 
ywnership of all three companies, it still 
nfluences many decisions. As a result, the 
'ompanies managements have been 
'aught in a tug of war: on one side, mi- 
iistries unwilling to relinquish their con- 
rol and politicians pushing pet projects; 
yn the other, shareholders who want prof- 
ts and consumers who demand superior 
iervices. It is little wonder then, that the 
'ompanies have yet to become as competi- 
ive as their rivals. 

At a time when many countries are 


Japan's most prominent business organi- 
sation. 

Of the three companies, only NTT has 
sold shares to the public (the government 
retains a 65.8% stake). After launching 
three successful issues between 1987 and 
1988, the company has had to delay selling 
further stock because of the depressed con- 
dition of the Japanese stockmarket. Japan 
Railways and Japan Tobacco, both ready 
for a stock listing, may have to wait years 
until the market recovers enough to soak 
up their shares. The danger is that in the 





Japan railways waits for stock listing. 


meantime they will remain in a semi-pri- 
vate, semi-public limbo, with no clear lines 
of accountability. 

The move to privatise started in the 
mid-1980s as public resistance to state sub- 
sidies of the railways and tobacco mo- 
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interest payments consumed 51% of 
operating revenues. 

In its former guise, Japan Tobacco, 
cigarette and salt monopoly, also serve 
customers poorly. Obliged to pay F 
prices for tobacco leaves bought from 
panese farmers, it produced cigarettes 
sold for three times the price of inte: 
tional brands. And because of an ineffic 
distribution system, it was obliged to k 
12 months' worth of inventory. 

NTT, similarly, was not losing moi 
But the communications giant came ur 
pressure from consumers and poter 
competitors to relinquish its monop 
The company had failed to keep up v 
the information revolution, beginning 
the 1970s, and continued to rely on : 
enues from regular phone services. 
March 1985, it had Y5 trillion in debt ar 
debt-equity ratio of 1.5:1. 

The then prime minister, Yasul 
Nakasone, skilfully used public opir 
and external pressure to launch the bre 
up of these century-old state assets. " 
timing was good," says Yoshikazu Ké 
president of the Research Institute on 
tional Economy, referring to the pop 
trend of privatisation at the time. 

NTT and Japan Tobacco were corpo 
ised in 1985. Two years later, Japan 
tional Railways was split into a frei 
company and six regional passenger 
companies. The plan was to list these c 
panies on the stockmarket five vears a 
privatisation. 

Consumers have clearly gained a 
result of the twin processes of pri 
isation and deregulation, the latter | 
ing brought new competitors into 
market. They now enjoy lower prices, 
proved services and a wider selectior 
products. For example, a three-minute 
between Tokyo and Osaka that cost * 
before deregulation now can be made 
Y200. 

Railway fares have not been increa 
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re efficient. Having lost its former mo- 


poly, NTT is now locked in a pricing war 
th new rivals such as Daini Denden and 
an Telecom. Japan Tobacco has also 
n losing market share — down to 83.5% 
to foreign brands, thanks to the removal 
most high tariffs by 1986. 
Increased efficiency has led to im- 
oved profit performance. Net income 
the Japan Railways group in the year 
31 March 1992 was Y156.5 billion, 
ee times its profit of three years earlier. 
us improvement, however, is partly 
e to the fact that its astronomical 
ot, now amounting to ¥37 trillion, has 
(n transferred to another government 
dy.) 
Japan Tobacco posted net income of 
».3 billion in the year to March, up from 
x9 billion three years earlier. At NTT, net 
ome nearly doubled between fiscal 1985 
1 fiscal 1989 before dropping back in fis- 
1991 (ending on 31 March) to Y187.4 
ion. 
Among the companies' staff, too, there 
t sense of urgency that they are now on 
ir own. "When we first privatised, there 
s a sense of crisis within the company," 
geru Mizuno, president of Japan To- 
co, said in a recent interview. From now 
he admitted, the challenge is "to help 
r staff develop a sense about the mar- 
Small incidents show how much more 
ponsive the privatised organisations 
ve become. Last August, an elevator 
ident occurred in a train station; the 
¢ day, the railway management de- 
ed on a programme to inspect 74 
er elevators with a similar design. Ac- 
ding to a railway executive, this would 
ve taken at least a year under the old 
ime. 
The quasi-private companies have 
ieved higher earnings by shutting inef- 
ent facilities and by buying parts and 
v materials from cheaper suppliers — 
nething that would have been impossi- 
when they were under full state con- 
l The Japan Railways group has 
itched to buying tyres from Brazil and 
zines from Britain, replacing 
re expensive domestic suppliers. 
Japan Tobacco has automated 
re of its operations, and reduced 
number of factories to 27 from 
in 1985. As a result of its pur- 
ising more foreign tobacco, the 
mber of Japanese tobacco farm- 
has halved to 40,000. 


Parcraacadt meter ner xt hae eo 


trade unions. MET Tobacco intoduced | 


robots in its factories and reduced ‘its 


staff from 35,000 in 1985 to the current 
24,000. NTr's payroll has shrunk from ~ 


313,600 to 250,000 during the same period. 


With their new freedom, the three com- * 


panies have also been branching into new 
businesses. Japan Tobacco has gone into 
food, pharmaceuticals and biotechnology. 
The railway group is busy building shops 
near train stations, ski resorts and travel 
agencies. NTT, meanwhile, is developing a 


. nance decides on all major financial mat 


ters, from dividend payments to the prici 
of each brand of cigarette. 
Another source of unwanted pressuri 


: comes from politicians who continue t 
. launch popular projects via the former state 
. firms. "Politicians have forgotten that thes 


firms belong to the public and not tt 
them," says Keidanren's Tachibana. | 

The construction of shinkansen (bulle 
trains), for example, is often at the centre 
of political Pees: The recent reviva 





34-hectare land bank with private part- 
ners. 

However, these initial forays into diver- 
sified activities are often over-staffed in 
comparison to their competitors, and sev- 
eral have been losing money. 

The flip side of these broad gains is the 
persistence of bureaucratic control. Ac- 
cording to industry sources, the Ministry 
of Posts and Telecommunications still has 
the final say in NTT’s major business 
plans, and tries to play a direct role in per- 
sonnel and financing decisions. For exam- 
ple, NTT has been prevented from chang- 
ing its tariff structure — money-losing 
short-distance calls but profitable long-dis- 
tance calls —- because the postal authorities 
want to give new entrants a chance to grow 


Strong first. 


For Japan Tobacco, the Ministry of Fi- 





of three long-delayed plans for shink 
ansen connections to remote areas show: 
that pork-barrel politics is still very muct 
alive. 

Similarly, Japan Tobacco will have t 
continue buying from domestic tobacc« 
growers for years because of the votes they 
provide to politicians. In another example 
some legislators suggested in a recen 
parliamentary session that NTT should in 
vest more to help boost the nationa 
economy. 

Even when they become truly pri 
vate, analysts argue, the companies wil 
always be looking over their shoulders be 


cause of the so-called OB (old-boy) net 


work. Three of the 13 presidents and chair 

men of the Japan Railways group art 

former Ministry of Finance officials. Simi 

larly, many top positions at NTT and Japar 
Tobacco are held by former bureau 
crats. 

Indeed, as providers of essen 
tial services, the companies are 
likely to be subject to greater-than 
average official supervision ever 

. when they become fully privatised 
The dilemma of how to serve bott 
public and shareholders simul 


onem comes im in atra “doen Scales: diem pus 


Shangri-La hotel 


PENANG, MALAYSIA 


provides 
executive 
travellers 
with 
sustenance 
and 
substance 


As one of Asia's leading hotels, 
Shangri-La Hotel Penang 
understands that the frequent 
business traveller needs to keep 
in touch with what's going on in 
the Asian region. 

That's why it provides executive 
guests with the most 
authoritative publication 
on Asia. The 
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Rich, in reserves 


SA Hongkéng: reveals its robust financial health 


By Mark Clifford in Hongkong 
he Hongkong Government on 15 
July unexpectedly volunteered one 


T of its most-treasured secrets: the size 


of the reserves held in its Exchange Fund. 
As the colony's central monetary institu- 
tion, the fund had foreign-currency assets 
worth HK$225.3 billion (US$28.9 billion) at 
the end of 1991, the second highest in the 
world on a per-capita basis. Hongkong- 
dollar holdings brought the total to 
HK$236.1 billion. 

Although the figures impressed ana- 
lysts, it was the timing of the disclosure 
that proved most intriguing. Was it linked 
to an increasingly tense stand-off with 
China over the cost of the proposed new 
Hongkong airport? Or was it an example 
of the more open style of government 
promised by new governor Chris Patten? 
Nothing to do with either, insisted officials. 

Most speculation, little abated by the 
official denial, centred on the China angle. 
The financing of the airport project is 
stalled while Peking and London negotia- 
tors argue about whether Hongkong can 
afford the showpiece facility. The disclo- 
sure that the fund last year had HK$98.7 
billion in accumulated earnings goes some 
way to undermining that argument. 

At the least, Peking's negotiating stance 
after the publication of the fund's reserves 
should show whether it is deploving the 
financial argument as a facade for more 
political ends. Some observers suggest the 
mainland is using the airport to try to en- 
sure that London does not introduce a 
more representative form of government 
for the colony before it is handed back to 
China in 1997. 

Citing the need to protect the Hong- 
kong currency, which is pegged at a rate of 
7.8 to the US dollar, the territory's officials 


have long declined to reveal the size of 


their non-fiscal reserves. Recent monetary 
reforms, including the ability to impose 
negative interest rates, have strengthened 
the fund's hand against speculators betting 
on à currency revaluation. 


At the end of 1991, the territory's cur- 
v e af LIV CWE 2 illie 


ternen tha 


transferred to it by the government tot: 
HK$69.8 billion at the end of last year. 
government is promised a specified i 
est rate, believed to be low, which is ki 
to international sovereign risk rates. 
fund keeps any additional profit it mé 
Another source of money comes | 
the territory’s two note-issuing ba 
Hongkong Bank and Standard Chart 
Bank are obliged to deposit US$1 witl 
Exchange Fund for every HK$7.8 the 
sue. The banks receive no interest fron 
government, but profit by lending 
money to their customers. The fund in’ 
this interest-free money, which tot; 
HKS$46.4 billion at the end of 1991. 
Most of the fund’s money is held ii 
dollars. Thanks to the peg, the excha 
rate risk to the Hongkong Governme 
eliminated. The bottom line is an env 
one: the fund has increased its accu 


Comfortable cushion 


at 31 December HK$ billit 
1986 19. 
Foreign currencies 84.7 | 22! 





lated earnings at an average annual ı 
pound rate of 20% since 1986. 

The revelation of the size of the resc 
has rekindled a debate about the linl 
tween the Hongkong and US dollars 
though the link has stabilised the H 
kong currency during political tun 
critics contend that it would be more 
istically valued if pegged to a bask 
currencies. For now, the prevailing 
seems to be that the system works and 
to tinker with it would be to invite tro 
Surprisingly, analysts in Hongkong 
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“ross currents 


alaysian dam battle produces tentativésgtá&e; zos ^. 


Doug Tsuruoka in Kuala Lumpur 


ccording to a Malay proverb, the 
\ time to bend a shaft of bamboo is 

when it is young and green. The 
ing appears to have been taken to heart 
the ruling Islamic party in the state of 
antan. By striking early, it is claiming 
tory in its battle with the federal gov- 
ment over an unfinished M$1.8 billion 
$720 million) hydroelectric project. 
State officials on 15 July ordered the re- 
val of wooden barricades with which 
y had blocked all roads leading to the 
n. They say they mounted their 11-day 
test because Kuala Lumpur was close 
eneging on an agreement on how much 
antan would be paid for the use of its 
ier. But, victory or not, the confronta- 
! could prove ominous for Kelantan's 
estment climate. 
The hydroelectric project on the Pergau 
r, near the Thai border, has been the 
1e of a stormy face-off since Parti Islam 
5) swept to power in Kelantan in elec- 
is in October 1990. Kelantan is the na- 
“s dominant Malay state and its loss to 
Islamic opposition party was a blow to 
ruling United Malays National Organi- 
on (Umno). 
Work on the 600-megawatt power plant 
an in mid-1991 and is expected to be 
ipleted in 1994. Private engineering ex- 
's and environmentalists have claimed 
: there is only enough water at the site 
ccommodate a much smaller 150-MW 
ver station. Some critics fear the project 

dry up the water supply to down- 

am farming areas for most of the year 
VIEW, 18 June). 
jut the most controversy revolves 
ind money. After Pas took office, one 
ts first moves was to review a tacit 
ement covering the project between 
nationwide electricity supplier Tenaga 
ional and Kelantan's previous Umno 
ernment. State officials led by new chief 
ister Nik Aziz argued Kuala Lumpur's 
inal offer to pay M$1.2 million a year 
he state's water was too low. 
'as demanded that the entire package 
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contractor, Kerjaya-Balfour Beatty, which 
had been stored outside the site. 

The action was called off after Finance 
Minister Datuk Seri Anwar Ibrahim and 
other cabinet members flew to Kelantan to 
defuse the crisis. Sources say Tenaga 
Nasional chairman Ani Arope later agreed 
to increase the compensation to be paid to 
Kelantan to a level considered acceptable 
by state officials. 

Pas' sudden decision to renew the 
blockade on 4 July caught federal officials 
by surprise. All work on the dam stopped 
for 11 days, resulting in unspecified losses 
and the lay-off of more than 500 workers. 

Chief Minister Aziz charged that a 
memorandum of understanding covering 
the compensation issue had been signed 
between the state and Tenaga in March, 


Pergau dam project 





but that Anwar had delayed signing the 
agreement on behalf of federal officials. 
The finance minister denied any agreement 
had been signed with Tenaga officials. 
Cabinet officials were preparing for an- 
other drawn-out confrontation with 
Kelantan, when Aziz quickly called off the 
roadblocks on 15 July. The federal govern- 
ment had earlier intimated it would pay 
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. N ent say that Aziz never intended t 
danger a project that will create up t 
jobs in a depressed area. 
Me believed, however, that it would be 
er to wring money out of state official: 
øw rather than when the dam is com 
leted in two years’ time. "I'd say the 
whole thing was a stunning victory for Nil 
Aziz," says one veteran political observer 
^He did the most he could by blocking th« 
roads and then wisely pulled back." 

Prime Minister Datuk Seri Mahathii 
Mohamad warned on 16 July that state of 
ficials had one month to produce a letter 
promising that they would take no further 
action to impede the project. He alsc 
wanted Kelantan to share the costs in- 
curred by the project's disruption. 

Without such concessions, the dam 
project might be scrapped, said the prime 
minister. Aziz at first stonewalled, saying 
such guarantees were not necessary. Bul 
other Kelantan officials have quietly con- 
veyed verbal assurances to Kuala Lumpur 
that there will be no further disruptions. 

The row over Pergau could dash hopes 
of further collaboration on projects de- 
signed to benefit Kelantan, and perceptions 
that the federal government has been 
maintaining an unofficial economic block- 
ade of Kelantan are worrying foreigners 
already invested in the state. 

Kelantan is one of the worst performing 
states in terms of new investment. Accord- 
ing to a report by the Malaysian Industrial 
Development Authority, two new manu- 
facturing projects were approved for 
Kelantan in 1991, against three in 1990. This 
compares with the 214 and 156 projects 
approved last year in the states of Selangor 
and Johor respectively. Pas spokesmen 
claim investment capital is being diverted 
to other states by federal officials. 

The latest clash over Pergau is also stir- 
ring rumours about the political future of 
Datuk Seri S. Samy Vellu, the minister for 
energy, telecommunications and posts. He 
is currently the target of an investigation 
into the alleged misappropriation of 9 mil- 
lion shares in Telekom Malavsia. 

According to some observers, the shares 
scandal could result in Samy Vellu's re- 
moval from the key utilities post. But now 
that Pergau's schedule has been set back 
and the project faces serious cost overruns, 
some believe Mahathir may consider re- 
taining the embattled minister to help 
"clean up" the project. 

Mahathir hinted as much in a press con- 
ference on 16 July, in which he stressed 
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Mexican stand-off 


Asian companies remain cool on free-trade pact 


By Freddie Balfour in Mexico City 


W hen Mexico began negotiating 
the North American Free Trade 
Agreement (Nafta) with the US 
and Canada a year ago, it had high hopes. 
The country envisioned Asian investors 
rushing to its relatively low-cost shores at 
the prospect of duty-free access to its north- 
ern neighbours. The response, however, 
has been tepid. 

Japanese companies already in Mexico 
are showing all the urgency of a tea cer- 
emony. Having already exploited oppor- 
tunities along the US border in the latter 
part of the 1980s, they are showing charac- 
teristic caution until the benefits of free- 
trade become more certain. Although these 
companies do not totally discount Nafta, 
they believe Mexico will become an in- 
creasingly prosperous market in its own 
right once free-trade is established. 

Investors from Taiwan and Hongkong 
are mainly sticking to the side- 
lines. Mexico's all-play-and-no- 
work image is a turn off for 
them, especially as opportuni- 
ties can be found much closer 
to home in the booming 
economy of southern China. So 
far, only South Korean com- 
panies are clamouring to set up 
businesses to use as spring- 
boards to the US and Canada. 

As negotiations on Nafta en- 
ter their second year, it has be- 
come clear to Mexican officials 
that most Asian investors are 
holding out until the highly po- 
litical question of local content 
is resolved. Fearful that Nafta 
will turn North America into an 
exclusionary trading bloc, they 
are waiting until negotiators decide what 
percentage of regionally sourced parts they 
must use to qualify for duty-free trade. 

Although a draft agreement is expected 
by September, it appears likely a final ver- 
sion will be delayed until after the US 
presidential election in November, push- 
ing a signing date well into 1993. Once 
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its own right that would prosper and grow 
as a result of free trade. "I think that in- 
vesting in Mexico to serve [just the US and 
Canadian markets] is not such a good 
idea," Takeda says. "The key [to invest- 
ment] will be the increase in the domestic 
market." 

Eventually, that is. There is strong re- 
sistance to the idea of investing in Mexico 
by companies in Japan, and it will take 
more than Nafta to persuade them. Despite 
the efforts of Mexican President Carlos 
Salinas de Gotari and his elite corps of for- 
eign-educated technocrats to convince the 
world Mexico has shed its protectionist co- 
coon, his country is still beset by infrastruc- 
tural problems and poor quality suppliers. 





Slow Asian response to the charms of pre-Nafta Mexico. 


Any hopes by Japanese companies of prac- 
tising kanban, or just-in-time inventory 
management here, are best abandoned at 
the US border. 

Local sourcing poses the greatest obsta- 
cle for potential Japanese overseas inves- 
tors, which tend to be involved in high- 
end activities with exacting requirements. 
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Japanese who are here think now i: 
time to come,” Mitsubishi's Takeda 
"but we have no capacity to convine 
people back home.” 

Washington-based consultant F 
Balance, who has given seminars i 
pan on Nafta, agrees. “The Japanese a 
simpatico with the Latin American 
ture. Right now, Mexico is not one c 
high countries on the Japanese r 
scope." 

Meanwhile, Japanese investme! 
Mexico has slowed to a trickle. In the 
11 months of 1991, Japanese companii 
vested only US$80 million, primari 
consumer electronics and auto parts. 
figure, less than 4% of the US$3.2 billi 
total Japanese foreign investment in th 
riod, is miniscule compared with 
US$2.3 billion invested by the US 
country’s leading foreign investor. 
the continuing cash crunch in Japa 
vestment flows are likely to be 
smaller this year. 

But Mexico has never been po] 
with Japanese investors. Total Jap: 
investment in the country amoun 
US$1.9 billion, or less than 0.5% of Ja: 
overseas interests. In comparison, Japi 
investment in Brazil totals nearly U 
billion. Most Brazilian projects, how 
are large-scale ventures in the priman 
tor, whereas Mexican in 
ments are mostly in man 
turing. 

Nissan Motor is the 
important Japanese invest 
Mexico, accounting for 
than 50% of all investment 
Japan. Nissan, which has | 

presence in Mexico City 
1961, began building a se 
plant three years ag 
Aguascalientes, about 200 
metres from the capital. 
new factory will doubli 
auto maker's 100,000-vehic 
pacity in Mexico, all of wh 
sold domestically. 

Shoichi Amemiya, N 
Mexico's president, made 
liberate public declarati 

1991 that the company has no intenti 
selling any vehicles to the US or C: 
when the new US$1 billion plant sta: 
later this year. Plans call for selling 1* 
vehicles in Mexico, shipping 35,000 

pan and selling the remainder to 

Latin American countries. Because th« 
maker is focusing on the Mexican m 
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the maquiladora, or in- 
nd, programme in 
lich duties on exports to 
> US are assessed only 
the value of non- 
nerican-made compo- 
nts. 
Nonetheless, it will be 
ne time before there is 
other wave of Japanese 
restment, especially if 
'anese banks have their 
. The banks, still smart- 
; from the 1989 Brady 
in, have vowed not to 
: burnt a second time. 
ider the plan, which is 
med after US Treasury 
retary Nicholas Brady 
1 which involved a restructuring of 
'XICO's external debt to commercial 
iks, Japanese banks were forced to ac- 
t a 35% reduction in principal. 
Japanese banks have other reasons to 
cautious. They point out that more than 
o thirds of Mexico's US$11.2 billion cur- 
it-account deficit in 199] was financed 
capital invested in the stockmarket and 
t-term instruments, much of which 
ne from repatriated flight capital. Even 
iservative estimates project the current- 
ount deficit to swell to more than US$17 
ion and the Japanese believe the peso 





In Hong Kong, travelling 
executives enjoy a host of 
privileges and advantages 
on Dynasty Club floors. 

Privileges such as com- 
plimentary breakfasts. 
Evening cocktails in the 
sanctuary of a private lounge. 
And the comíort of extra 
amenities. 

Advantages like a con- 
cierge who understands 
local practices and execu- 
tives’ needs. Who can assist 
you with everything from a 
hairdresser to a private jet. 

Now you can be sure of 
executive lifestyle and con- 


venience next to each 
of Hong Kong 's three T2. A 





Salinas: problems remain. 


has become overvalued. 

As chief architect of 
Mexico’s economic pro- 
4 gramme since taking office 
* three years ago, President 

Salinas has slashed gov- 
ernment spending and im- 
proved tax collection. He 
has also pursued an im- 
pressive privatisation cam- 
paign in which the govern- 
ment has unloaded all 17 
state-owned banks, two 
airlines and Telefonos de 
Mexico, the national tele- 
phone company. 

In 1991, Mexico's GDP 
grew 3.4% from a year ear- 
lier. And as proof of its re- 
stored creditworthiness, the country last 
year raised more than USS5 billion in for- 
eign security and bond issues. Earlier this 
year, Mexico bought back US$7.2 billion of 
its publicly held foreign debt, which now 
stands at about US$73.2 billion. 

In a concerted effort to woo foreign in- 
vestors, Salinas has increased allowable 
foreign ownership to 100% from 49% and 
has lifted restrictions confining foreign 
companies to locate within 32 km of the 
US border. (Nissan’s Mexico City plant 
was built before the imposition of this re- 
striction.) He has also streamlined the for- 
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DYNASTY CLUB. THE HOTEL WITHIN A HOTEL. 


eign-investment application process so tha 
90% of all projects receive automatic ap 
proval within 45 days. 

But these reforms were introduce 
through regulations and not law. As a re 
sult, the restrictive law governing foreign 
investment theoretically remains in force, . 
situation that must be rectified before nev 
Japanese investors will give the green ligh 
on Mexico, Mitsubishi's Takeda says. 

Further, though many bureaucratic ob 
stacles to investing in Mexico have beei 
removed, foreigners still find it a frustrat 
ing place to do business. 

The poor quality of Mexican supplier 
is a universal lament among foreign inves 
tors. Even plastic bags must be importe 
from the US. Raoul Alfaro, a fluent Japa 
nese speaker in charge of the Asian divi 
sion of the Mexican Foreign Investmen 
Board, says much of the fate of foreign in 
vestment depends on the ability of suppli 
ers to improve the efficiency of their opera 
tions. 

Nissan is a case in point. Even thougl 
the auto maker has built a network of 17t 
companies to protect it against supply ir 
regularities, the company keeps tw« 
months' inventory. Shigeru Takagi, direc 
tor of development of Nissan's new plant 
says, "I would transmit my desire tha 
some suppliers with sufficient technica 
capacity to come here." 












Several Japanese auto parts manufactur- 
ers have heeded Takagi's call, repeating 
the worldwide pattern whereby Japan- 
ese suppliers follow their big clients 
abroad. Several companies have set up 
shop near Nissan's plant in Aguascalientes. 
Among these companies are Tashi-5, a seat 
manufacturer; NSK Autoliv, a seatbelt 
maker; and Sanoh Industries, a maker of 
brakes and fuel lines. Kantus Mexican, 
owned by Kanto-Seiki, will complete a 
US$30 million plant this year to make in- 
strument panels for Nissan, its sole cus- 
tomer. 

The reason for these compa- 
nies setting up shop in Mexico 
is Nissan, not cheap labour. La- 
bour costs are around US$200 a 
month, compared with US$120 
in Thailand, US$110 in south- 
ern China and US$60 in Indo- 
nesia. In the overcrowded bor- 
der area with California, em- 
ployee-turnover rates are about 
15%, and Nissan’s Amemiya 
says greater supervision costs 
tend to offset savings from low 
wages. 

While it may be some time 
before Japanese companies in- 
vest in high numbers, some 
companies are already pursu- 
ing low-risk, Nafta-proof infra- 
structural investments. Mit- 
subishi Trading has entered a venture with 
the Federal Commission of Electricity to 
build a US$1.3 billion power plant. Mitsui 
Engineering may also agree to a long-term 
arrangement with Petroleos Mexicanos, the 
state oil company, to develop secondary 
petroleum products. 

At least one Hongkong-based investor 


Japanese companies respond to incentives with caution. 


shares the Japanese long-term view. Says 
Len Dunning, who is also the representa- 
tive in the colony for the Mexican state of 
Baja that borders California: “I am putting 
my money where my mouth is, where my 
promotional effort is.” 

His company, Dunning & Associates, 
and another Hongkong investor have 
teamed up with Mexican industrialist 
Carlos Bustamente in a 50-50 joint venture 
in Tijuana on the California border. The 
new company, Matrix Aeronautica, plans 
to develop a US$250 million jet-engine 
maintenance and freight-handling facility 





at the city’s airport. The initial stage of the 
project, estimated to cost US$30 million, is 
to be completed by June 1993. 

Most Hongkong investors are more 
hesitant than Dunning, though some are 
beginning to seek investments in Mexico 
in anticipation of Nafta. 

Maria Cheung, who owns Ying Yu 





Metals in Mexacali on the California 
der, says she formed the company spe 
cally to sell to the US market. The cor 
ny’s US$1 million plant makes autom« 
mufflers with parts almost entirely sou 
in North America. As a result, she 
Nafta’s local-content rules will not a 
her operations. 

For Lawrence Fang, owner of Hi 
kong-based Fang Knitting Mills, the 1 
appeal of Mexico lies in the availat 
of unused textile quotas to sell to the 
Fang built a US$2 million mill in 
Yucatan peninsula nearly 2,400 km | 
the US border several mo 
before there was any hir 
Nafta. He complains that 
ductivity at the Mexican ir 
inferior to his facilities in C] 
but he can save about 25' 
the FOB price on Mexican-n 
garments because of free 
tas. 

Taiwanese investors 
putting out their feelers, 
some companies have alr 
built factories in Mexico. 
though Taiwan does not 
diplomatic relations ` 
Mexico, more than 2,000 : 
nessmen from the island 
taken fact-finding trip 
Mexico in the past two y 
according to Arturo Wan; 
rector of the semi-official China Ext 
Trade Development Council (Cetra) « 
in Mexico City. 

Wang says it is difficult to gauge 
wan investment in Mexico because it 
ally comes through US subsidiaries 
does know that Delta Electronics man 
tures power switches in Nogales 
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erry Tech International makes toys and 
ctric fans in Tijuana. 
Where investors from Japan, Hongkong 
d Taiwan have been cautious, com- 
ds from South Korea have been cava- 
. “We are not so very much like the 
zanese,” says Gun Young Kim, manager 
the Korean External Trade Development 
'uncil. “We are much more aggressive.' 
ds has been demonstrated not only in 
exico, but in Central America, where 
uth Korean textile companies are taking 
vantage of generous quotas to the US 
arket. 
South Korean companies, in apparent 
regard for the possible obstacles that 
ifta could represent, have been massing 
the US border. Their interest in Mexico 
s been gathering steam since the US 
thdrew South Korea's most-favoured- 
tion trading status in 1989. They view 
»xico as an ideal base from which to 
inufacture electronics goods, leather 
ducts, textiles, automobile accessories 
d furniture for export mostly to the US. 
Nafta goes ahead, they say this strategy 
uld be enhanced. 
Mexico achieved an even higher profile 
th South Korean industrialists in Sep- 
nber 1991, when President Roh Tae Woo 
ited the country to further develop eco- 
mic ties. "Now the South Koreans are 
ning in droves,” says David Cramer, 
keting manager of San Diego-based 
tsui Kensetsu Engineering. 
In 1991, South Korean investment in 
xico totalled US$57.5 million, up 
aply from US$8.4 million three years 
lier. The largest investment is Hyundai 
2cision Instrument’s US$30 million 
itainer factory on the California border. 
e Lucky-Goldstar and Samsung groups 


have also built factories to make Tvs. 

One of the corporate generals spear- 
heading the South Korean campaign into 
Mexico is Yeong Yeol Lee, head of the 
Daewoo group's operations in the country. 
"There are great opportunities for devel- 
oping industries [in Mexicol,” Lee says. 
“This kind of environment is very stable, 
and country risk has been eliminated.” 

In 1991, Daewoo's electronics arm built 
a US$10 million factory along the Califor- 
nia border that will manufacture 500,000 
TVs annually. The company is constructing 
a US$10 million leather-garment plant in 
Nogales on the Arizona border. 

Most Asian companies, however, still 
dismiss Mexico as a sensible place to in- 
vest. The all-play-and-no-work image of a 
manana society could hardly be more dif- 
ferent from the industriousness found in 
their own region. 

Johnathon Law, head of International 
Direct Investment at the Singapore Eco- 
nomic Development Board, says the ques- 
tion of whether Nafta will be protectionist 
is not the real issue to investors in the is- 
land republic. “The question is whether 
Singapore people would go [to Mexico], 
where they don't even speak the lan- 
guage," he explains. "Why not concentrate 
back home, where the prognosis for Asia- 
Pacific growth is quite bullish?" 

Ultimately, Mexico is a country rich 
with possibilities for business success as 
well as for frustration. Says Cetra's Wang, 
who was kept waiting three hours to speak 
with an official from a Mexican Govern- 
ment agency: "Mexico could outperform 


the tigers [South Korea, Taiwan, Hongkong 
and Singapore] if only they would learn to 
adjust their mentality. But first, they must 
learn promptness." a 


TRADE 


‘Textile 


adventurers 
south Koreans flock 


to low-wage zones 


new global hybrid has taken roc 
in Central America. In their world 
wide search for opportunities 
South Korean apparel companies have cre 
ated a strain that combines capital and ex 
pertise from South Korea, cloth from th 
US and local workers who stitch togethe 
brandnames like Liz Claiborne and Gap. 

The genesis for this variety of assembly 
which is known as maquiladora throughou 
Latin America, is mostly easy access to th 
US market thanks to the Caribbean Basii 
Initiative (CBI), a programme started by thi 
Ronald Reagan administration to develo; 
the region’s economies. 

The programme allows 22 countrie 
duty-free access to the US for most prod 
ucts and allows for tariffs only on valu 
added for the remainder. To qualify, loca 
content from the CBI or the US must be a 
least 35%, and apparel quotas — wher 
they apply at all — are generous. 

The programme has been a boon fo 
quota-hungry South Korean companies 
which account for 95% of all foreign 
owned textile factories in Guatemala. Sout! 
Korean investment in Guatemala soared t 
US$55 million last year from US$3.3 mil 
lion in 1987, all of it in the textile sector 








The Samsung group is the largest investor, 
with more than US$5 million invested in 
five factories. 

Hongkong and Taiwan companies have 
not followed suit, generally preferring to 
invest closer to home in China as well as in 
Indonesia or Thailand, where there are 
many ethnic Chinese. Except for northeast- 
ern China and Japan, there are few ethnic 
Koreans living outside South Korea. Con- 
sequently, for South Koreans, Central 
America is no more foreign than most 
Southeast Asian locales. 

CBI apparel exports to the US grew to 
US$2.6 billion in the first 10 months of 
1991, up from US$1 4 billion in all of 1988. 
In contrast, apparel exports from South 
Korea, Taiwan, Hongkong and Singapore 
eased to US$9.3 billion from US$9.4 billion. 
Guatemala outdistanced its neighbours, 
achieving a 320% growth rate in the 10- 
month period, compared with a 180% in- 
crease for the CBI region overall. 

While South Korean textile companies 
have built plants in other Central Ameri- 
can countries, Guatemala has clearly been 
the country of choice, for more than 70 
manufacturers. In addition to offering 
cheap US$2-a-day wages for workers, the 
country has a 10-vear income-tax holiday 
and a more temperate climate than other 
Central American countries. Also, quotas 
exist only on women's and men’s cotton 
pants, though under a US plan called 
Guaranteed Access Levels, manufacturers 
can seek quota increases at any time. 

There is no law to deal with foreign in- 
vestment in Guatemala, and until recently, 
authorities conveniently looked the other 





way when immigration or labour problems 
arose. However, the government last year 
began to clamp down on South Korean 
companies following an investigation by 
the Labour Ministry. The probe examined 
complaints by workers about South Korean 
managers. Alleged labour-code violations 
ranged from locking factories, to prevent 
workers from leaving before quotas were 
met, to striking employees. 

Four South Korean companies — 
among them a Samsung subsidiary — 
were charged with mistreating workers, 
but were acquitted when none of the em- 
ployees appeared to testify. Nonetheless, 
several South Korean workers left the 
country because of the investigation. 

Partly in reaction to the labour trouble, 





South Korean companies have begu 
move outside the capital, G uatemala | 
where a large pool of unemployed 
potentially more docile labour exist 
Korean-American entrepreneur is buil 
a US$12 million industrial park about 
hour from the city exclusively for S 
Korean companies. 

But many South Korean compa 
want to start with a clean slate elsew] 
Nack Kim, a South Korean who has « 
ated two 600-employee maquilador: 
Guatemala since 1989, complains that 
getting pretty tough to attract labour. 
has recently located a factory in Hond 
where more than 30 South Korean : 
panies have set up operations. 

m Freddie Bz 








00 D stro 1 o too long 


lwan exporters rail at rising currency 


ndrew Tsu suel is is angry at the Central 
Cu Bank of China, Taiwan's central 

bank. The toy maker, who has had 
close three of his five factories on the 
ind, says the bank's willingness to allow 
. New Taiwan dollar to strengthen has 
ly ruined export-oriented manufactur- 


"It's gotten to the point that the export 
ustry feels the situation is hopeless," 
s Tsuei, chairman of Easteam Interna- 
ial Co. and a director of the China Ex- 
nal Trade Development Council. 

Manufacturers in labour-intensive in- 
stries such as textiles, footwear and lug- 
se have carried their protest against the 
tral bank's monetary policies all the 
y to its outspoken governor, Samuel 


Exporter's nightmare | 


eh, and to cabinet ministers. But their 

aence is weak. 

"The reason you don't hear many 

‘es protesting now is that many com- 

ies have already been killed,” Tsuei 
"and those who could have already 

ved out.” In looking for new opportu- 
s, Tsuei may expand to Eastern Eu- 





could hit NT$24 by December, original- - 
equipment manufacturing in the electron- 
ics sector is being hit as hard as labour- - 
intensive industries. Profit margins in the : 
computer industry, for instance, have fallen | 
virtually to zero because of high labour | 
costs and competition from China and | 


Southeast Asia. 


“This. is a natural phenomenon," says - 
Guo Wen-jeng of the Chung Hwa Institute - 
of Economic Research. "It will produce - 
some shocks in the short run, but in the | 
end, it will create a better environment for | 


industry." 


Nonetheless, the disruptions have gen- | -= 
erated criticism of the central bank's poli- | 
cies of fighting inflation by raising interest - 
rates, tightening credit and allowing the - 
NT dollar to appreciate. In addition to |. 
pinching exporters, they have caused com- | 
panies that operate factories in China to | 
cut sharply their procurement of goods | 
and components from Taiwan because of | 
high costs. This is reducing the depend- | 
ency on the island of these factories, re- - 
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flected in a one-month drop of Taiwan's |. 


exports to Hongkong in May for the first |- 


time in three years. 


If this trend continues, it could cause | 
additional factories on Taiwan to close and _ 
could bring more drastic changes to the is- E 
land's trade structure. “Whether our ex- | 
change rate is NT$27.5 or NT$24.5, we still | | 
can't compete with mainland China Or | 


eX 


Southeast Asia," Guo says. 


Along with complaints from business- | 
men about the afflictions of a strong cur- - 
rency, the central bank has received criti- - 
cism of an opposite kind from the US, Tai- . 


wairs main trading partner. In a report on 
foreign-exchange rates published in May, 
the US Treasury alleged that Taiwan is 
manipulating the NT dollar-exchange rate 
to reduce upward pressure on the currency 


and to maintain international competitive- || 


ness. 


As evidence of manipulation, US Treas- || 
ury officials have complained about Tai- | 
wan's rising foreign-exchange reserves, || 


which amounted to US$84.5 billion in May, ||.3 


and to the country's trade surplus, which || 
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the US Treasury report. - n | 
< Central Bank. governor Hsieh strongly 


“denies the manipulation charge. In a press | 


- release immediately after the US Treasury 
report was published, he disputed Wash- 
-ington's interpretation of Taiwan's foreign- 
Dupin e position yu. trade surplus. 

| elp rail criticism in Taiwan, 












-paper on the central bank's monetary 
_ policy. The document explained the bank's 
"independence and its responsibilities for 
.setting monetary policy. 

~ [nan effort to deflect complaints from 
the US, the central bank's deputy gover- 
“nor, Yu Chen, went to Washington in July 
-for talks with Treasury officials. He report- 
-edly failed to achieve an agreement on the 
-exchange-rate issue. 

^. In an interview on 20 July, Hsieh said 
-he had told US Treasury Secretary 
Nicholas Brady "their report was unfair." 
-He said the rising value of Taiwan's for- 


¿the price of the local unit. Among other 


reserves were held in Deutschemarks and 


-. yen, which have been appreciating against | 


the US currency. Hsieh said annual inter- 


est payments of more than US$4 billion | 


also helped to expand the reserve cache. 


Hsieh said slowing inflation was the | 


key to the central bank’s monetary policy. 


With the country’s money supply growing | 
at 17-19% annually and with large-scale | 
government spending on a six-year deve- - 


lopment programme, however, inflation- 


.ary pressures are strong. Consumer prices | 


-rose an annualised 6% in April and May, 


-causing the central bank to raise its. dis- l 


: count rate 0.25 percentage point to 6.125%. 


.. While consumer prices rose only 5% in - 
:June, the increase was well above the | 


_ bank's 3.5% target for this year. Hsieh said 


-speculation on the NT dollar was contrib- | 
“uting to the upward pressure on prices. He | 


` said the speculation was being fuelled by 
the disparity between US short-term inter- 
-est rates, which are as low as 3.5%, and 
. prime rates in Taiwan of more than 8%. 

5. In fune, Hsieh announced credit-tight- 
cening measures to ease inflation, but with 
715 highly capitalised private banks open- 
-ing their doors this year, it will be difficult 
- for the central bank to control credit. Says 


-Liu Bang-dien of the Taiwan Institute for - 
^ Economic Research: “We predict that if in- - 


- flation can be controlled under 4.5%, then 
"the [central bank! could loosen its mon- 





mee in June published a 75-page white | 









pproved foreign investment in 
Indonesia fell in the first half of 
1992 as investors continue to park 
their cash in other Asian coun- 





_ tries. Moreover, efforts to increase domes- 
| tic investment to take up the slack were 
| mostly unsuccessful because of a tight 


credit squeeze by Bank Indonesia, the cen- 
tral bank. 

In the first half of this year, the Invest- 
ment Coordinating Board approved for- 


| eign-investment applications valued at 


US$3.4 billion, mostly in the chemical and 


| metal sectors. Comparisons with 1991 ex- 
, aggerate the investment drop, however, 
-eign reserves did not mean the central bank | 
-had been buying US dollars to drive down | 
| _ billion — occurred in the first half. dida 
points, the central banker said much of the | amm ! ee! : 


because roughly three quarters of that 
year's approvals — amounting to US$6.5 





investment in all of 1991 totalled US$8.8 
billion. 

The realisation rate of licensed foreign 
projects is generally about 65%, which 
would make the estimated actual amount 
of investment in the first half about US$2.2 
billion, down from about US$4 billion a 
year earlier. The three largest investors 
were Britain, Hongkong and Taiwan. Ja- 
pan and the US, on which the government 
had pinned great hopes, accounted for only 

10% and 0. 4% of the applications. 
The Investment Board also approved 


| domestic-investment applications valued 


the decree, the Investment Board on 1 
closed investment in gambling cas 
coral work, marijuana farming, rotar 

neer production and the manufactu 
certain poisonous chemicals. 

Economic reformers, who are en 
tering increasing resistance, complair 
low wages are not enough to lure invi 
to Indonesia, especially with the emer; 
in the past three years of India, sou 
China and Vietnam in the competitic 
foreign funds. Reformers are espe 
calling for measures to liberalise the 
industry and to make inroads into 
nopolies on commodities. 

Analysts say foreign investors are 
of Indonesia’s small skilled workforce 
weak infrastructure. The governmer 
helped to ease manpower complain 
allowing the private sector to hire ex 
ates, they say, but the country’s infra: 
ture is likely to become increasingly 
burdened. | 

Lower investment should contr 
further to a slowing economy. The . 
Development Bank forecasts annua 
growth of about 6-7% in 1992, depe 
on the strength of the global economy 
increased an annualised 7.4% in 19% 
6.8% in 1991. 

The current-account deficit is add: 
Indonesia’s fiscal problems. The c 
widened to US$4.5 billion, or 4.3% ol 
in the fiscal year ended on 31 March 
US$3.7 billion a year earlier. To ease s 


on the financial system, the World 


which leads the aid consortium to In: 
sia, wants the government to cut the« 
to 296 by the fiscal year ended on 31 ^ 
1995. But analysts say this will not be 
because of weaker oil prices comi 
with lower oil-production levels. 
One bright spot in the last fiscal 
however, was the performance of the 
oil sector. Non-oil exports rose 22% f 
year earlier, while growth in non-o 
ports slowed to 12%. Merrill Lynch e 
total exports to grow 8-9% in calendar 
Merrill Lynch also forecasts forei; 
change reserves to remain steady at- 
9.5 billion through 1993. The rupiah i 
expected to depreciate 4-6% ann 
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The CHINA TRADE REPORT shows you how to 
:ake advantage of the billions of opportunities China 
offers . . . as well as to avoid potentially adverse 
developments. 

The CHINA TRADE REPORT, published 
monthly by the Review Publishing Company, is 
acknowledged by leading business executives to 
oe the most informative, most up-to-date newslet- 
eer of its kind. 

The CHINA TRADE REPORT covers all the is- 
sues related to doing business with China, 
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whether you are trading or investing. Plus it 
reports on a broad range of industries such as 
agriculture, textiles, electronics, transport, banking 
and more. 

The CHINA TRADE REPORT also publishes all 
the vital statistics on the Chinese economy. It is 
essential reading for anyone who watches China. 

We are so sure you will find the CHINA TRADE 
REPORT indispensable, we offer you our money- 
back guarantee for any undelivered issues of your 
subscription should you ever become dissatisfied. 


thly newsletter. Exclusive to subscribers. - 


Mail, fax or phone: Review Publishing Company Limited, G.P.O. Box 160, Hong Kong. Fax: (852) 572 2436. Tel: (852) 832 8338. [| 
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Germany's 
louring Car 
Champion 
for the last two 
years IS no 
surprise. 






21 OCT 1992 


For the past two years, Audi 
have dominated Germany’s ‘louring 
Car Championship. 

Considering the innovation and 
advanced technology that have gone 
into Audi, it’s no wonder. 

Indeed, if anything is surprising, 
it’s that Audi engineers were able to 
port this world-class performance 
and handling into a luxury sedan. 

The new Audi 100 sports a 174- 
horsepower V6 engine which pro- 
duces some stunning results. It 
accelerates from 0 to 100 kilometres 
per hour in just 8.0* seconds. 

And it out-performs other cars in 
its class at the high end — going from 
80 to 120 kilometres per hour in fifth 
gear in only 12.5 seconds. 

Along with power, our engineers 
built in control. Front-wheel drive 
(or, optionally, four-wheel Quattro) 


makes Audi number one in per- 


formance and handling. 





And 
Braking System (ABS) modulates 


the standard Anti-Lock 





brake pressure up to 15 times a 


second to help prevent wheel locking. 
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thats as complete for emerging 


markets as it is for established 





exchanges. 


That means you need Telerate 





International Quotations (TIQ). 

With unparalleled Asian 
exchange coverage from Telerate, 
TIQ gives you Asia's most 


complete equity service. 


Dow Jones 
[ TELERATE 


Number One In Numbers” 


But that's notall. TIQ also gives 
you access to real-time cash data 
from Telerate's vast global, 
information base, plus Dow 
Jones world-class news 
and commentary. 

From Tokyo to Thailand, 
Shenzhen to Sydney, TIQ 
completes the picture with 
sophisticated decision-support 
functions and a wide range of 
display options. 

For further information, con 
tact your nearest Telerate office, 
or Caleb Hayhoe on (852) 868 
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‘les that bind 





yngkong firms seek closer China links 





Jarl Goldstein in Hongkong 
Ņ ould Hongkong after 1997 become 
just another port on the coast of 
southern China? This fear helps ex- 
n why two Hongkong companies have 
»osed plans for building transport links 
veen the colony and the Yangtze River, 
‘sing through the heart of China. 
'essimistic prognosticators have fo- 
'd mainly on the feared political apoca- 
e when Peking resumes sovereignty of 
igkong and a panicky exodus of big 
aks of the population. Yet under 
ore likely scenario — though far 
1 certain — the territory's mo- 
oly position as China's only 
lern port might be eroded by 
d infrastructural developments 
ther cities. 
ndeed, plans for expanding the 
wan and Yantian ports in the 
when special economic zone in 
ngdong province, along with 
ighai’s goal to reclaim lost glo- 
raise the possibility that Hong- 
z might not be as important to 
ia in two or three decades. 
If we want Hongkong to pros- 
or a long time to come, we have 
rce a strong link into the heart- 
of China," says Gordon Wu, 
aging director of Hopewell 
lings. Wu has already racked up 
npressive record building roads 
wer plants in Guangdong. 
ow Wu aims to spend up to 
2.5 billion to extend his Hong- 
;-to-Canton road by another 500 
netres to the north. This would 
it to Hengyang, deep inside Hunan 
ince. From there, freight could be 
ferred to or from barges travelling the 
zm along the Xiang River between the 
an cities of Hengyang and Yueyang, a 
;ze River port to the southwest of 
ian in Hubei province. 
"harf Group plans to build a contain- 
1 rail line to Wuhan, the chief indus- 
centre of central China, from Hong- 
» Says executive director John Hung. 


SATL- tio . 








its start more than a 100 years ago, Hung 
was reluctant to put a final price tag on the 
project. But he said Wharf would commit 
up to 20% of its net assets, which by 1996, 
should surpass HK$60 billion (US$7.8 bil- 
lion), or roughly double the current level. 
That would put the company’s investment 
in the venture at about HK$12 billion by 
that time. But since the plan will only un- 
fold gradually in the next 10-20 years, the 
number would presumably rise beyond 
that level. 

The plans of Hopewell Holdings and 


Wuhan connections 


Wuhan 


onanan Railway 


— 





Wharf share a common vision under which 
Hongkong can best ensure its post-1997 
future by becoming essential to China's 
economy. In this strategy, Hongkong's 
Guangdong connection may not be enough 
to ensure the territory's role in China's de- 
velopment several decades from now. 
Certainly, Hongkong's link to Guang- 
dong appears to be unbreakable. In the 
next few years, it can only grow stronger, 
especially when Hopewell Holdings' 


mestic investment. As competition for land 
and labour heats up, higher costs could 
price the province — and those of Hong- 
kong or foreign companies relying on it — 
out of the international market. 
"Linking Hongkong to China's hinter- 
land is the best way to ensure that Peking 
continues to treat Hongkong well," a long- 
time China-watcher says. Wuhan is key to 
this notion. 
Wuhan is the primary hub for China's 
main north-south rail line between Peking 
and Canton. It is the largest city and most 
important port in the Yangtze River region 
between Shanghai and Chongging in Si- 
chuan province, an area of more than 160 
million people. 
But Wuhan and other parts of central 
China have lagged far behind their south- 
ern counterparts, whose easy access to for- 
eign capital and eagerness to abandon so- 
cialist dogma have yielded ample divi- 
dends. Upgrading transport links 

* between Hongkong and Wuhan 

* and its environs would make the 
territory the most convenient outlet 
for the region's goods, rather than 
Shanghai at present. It would also 
give Hongkong and foreign inves- 
tors easy entry to a vast reservoir of 
cheap land and labour. 

Hopewell Holdings is aiming for 
Wuhan as well, but Wu figures he 
can get there more cheaply by rely- 
ing on a mixture of road and river 
transport. Wu's genius has been to 
develop financially viable solutions 
to knotty infrastructure problems. 
The road through Hunan would 
bring another market of 61 million 
people — only slightly less than 
Guangdong's — within easy reach. 
of Hongkong businesses. Factory, 
commercial and residential develop- 
ments along the roadway would in- 
crease the traffic load and the po- 
tential profitability. 

Leaning over the large relief 
maps spread across a boardroom- 

sized table, Wu traces the path of his ambi- 
tion. “This road would be much easier to 
build than the one I’m building in the Pearl 
River delta,” he says. Because it would not. 
have to span the myriad branches of the 
Pearl River, Wu estimates that it would 
cost only half the per-kilometre average of 
US$9 million that the other one is costing. 

Hopewell Holdings plans to start con- 
struction in three to four years, to allow 
time for finishing the 400-km road network 





Li's extensive e private interests. 

= Wharf, part of the Wharf and World 
shipping and property empire created by 
Woo's father-in-law, the late Y. K. Pao, has 
been slower than many Hongkong com- 
panies to make big investments in China. 
“We felt China needed to go through a cer- 
tain evolution before it could accommodate 
large projects such as ours," Wharf's Hung 
Says. 

Wharf appears to want to make up for 
lost time. The company envisions joint ven- 
tures with the Wuhan city administration 
as well as China's Ministry of Railways and 
other authorities. The wisdom of choosing 
to work with the Ministry of Railways, 
however, has been questioned by critics. 

"Those guys are the only ones in China 
who make the Civil Aviation Administra- 
tion of China (CAAC) seem like modern 
businessmen," says a Hongkong business- 
man with extensive dealings with both 
agencies. Hung's response to such criti- 
cisms: "If you've got backing from the top, 
you can cut through the red tape." 

Wharf remains vague as to whether its 
plan will entail building a new railroad line 
between Canton and Wuhan or simply 
modernising the existing one. China has 
already begun adding a second track to the 
Canton-to-Wuhan railroad. But the trains 
.. would have to be electrified in order to 
. handle the volume growth that could be 
expected, while entirely new rolling stock 
would be required to haul the containers. 

Problems may also arise when trains 
arrive in Hongkong. It is uncertain where 
- Wharf will find land to build the big mar- 
shalling yards needed for a major container 
operation. Hung suggests that enough 
. space could be found in the Kwai Chung 
. container yard or in freight terminals to be 
uilt in the next few years. 
~ Nonetheless, the idea of tying Hong- 
. kong to Wuhan makes sense. Although 
* some analysts are unconvinced that Shang- 

hai will succeed in regaining its status as a 
major international trade and finance cen- 
tre, the city is a potential threat to Hong- 
kong's hegemony over China trade. 
. Ambitious Shanghai officials have 
watched helplessly as Guangdong seized 
. the mantle of progressivism and moder- 
. nity. Where Shanghai goods and services 
¿< once represented the acme of modernism 
© in China, Guangdong-made goods now 

push Shanghai's stodgy products off the 
shelves. 

But this could yet change. Last year, 
Peking granted Shanghai more autonomy 







BORROWINGS 


Confidence booster 


Manila completes debt work-out — at a price 


he e news for the Philippines i is 

that it is poised to win back the con- 

fidence of foreign lenders after a 
debt-repayment crisis dating back to Octo- 
ber 1983. The bad news is that the debts 
have not disappeared, they have just been 
recycled into the domestic sector. One tick- 
ing time bomb has been replaced with an- 
other. 

A new financing package, due to be 
signed on 24 July, will mark the end of the 
haggling over debt-service payments be- 
tween the Philippine Government and for- 
eign bank creditors. A maximum of US$4.8 
billion in borrowings, or half of the out- 
standing US$9 billion in term loans from 
commercial banks, will either be retired by 
buy-back arrangements or will be con- 
verted into long-term bonds. 

In effect, the agreement takes care of the 
remaining stock of bank debts that could 
be rescheduled. The payments programme 
for the other outstanding loans, worth 
US$4.2 billion, has already been rolled 
over, either to 17 years under a 1987 agree- 
ment, or to 15 years in the case of a deal 
clinched two years later. 

The Philippine Finance Department 


estimates that cash-flow savings fro 
new restructuring package will amo 
US$1.8 billion over the five years to 
These benefits will enhance previous 
made in the country's management 
foreign liabilities: 
> Three restructuring agreements re 
annual debt service for the period 1' 
from an originally scheduled US$5 
lion to US$3.1 billion. Debt-service co 
ments in 1986 were equivalent to 3 
foreign-exchange earnings from tl 
ports of good and services. That p 
tion fell to 20.7% in 1991, and is prc 
to slip to 20.1% as a result of the new 
age. 
> Although the country's overal 
rose from US$28.3 billion in 1986 to 
billion in 1991, the increase was most 
to currency revaluations (amount 
US$3.7 billion) and new official loan 
various debt-reduction options actue 
duced obligations to the foreign coi 
cial banks by US$5.8 billion. 
Philippine officials are proud tha 
debt-management strategy has avo! 
repudiation of financial claims, 
would have put the country’s statu 
borrower on a par with the worst 
American defaulters. By its debt-m. 








ant strategy, the country is hoping 
will soon be regarded as eligible 
“new loans from the world's com- 
?rcial banks. 

On the flip side, the cost of Dei 
licy to the Philippine public se 

* has been s steep. A RB d 
unk of private foreign debt has 
en transferred to the government. 
the end of 1983, when the debt- 
sis surfaced, 67% of foreign-de- 
minated liabilities were held by 
» central bank and other govern- 
ant entities. By the end of 1991, the 
io had grown to 81%. 

This was an inevitable conse 
ence of certain elements of the 
bt-management strategy, such as the 
vernment borrowing a further US$925 
ilion from the commercial banks in 1985 
head off a foreign-exchange crisis pre- 
'itated by its debt-service commitments. 
Also, the government has relied on offi- 
| loans from multilateral institutions not 
ly for budgetary purposes but also to 
ad the retirement of commercial bank 
ats, either through direct buy-back ar- 
sgements or through debt- -to-equity con- 
‘sion schemes. 

The substitution of public for private 
^t was a requirement of the creditor 
aks in the restructuring arrangements. 
taking over the foreign debts of private 
mpanies, the central bank or the govern- 
int provided the foreign banks with a 
« of reducing on their books the im- 
sed risks of their exposure. 

The growing official debt burden was 
> the cost of Marcos-era mismanage- 





Frying pan to fire 





ment. A default on foreign-debt payments 
in 1983 resulted in the calling-in of govern- 
ment guarantees to the corporate sector 
amounting to US$1 billion. The govern- 
ment also assumed debts of now high-flv- 
ing enterprises such as the Philippine Na- 
tional Bank, the Development Bank of the 
Philippines and Philippine Airlines. 

The financing package to be signed on 
24 July reveals the extent of the eee 
round in which the g government is trapped 
To raise the US$664.4 million needed to 
buy back US$1.3 billion in debts, the virtu- 
ally bankrupt central bank issued bills car- 
rving an interest cost of 18%. This immedi- 
ately translates into interest payments of 
about P3 billion (US$117 million) a year. 

Furthermore, the government will have 
to seek new loans from the World Bank, 
the IMF and the Japanese Government 
amounting to US$821 million. These bor- 
rowings will be used to buy US Treasury 


bonds that will act as collateral fc 
the Philippine bonds which are bx 
ing issued under the new restru 
turing deal. 

As a result of their managemer 
of the foreign-debt problem, the nz 
tional government and the centre 
bank have faced a schedule of soar 
ing interest and principal payment: 
These rose from P10.7 billion in 198 
to an estimated P35 billion in 199 
The debt-reduction operations of th 
central bank alone cost P23 billio 
in 1986-89. 

While the country’s overall foi 
eign debt has grown by 24% t 
US$30 billion in the 1983-91 perioc 
the outstanding domestic debt expande 
by 450% over the same period, to P341 bil 
lion in 1991. This comprises deficits run uj 
by the government and state enterprise: 
as well as the foreign-debt commitments i 
has taken over. 

The government's domestic interes 
payments expanded from P10.5 billion ii 
1985 to P56.3 billion in 1991. As a propor 
tion of its expenditure, this represente 
23% in 1991, against 18% six years earlier 

“Domestic interest payments by the publi 
sector accounted for nearly the entire fisca 
deficit,” a confidential February 199: 
World Bank report noted. 

Total public-sector indebtedness nearec 
the trillion-peso mark in 1991, or 79% 
GNP, of which P652 billion is the local-cur 
rency equivalent of the government's shan 
of foreign debt. At a conservative averag: 
interest cost of 10%, this means an annua 
debt-servicing cost of P100 billion. i 


















Pyongyang official 
— n Seoul 


outh Korean businessmen are giddy 
at the prospect of improved eco- 
nomic ties with Pyongyang follow- 
‘ing a visit to Seoul by North Korean 
:deputy prime minister Kim Dal Hyon. 
Kim, who arrived on 19 July, reputedly 
advocates limited market-oriented reforms. 

Leading local businessmen were 
quickly falling over each other to gain 
Kim's ear. South Korea's top business 
groups wanted to discuss so-called pilot 
investments in the North, while industry 
associations were eager to press joint-ven- 
ture proposals upon the 10-person delega- 
tion. 

Kim arrived ostensibly for a week-long 
fact-finding tour of South Korean industry, 
to culminate in a 25 July meeting with 
President Roh Tae Woo. But he clearly had 
a second agenda: to persuade South Ko- 
rean businesses to proceed with invest- 
ments in the North even while Seoul and 

.Pyongyang try to resolve the issue of mu- 
tual inspection of their nuclear facilities. 

According to officials travelling with 
Kim's delegation, the North Korean deputy 

-premier believed he could convince south- 
ern businessmen to lobby the Roh admin- 
-istration for stepped-up economic ties. 
© The lure of North Korea's cheap and 
-well-disciplined workforce is almost irre- 
- sistible for companies in the South. First off 
the mark was the beleaguered textile in- 
dustry, which wants to invest in the 
Nampo industrial complex near 
Pyongyang. The Korea Foreign Trade As- 
sociation meanwhile called on the North to 
-offer investment guarantees. 
Conspicuous, too, were the half-dozen 
Daewoo Group factories on Kim's itiner- 
ary. Daewoo chairman Kim Woo Choong 
is closely linked to the Roh administration 
-and is believed by North Korea to be able 
! to lobby the government for investment in 
| 'r-goods factories worth as much 





-pondes a clue as to w 
Asian advice. It has to 


E: neighbours jdn done 
a dixe enabling policy. ch es than those elsewhere, the World Bank 
. “one-stop « office for all so ' 


.. effective in South Korea, Indonesia, Thailand and Malaysia, enabling them to c 
ner nearly 30% of glo 






an. pohot descended upon Rabat, the capital. 
re part of what might be termed a World Bar 
trate the merits of Asian-style economic growth: 


le ts first stop in ‘the Islamic kingdom of Moroa 
ind of developing nation is most likely to benefit fro 
stability. As Vinod Thomas, the World Bank chi 
economist for East Asia and the Pacific who accompanied the mission. observe 
Morocco o has made “solid progress in adjustment with growth.” 

"Significantly, Morocco has had a tradition of national sovereignty since the 11 
ntury. Just as in East ‘Asia, where rulers and traditions survived colonialist 


Tha the roadshow 








| political continuity is more essential to development than other "cultural" factor 


Now it needs to find a way of sustaining its 2% annual growth in per-capita GDP 


the past five years. In Rabat to provide answers were Professor Nitisastro Widjo} 
an architect of Indonesia' [2 economic success, former Korean finance minister 

























hailand, Malaysia and Taiwan. 

ce to face with their official and academic counterparts 
Morocco. This pA aperia to practitioner" format can be more effective, the Wor 
dialogue between Bank staff and client governmen 
ed itso own advice but there are some common facto 

CENE ! behind their successes. State ar 
* market each played their role, b 
P the state supported rather than su 
planted markets. Each econon 
worked to achieve a political cor 
mitment and consensus necessa 
for rapid development. They al 

had the "drive, discipline and pra 
matism necessary to become pla 
ers in the global economy," 
Thomas. 

To these essentially Confuci 
values one might add a healthy 1 
spect for making money. But ed 
cation was also essential. Here, M 
‘rocco scores rather. badly . in co) 


Sakong and experts. from 
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x s p East Asia Because. —Q dues 2 
.says. T 
ministerial clearances, the bank adds, was especia 


Economic reforms su 





, ect foreign investment in 1990 0. The public sector 
vost leading East Asian countries, including Taiwan, has exer -ised. consideral 
fiscal discipline overall. Governments have been net savers on i balance and he 
never crowded out the private sector. 








2. oe Judging : from the differences i in the vital statistics of East dus compared: w 
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ational Australia Bank 

buy Bank of New Zealand 

Bank of New Zealand, the country's 

it locally owned big bank, is to be sold 
National Australia Bank after the 
vernment failed to find buyers in Asia, 
? US or Europe. The bank, 57%-owned 
the New Zealand Government, had 
en on the market since 1988 and was 
iled out twice, in 1989 and 1990. It sold 
> NZ$1.5 billion (US$820 million), twice 
net tangible asset backing. Merchant 
nk Fay Richwhite, owner of a 27% 

ike, has also accepted the offer. 
mpletion of the deal is subject to 
amination of the bank's books and a 
dker’s report on the fairness of the offer 
33,000 minority shareholders. 


rst foreign banks 
ren in Vietnam 


Banque Indosuez of France and 
ngkok Bank in mid-July opened the 
it foreign bank branches in Vietnam. 
e government hopes the arrival of 
erseas banks will stimulate foreign 
estment and speed up modernisation 
the domestic banking system. Some 
al bankers, however, have expressed 
s that domestic banks may not have 


capital or skills to compete. Four other 


eign banks — Credit Lyonnais, Banque 
tional de Paris, Banque Francaise du 
emmerce Exterieur of France, and 
istralia & New Zealand Banking Group 
nave been granted licences to open 
inches in Vietnam. 


agapore stock exchange 

sends trading hours 

Whe Stock Exchange of Singapore will 

end its trading hours by a total of 90 

autes, starting on 27 July. The new 

Ming hours will be 9.30 a.m.-12.30 p.m. 
2.30-5.00 p.m. Officials said the move 

¿med at increasing international 

prest in the market, which has been 

2 sering from low trading volumes for 

iipast year. 
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living in Taiwan. Far Eastern's chairman, 


Douglas Hsu, whose father founded the 
Shanghai factory, said the mill is outdated 
and in need of new investment. Far 
Eastern has not so far invested in China 
and company officials said they were still 
evaluating the case. 


Singapore company 

announces Vietnam deal 

> Singapore's Viet-Sin group announced 
plans to invest US$11 million in Vietnam. 
It will buy a textile company from 
Hanoi's city government and build two 
hotels — one with 135 rooms in Ho Chi 
Minh City, the other with 175 rooms in 
Hanoi. The group will finance the projects 
through bank borrowi ings. Viet-Sin is an 
unlisted private company with factories in 
Singapore, Malaysia, Fiji and Indonesia. 
Last year it had a group turnover of 
US$100 munon: 


BE 1989/90 


Samsung buys TV maker 

in former East Germany 

> The Samsung group on 17 July 
became the first South Korean 
conglomerate to purchase a company in 
former East Germany. South Korea's 
largest business conglomerate will pay 
US$20 million for TV picture-tube 
manufacturer Werk fur Fernsehelektronik. 
It plans to invest US$100 million over the 





World Bank tells Dhaka 

to cut energy losses 

> The World Bank has told 
Bangladesh it will not release about 


. US$300 million-worth of energy-sector 


loans until the country reduces system 
losses to 25% of output. (System losses 
arise through poor maintenance and 
illegal tapping of electricity.) Losses 
reached 42% last October, resulting in the 
creation of the Dhaka Electric Supply > 
Authority at the World Bank’s 

insistence. By June, losses had been 
reduced to 32% and the Bangladesh — 
Power Development Board says it hopes 
to achieve the 25% target by year end. 
Loss of the World Bank funding would 
bring all power-development projects to : 
halt. 


France's Total signs 
gas deal with Burma 
> French oil company Total, beating 


; competition from Shell and Unocal, 
| agreed with the Burmese Government to. 


develop natural gas fields in the Gulf of 
Martaban, east of Rangoon. Most of the | 
gas would be supplied to Thailand via a 
pipeline to be built over Burma's south- . 
eastern border mountains. Total won two 
offshore blocks totalling 26,140 square 
kilometres. 


IFC takes equity stake 

in Indonesia's Mitracorp 

> International Finance Corp. (FC), the 
World Bank's private-sector financing — 
arm, is to provide US$16 million in 
equity financing to Mitracorp 
Pacificnusantara, an Indonesian holding - 


company which invests primarily in 


export-oriented light manufacturing, The 

Mitracorp stake will be the IFC's largest . 

equity investment in Indonesia. It will. = 
help Mitracorp undertake expansion plas 
aimed at creating up to 23,000 jobs, and: 3 
increasing the company's exports to ` ~ D 
US$200 million, up from US$80 million | 7 
last year. E 





Indonesia clears path 
for power investment 
> indonesia has cleared further 
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hairmen's addresses to sharehold- 


usually noted for providing fire- 
: works. Not so Robert Coyiuto's 
: homily to holders of Oriental Petroleum & 
- Minerals Corp. on 17 July. Coyiuto, quick- 
blooded chairman of one of the Philip- 
-pines' hottest energy companies, had a lot 
.to get off his chest. 

- In a tone more akin to a politician's 
soap-box harangue, Coyiuto lambasted 
- what he alleged was a "vicious, well-fund- 
‘ed smear campaign" aimed at discrediting 
Oriental's management. 

Coyiuto refrained from identifying the 
"evil conglomerate" behind these claimed 
dirty tricks, though his listeners had no dif- 
ficulty guessing who he had in mind. Rizal 
Commercial Banking Corp., owned by 
magnate Alfonso Yuchengco, has been get- 
ting under Coyiuto's skin of late. 

Yuchengco had the temerity to team up 
with the Presidential Commission on Good 
Government (PCGG) to try to thwart Coyiu- 
to's efforts to consolidate his control of 
Oriental. The oil firm, in which Coyiuto 

-holds 8.8%, with another 40% in the hands 
of allies, has become valuable propeny 
since it hit a gusher in the 
West Linapacan field. 
"Leave the company 
alone," Coyiuto shouted. 
“It is me whom you want 
“to destroy.” 
© He did not specify 
exactly what the “smear 
campaign” amounted to. 
Late last year, however, 
Rizal put up P122 million 
(US$4.8 million) to enable 
the cash-strapped commis- 
¿sion to take up its portion 
. of a two-for-one rights issue 
- that Oriental announced in 
; October. The issue was one 
“of a series by which Co- 
| yiuto has sought to dilute 












» 36.6% stake the commission holds in 


tal (its shares were acquired through 
strations imposed in its campaign 
against Marcos-era corruption). 

E Shroff believes the Oriental boss doth 


“ers at the annual meeting are not 





Coyiuto: ‘smear’ campaign. 


SHROFF 





Moreover, Coyiuto may yet get the 
PCGG-Rizal deal reversed, He has appealed 
to the commission to reconsider the legal- 
ity of the transaction. For good measure, 
he has formally complained to the Securi- 
ties and Exchange Commission. 

In addition, though new PCGG head 

Magtanggol Gunigundo tells Shroff he is 
organising a three-man investigation into 
how Coyiuto managed to grab control of 
Oriental, he appears to have junked his 
predecessor's confrontational approach. It 
was also notable that at the annual meet- 
ing, the commission and the Coyiuto group 
voted their shares together, maintaining 
the status quo on the Oriental board. As 
such, Coyiuto stays in control with seven 
out of the 11 board seats. The PCGG keeps 
four, though the faces have changed. 

The commission's former point man on 
Oriental, Mario Jalandoni, was not reno- 
minated. Jalandoni had challenged what he 
claimed were irregularities in Coyiuto's 
campaign to gain complete control of the 
company. “I am the fall guy here," Jalan- 
doni told Shroff after being ousted from 
the board. 

Indeed, the PCGG has been no match for 

Coyiuto, an emerging mas- 
ter of Philippine politics. 
. He has justified the rights 
issues as necessary to raise 

funds for oil exploration, 
| allthe while knowing that 
.. the commission has no 
money to take up its rights. 
| (Commission officials also 
claim that Coyiuto ar- 

ranged for unsubscribed 
. shares in the latest issue to 
-be forfeited to the under- 
- writer, Philippine Com- 
.. mercial Capital, in which 
. hehas an indirect interest. ) 
-Rizal stepped in only 
after three banks had re- 
jected PCGG requests that 
they raise funds on its behalf. In return for 
funding the subscription, it was paid 55% 
of the new stock issued. Thus, the Yu- 
chengco group got a foot in the door at 
Oriental, while enabling the commission to 
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proved the deal. meo mé 
Meanwhile, the stak have gon 
West Linapacan has started commi 
operations, and is expected to pro 
50,000 barrels a day next vear, gener 
annual revenue for Oriental of at lea 
billion. "It's become a clash of two t 
the Coyiutos and the Yuchengcos," a 
ker says. "What's interesting is hov 
wind seems to have suddenly shifte 
Coyiuto after the presidential electior 
ii Rigoberto | 


Shroff is surprised there should be Sin; 
reans who believe there is such a thi 
free lunch, and in the stockmarket at 
How else is one to explain the resol 
by 101 small shareholders at the Sing: 
Airlines annual meeting (due to be he 
25 July) urging the company to me 
bonus issue? 

A "bonus" issue, of course, is reall 
a stock split. It brings down the nor 
price of the share, putting it within € 
reach of small shareholders and, per. 
making it a more attractive stock. At 
some Singapore Airlines holders appt 
hold this view. — 

The resolution is expected to pas: 
because shareholder democracy ha 
rived in Singapore but because the air 
majority owner, government holding 
pany Temasek, has decided to abstain 
the vote (though airline chairman 
Pillay has dismissed bonus issues as a 
mick). 

Temasek, in a rare public statemen 
said that because Singapore Airlines is 
privatised, it will not oppose the wist 
the minorities as long as they do no 
pardise Temasek's primary interests. ! 
cynics have attributed this accommod 
stance to the fact that by-elections ar 
in the next few months. 7 

Analysts point out that the real dr. 
the airline’s share price is the restricti 
foreign ownership, now held at 27.5% 
“foreign” shares have traded at an av 
premium of 27% to the local share 
over the past three years. If the for 
ownership limit were lifted, no dout 
gap. would close. 
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OW you can 
have the China 
Telex and Fax 
Directory, the only 
directory of its kind 
available in the market. 


China Telex & Fax 
Directory is a vital 
communications tool for 
all China traders. 
Compiled from our own 
database, it provides the 
most comprehensive 
listing of up-to-date and 
accurate telex and fax 
numbers of all the significant organizations in China. 
Indexed in four ways, you'll find it easier and more 
convenient to use: 





1. Alphabetical listings of companies and 
organizations. 


2. Geographical listings of names and numbers. 
3. Numerical listings of telex numbers. 

4. Alphabetical listings of telex answerbacks. 

You can get this extremely useful book by simply completing 


the order form and sending it along with your payment to China 
Phone Book Co., Ltd., GPO Box 11581, Hong Kong. 


G.P.O. Box 11581, Hong Kong. 
Fax: 838 7753 Tel: 832 8300 


Please rush me copy/copies of the China Telex and Fax 
Directory 1992 as indicated: 
Name: 





Address: 
tuu prea Tel: 
ji China Telex & Fax Directory 1992 


Price: Hong Kong - HK$175 + HK$15 for postage & pachina 
Elsewhere — US$32 fnctuding amai postage & packing) — 


USINESS 





RESEARCH & 


n the hunt for hot gismos to fuel their 

growth for the mid-1990s, electronics 

makers have come up with at least 

one likely candidate. They are betting 
hat personal computer-based video-tele- 
^hones will become indispensable items on 
veryone's desk top. 

Trouble is, the makers have yet to fig- 
are out exactly what people will want to 
use "videophones" for. This uncertainty 
2xplains why 30 Japanese organisations — 
from industrial and service companies to 
hospitals and religious groups — met in 
Tokyo in July to work on ways of using 
the prototypes. 

Four companies were chosen as guinea 
pigs for the new systems: Idemitsu, a lead- 
ing private Japanese oil company; Just Sys- 
tems, a PC software house; Syntec, a Toyota 
Group distributor of documentation; and 
HyperNet, a telephone information service 
firm. Each will get a video camera 
and an IBM Japan personal compu- 
ter mounted with a special board 
known as a "codec." 

This piece of electronic wizardry 
is the verbal and video equivalent 
of a modem. Just as ^modem" is an 
abbreviation of modulator /demo- 
dulator (the process by which com- 
puter signals are converted to and 
from audio format), "codec" is a 
contraction of coder /decoder. 

The coding is done on the audio- 
visual signals from the camera. It is 
a far more complex procedure than 
modulation and consists of two 
principal parts. Individual frames of 
digital video data are compressed. 
That is, the redundant bits are dis- 
posed of. Then the data are com- 
pensated for any motion that has taken 
place since the preceding frame and squirt- 
ed at high speed down the digital phone 
line. EN 
In the past few years, most major Japan- 
ese telecoms companies have come up with 
codecs and the sets of microchips that form 
their core. But the chip-set that IBM Japan 
chose for its pretotype multimedia system 
is made by iai previously unknown 
Japanese cofpany called GC Technology. 


Visual future for the telephone. 


Face to face 


Technology was lucky enough to be in the 
right place at the right time with the right 
technology. 

Until very recently, Japanese telecoms 
makers like NEC, Fujitsu and Hitachi have 
been completely in thrall to their biggest 
customer, Nippon Telegraph & Telephone 
(NTT). Thus, when the telecoms behemoth 
decreed in the late 1980s that digital video 
data should be coded a certain, proprietary, 
way, the makers had little choice but to 
follow NTT's lead. 

But the rest of the world was moving in 
a different direction. In 1991, the Consulta- 
tive Committee in International Telegraphy 
and Telephony announced a new video 
transmission standard. GC Technology's 
chips and codec happened to be among 
the first to conform to the new standard. 
And, ironically, one of the first customers 
for the codec — for use in the video- 
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conferencing systems that it sells — is none 
other than NTT. 

In a sense, in buying equipment from 
GC Technology, NTT is only reaping its just 
rewards, for the research upon which GC 
Technology bases its business was largely 
paid for from the proceeds of sales of NTT 
stock. The original GC Technology was 
founded in 1987, with 70% of its funding 
coming from the Japanese Government via 
the Key Technology Centre. 


^o Sea woe lace Ta 


=.=- «snk 


INNOVATION 


In practice, most of the ventures s} 
sored by the centre appear little more t 
sinecures for Ministry of Posts and 1 
communications old boys. GC Technol 
is one of the rare cases where the mini 
seems to have managed to pick a wini 

When its government grant came t 
end in 1990, GC Technology reconstit 
itself as a for-profit enterprise backec 
nine Japanese companies. Prime am 
them is ASCII (pronounced "askey"), 
pan's leading PC software publisher, w 
holds 32% of the fledgling compa: 
shares, and the semiconductor divisio 
Hitachi, which holds 16%. Between tl 
the shareholders have paid in aro 
US$11 million in capital. 

ASCII president Kazuhiko Nishi 
serves as GC Technology's president 
one of the very few Japanese to have | 
a large company from scratch, Nishi is 
qualified for the job. He is also 
various investments in US start- 
a committed supporter of di; 
video technology. This he see 
being the basis not just of vi 
phones, but of a slew of fu 
products including digital ] 
definition television. 

In charge of day-to-day run 
of GC Technology is Hiroshi 
wara. A computer hardware 
signer by background, Fujiv 
originally worked for Hitachi be 
moving to ASCII. More importa 
he also spent two years in th« 
doing joint research on video t 
mission technology at Bellcore 
research arm of the regional 
operating companies). 

As a result of his experien 
the US, Fujiwara is well aware of wha 
Technology's rivals are up to. Man 
these are chip makers, but with produ 
volumes currently low, he believes 
only companies like GC Technolog 
which have the ability to make syster 
well as chips — can make a profit. 

Data gathered by GC Technology : 
markets for videophones beginning to 
off around 1995, as the cost of the | 
ware drops below US$1,000. Meanw 
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Japan. They 


banks, combines traditional values with a dynamic 
approach and a consistently global outlook. For 
personalized professional service anywhere in the 
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Audi go to greater lengths than 
any other car manufacturer to ensure 
that our bodywork withstands the 
ravages of time and the elements. 

Galvanising ts the first step. Every 
millimetre of the car’s body is covered 


°9 
Aud 1 S ten us y C al with a zinc coating that prevents cor- 


rosion five to ten times better than 


Wd r rą ; ) ty ordinary steel, 


After galvanising, the entire under- 


b d body is sprayed with PVC. All the 
aganst : OC y edges, seams and borders are filled 


with epoxy adhesive to keep out 


everything from salt water to humidity. 





Stainless steel fittings in the 
exhaust system protect it from road 
water. And, perhaps incredibly, the 
door hinges are made of ‘leflon. 

Finally, the entire car is given 
a bath in hot wax. Just to make sure. 

This exclusive process allows us 
to give Audi. owners a ten-year 
warranty against body rust-through. 


Without periodic checks. 
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This is the only warranty of its 
kind in the world. And your reminder 
that an Audi retains its beauty and 


value far longer than other cars. 
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LETTERS 


Clouding the Bosnian issue 
Mushahid Hussain’s THE 5TH COLUMN [2 
July] is not only biased but also misin- 
formed when it comes to the "balkanised 
Yugoslavia." To say that "there is a strange 
reluctance to accord similar [as in Slovenia 
and Croatia] recognition to Bosnia" more 
than a month after all three former Yugo- 
slav republics were admitted as independ- 
ent states to the UN, is so alarming that the 
prestigious REVIEW should consider some 
ways of checking authors' texts against 
commonly known facts. 

Further on Hussain explains that 4196 
makes “a Muslim majority” in Bosnia (this 
is according to the 1991 Census, but in 1971 
it was 39.6% Muslim and 37.2% Serb). At 
the same time he drops the established no- 
tion that Bosnian Muslims are of the same 
Slavic stock, unlike Muslims in the former 
Soviet Union. Just imagine a group of 
Jehovah's Witnesses striving to become a 
national group requesting UN member- 
ship. No chance. They haven't got another 
atheist Tito to make it possible. 

Finally, I would kindly ask Hussain to 
check for himself if there is still a valid 
(post-communist) stipulation in the 
Bosnian constitution that prohibits any 
major change in the republic's status un- 
less a consensus is attained of all three 
equal and constitutive national groups, that 
is, Serbs, Croats and Muslims. Neverthe- 
less, a referendum on independence was 
not held on consensus but on a two to one 
basis, against the will of Bosnian Serbs. 
This caused a not so cold war in Bosnia. 


MILOS BOGICEVIC 

Charge d' Affaires 
Hanoi Yugoslavia Embassy 
Evil, but not stupid 


In reference to Ghost at the feast [2 July], 
the UN is asking for the impossible by urg- 
ing the Khmer Rouge to surrender their 
weapons as agreed in Paris. For a group as 
brutal as the "Khmer Rouge, dreaded be- 
cause of their military prowess, to give up 


their weapons and submit to a “free and 


fair" election in which they have no chance 


of winning would be tantamount to com-- 


mitting suicide. Pol Pot may be an evil 
man, but he is not stupid. 

For this reason, many concerned ob- 
servers urged from the very beginning that 
the Khmer Rouge may be excluded from 


The UN should immediately stop 
arming the forces of Hun Sen and Pr 
Sihanouk and provide logistic and fi 
cial support to the government which 
face inevitable hostile reactions from 
Khmer Rouge. The UN must give uj 
pretension of being neutral — there ca: 
be any neutrality before the br 
aggressor and its victims. The UN 
wasted so much time, money and hu 
lives to find a solution by trying to co« 
group of mass murderers whose real p 
should be in the slammer. 

Ottawa MAHMOOD El 


The refusal of the Khmer Rouge to con 
with the Paris Accords on Cambodia 
June] and other related events in the « 
try are no surprise. They also raise se 
questions. 

The peace agreement on Cambod 
respected would of course be suicida 
the Khmer Rouge. Specialists on Car 
dia always questioned their willingne 
accept the peace agreement and by d 
so commit suicide. This clearly is nol 
case. The willingness and/or capabilit 
China to have this achieved should tt 
fore be in serious doubt. 

However, why is the Chinese ambe 
dor in Phnom Penh, according to wel 
formed sources, continuing to suppor! 
breaches of the Paris Accord by the Kh 
Rouge? Why is Thailand refusing to c 
ply with the peace agreement by bloc 
the installation of UN control posts or 
border with Cambodia? Is it because, : 
the aid of the Thai army, China is stil 
livering weapons to the Khmer Rot 
Will the US put enough pressure on C 
and Thailand to have Pol Pot comply ' 
the peace process in Cambodia? . 

The refusal of the Khmer Rouge k 
spect this agreement should mean the 
of the disarmament of the other groug 
is the role of the world community to 
the Cambodian people in their struggl 
freedom against the Khmer Rouge. 
Dendermonde, Belgium WILLY VAN DA 


Departure from style | 

In reference to Competing for capita 
June], we find the statements alludir 
the Board of Investments regarding 
gelatin-capsule factory inquiry surprisi 
unfair and a departure from our stan: 


practice of sending investment mate 


free of charge. While it is true that we 
the financial resources that Malaysia 





Finally, something all nations agree on. 


There5 rarely complete and universal 500 mph. It can take off from shorter 
sagreement about anything on this planet. runways than any other business jet in its 


But on at least one subject, strong class. And there's stretch-out cabin space 
international accord is rapidly building. for up to eight passengers. 
Businesses on six of the seven No other business aircraft offers more 
zontinents now fly the Citation V. speed, more cabin space, and more ver- 





After carefully comnaring all light satilitv for less monev. So it’s no wonder 















d so o competitive in global . 
markets, and should they 
change for the sake of 
greater harmony in world 
. trade? The Japanese themselves are 

_ discussing these issues in a wide- 

-. ranging national debate that could 

modify some of the nation's distinctive 

= business practices: long work hours, H 

= short holidays, close-knit company _ 

-. groupings, the aggressive pursuit of 
market share rather than profit. This - 
searching self-analysis of what mi 
Japan's brand of capitalism different - 
from that elsewhere goes under the - 
name kyosei. As International Finar 











eventually lead to Japan offering its - 
- main trade adversaries, the US and the 
EC, an accommodation. Louise do 
- Rosario, in Tokyo, adds detail on the 
-. Japanese worker's lot, while Susumu 
Áwanohara, in Washington, notes. 
reactions in the US 582. 








:. Regional 


s Asean : Security C Concerns 

_ The annual meeting of Asean foreign 
i ministers adopts a declaration on 

. the South China Sea, for the first 

^^ time putting a security issue at the 

-— top of the regional Serene s 

d agenda 8 | 





INTELLIGENCE 





Prime Target 
. With Japan's economy and stockmarket 
. continuing to slide despite the latest 
.— discount rate cut, central bank governor 
E Yasushi Mieno is coming under 
increasing pressure from political and 
business circles. Some suggest that 










_.. The Vietn 
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mane“ M B | 
Editor Anthony Rowley reports, it could 


growth 1 14. 


Cover po ids Gerhard Jörén and, inset, Paul Hadley: E 2 Korea : Detectors E 
"c — .— The number of North 
< Koreans defecting to the . 


^ South has increased since 
| Europe, raising hopes - 
` hardline | regime may 


.soon be forced to re- — — 
-examine its pa 16 









= China : : Bao hend s Fall 


‘nation a is ceat i by the 


administration' s manoeuvres aimed at 


building a prósgovernment coalition i in 
Congress 10 | 


Vietnam : Russian Connection 


* oU. 





namese foreign mini: ter i denies 
sian naval 
à ant Ranh Ba 11. 













Obstacles to economic 


the collapse of 
communism in Eastern - 










Ministry official — following the 1989 
appointment of Mieno, a career official 
of the bank. Mieno has been criticised 
for not foreseeing the full effects of his 
tight money policy on the Japanese 
economy and ruling Liberal Democratic 
Party Vice-President Shin Kanemaru 
has suggested that Mieno be replaced if 
he does not ease his policies more 
drastically. 


Into the Breach 








Japan : Elections 
The ruling Liberal Democratic Party' 
victory in elections to the upper hou: 
parliament signals public approval o 





.. government's policy on participation 
UN peacekeeping operations 17 


Pakistan : Political Stalemate. 


^ The army crackdown i in strife-torn Si 


targets the prime minister's political 
allies and the president's son-in-law, 
dividing the ruling troika. The polici 


both Prime Minister Sharif and 


opposition chief Bhutto have eroded 
their standing as national leaders 18 


Indonesia : Politics 
A series of military promotions couk 


| NT factor in deciding the eventual 
> succession to President Suharto 20 


Malaysia : Foreign Workers - 
Spurred by social and national-secur 
concerns, Kuala Lumpur belatedly s« s 


|. out to Em and control the hundr 


crushed the pro-democracy moveme 
— most of the dissidents plan to ret 
through open, rather than covert, 
channels. Some plan to engage in pr 
democracy propaganda work aimed 
influencing the leadership-successior 
rivalries surrounding the forthcomin 
14th party congress. One group has 
reportedly smuggled in a shipment « 
advanced foreign telecommunicatior 
equipment to help disseminate its 
message. 





tho usands of foreign workers who t opportunities. The North 
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ith Pakistan. 23 | 
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Ramos cabinet claimed though that the 
post of chief of staff will not have the 
nearly "little-president" powers of the 
executive secretary. Almonte, who 
publicly admits that he had been an 
adviser of the rebel Reform the Armed 
. Forces Movement in their formative 
stages before the 1986 people-power 
uprising, is said to be one of the closest 
confidantes of Ramos. Unlike most of 
Ramos’ cabinet members, who come 
from Manila's big-business community, 


: «ce in Vientiane. Under pressure from 
| UNHCR, Laos agreed to allow a 





iman accompanying the man to leave 
| Denmark. But the man was flown to 
. Lao-Chinese border in an aircraft 
mich included UNHCR officials 
welling to the border province of 
ang Nam Tha to receive Lao refugees 
ng repatriated from China. 


Be 


overick’s Reward 
Kred Brig.-Gen. Jose Almonte, now 








i is | Traveller's s Tales 24 


intensive course on international 
commercial law in Ho Chi Minh City on | 
15-27 June. The law school-style classes, - 
which focused on China's experience in... 
adopting international commercial 
standards since the late 1970s, were 
taught by two attorneys with the 
Washington law firm of Reichler & - 
Soble. About one third of the v 
participants work with joint ventures; -~ 
the others included academics and © 
government officials, among them möre 





Vietnam's Foreign Minister Cam (/eft), with his Russian counterpart Kozyrev and China's Qian: security cooperation. 





REGIONAL 


ASEAN 


Facing up to securi 


Twenty-one years ago Asean wistfully called for Southeast Asia to become a 
zone of peace, freedom and neutrality. Subsequent intense superpower rivalry 
between the then Soviet Union and the US, with an apparently adventurous So- 
viet-backed Vietnam, proved the concept to be more wishful thinking than reality. 
The end of the Cold War has changed all that. 


By Rodney Tasker in Manila 


he new Asean mood in the midst 

of geopolitical changes was spelt 

out at its annual foreign ministers’ 

meeting from 21-26 July in Ma- 
nila, followed by talks with a who's who 
list of regional and global powers, includ- 
ing the US, the EC, Japan, Russia, China 
and Vietnam. 

With Vietnam's occupation of Cambo- 
dia gone as a politically unifying factor for 
the bloc, the Asean meeting focused to an 
unprecedented extent on security in the 
South China Sea, particularly territorial dis- 
putes over the Spratly Islands. And for the 
first time all six members openly called on 
the US — as the only superpower left — to 
maintain a comforting military balance in 


ing Asean not as a sturdy little group of 
non-communist developing countries to be 
bolstered economically, but as a full- 
fledged, economically vibrant bloc which 
should adapt to Western-style respect for 
human rights and open up its markets. To 
a lesser extent the US and Japan agreed. 
Even Asean officials realise this fact of 


life, as the grouping completes a year of 


awesome 7% average economic growth. 
“We have to accept that we should no 
longer expect aid from the West, but per- 
haps even give aid ourselves,” commented 
one senior Asean official. But at the same 
time he was evidently cheered by the fact 
that Asean had at last come out into the 
open on regional security factors, symbol- 
ised by a separate declaration on the South 
China Sea along with the grouping’s an- 


nam’s military out of Cambodia, 
China was regarded more as a pot 
regional bully. Ironically, China had g 
ously been Asean's ally during its c 
matic confrontation with a Soviet-a 
Vietnam over its occupation of Camb 

Asean's brief statement on the € 
China Sea urged the settlement of all 
ereignty and jurisdictional claims wi 
resorting to force. It also called on all « 
tries with interests there to coopera 
ensure the safety of maritime navig 
and communication and to ensure 
forms of environmental and security « 
eration. 

Statements by the six Asean fo 
ministers — from Singapore, Thailand 
laysia, Indonesia, the Philippines and 
nei — made it clear that the main co: 
was competing claims over the Sprat 

Within Asean, the Philippine: 
troops on some of the eight islan 
claims and Malaysia protects its three 
nei has a claim, but does not occup" 
territory. But when Asean called for | 
in the islands, sitting on potentially ri 








iim over the entire Spratlys area. In Feb- 
ary, Peking passed a law defining the 
"ratlys as part of its territorial waters, and 
en in May signed a contract with 
*estone Energy Corp., from Denver in the 
5, to explore for oil and gas in an area 
etnam says is on its continental shelf. "It 
important that China knows the way we 
el," Malaysian Foreign Minister Abdullah 
idawi told the REVIEW. 

While Vietnam quickly and wholeheart- 
lly welcomed the Asean declaration, Chi- 
se Foreign Minister Qian Qichen, who 
tended the meeting as a guest, said he 
ily "appreciated some of the basic princi- 
es" in the declaration. His other remarks, 
lling for cooperation towards joint deve- 
pment there and also for a dialogue with 
sean on security issues, tended to satisfy 
e Asean ministers — to a certain extent. 
the beautiful [Chinese] statement on 
licy doesn't reconcile with what's hap- 
ning on the ground,” Badawi com- 
ented. 

But Singapore's Foreign Minister Wong 
in Seng probably reflected the main- 
'eam of Asean thinking when he told the 
‘VIEW: “We have to massage China — 
at is the Asian style." While adding that 
aina’s moves in the Spratlys "conflict 
ith 20th century realities," Wong said he 
iderstood that the Chinese had to wave 
eir flag among the islands in order to se- 
re a standpoint from which to negotiate. 

The Asean declaration gave substance 

the grouping's fundamental departure 
em its former, softer stance on regional 
curity. As one senior Asean official 
inted out, the decision to include secu- 
y officially on the Asean agenda was 
:en at the summit in Singapore in Janu- 
z. "This [the Manila meeting] is the next 

p... now you have to wait for the next 
hual Asean meeting in Singapore next 
ar” 

Asean now feels confident enough to 
‘tate a code of conduct on security even 
China, which some in the region regard 

a potential bully boy intent on filling a 
ssible power vacuum as the US scales 
*wn its military presence in Southeast 
Ka. 

One indication of this confidence was 

decision to invite Vietnamese Foreign 
mister Nguyen Manh Cam to the meet- 
to sign Asean's 1976 Treaty of Amity 

1 Cooperation, together with Laos’ For- 

n Minister Phoun Sipraseuth. Both 
mntries could, as a result, become official 
servers at future meetings with the even- 
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to deal with outside powers." That was 
nothing new from a Philippines which has 
always looked to the US for a special rela- 
tionship, despite the 199] decision to ask 
the US to withdraw from its massive mili- 
tary bases at Subic Bay and Clark airbase. 

But the fact that Indonesia and Malay- 
sia are now fully endorsing Asean's con- 
cern that the US stays reflects post-Cold 
War realities. The two Asean members 
were previously reluctant to agree to a US 
military presence because of their non- 
aligned status. But now, as one Asean offi- 
cial pointed out, there is only one power to 
be aligned with. "It is the first time Asean 
as a whole has said that we want the US to 
stay," he added. 

At the meeting, the US was keen not 
only to support Asean's new focus on se- 
curity but also to provide assurances that it 
will remain in the region. "Our withdrawal 
from Clark and Subic Bay means that there 
will no longer be permanent US bases in 
Southeast Asia," visiting US Secretary of 
State James Baker told a press conference. 
"But this development has not altered our 
interest in, nor commitment to, Asian secu- 
rity." He said the form of 
the US presence may 
have changed, but the 
substance remained. 

Apart from its military 
bases in Japan and South 
Korea, the US has an 
agreement with Singa- 
pore for a logistics com- 
mand there, and is likely 
to forge similar deals for 
its Seventh Fleet to use fa- 
cilities at Malaysia's port 
of Lumut, and Indone- 
sia's Surabaya. Thailand 
has long allowed the US 
military transit rights. 

It is also likely that 
even the Philippines will 
enter àn access arrange- 
ment with the US mili- 
tary, despite its decision 
to close the bases. "We 
would be very happy to 
hear any proposals and 
recommendations the 
Philippines has to offer," Baker said. Sen- 
ior US officials pointed out that Washing- 
ton was insisting that any initiative on al- 
lowing the US continued military access 
should come from Manila because, as one 
said, "they kicked us out." 

The two countries are already reaching 
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Badawi: watching China. 


centred mainly on differing attitudes | 
wards the tough military regime in Burr 
and Indonesia's alleged lack of consider 
tion for human rights in dealing with u 
rest in East Timor. 

Concern about the killing by Indonesi 
troops of more than 50 demonstrators 
East Timor in November 1991, and the u 
satisfactory punishment of officers and sı 
diers involved, is holding up the signing 
a new cooperation agreement betwe 
Asean and the EC. 

Portugal has vetoed any move by t 
EC to agree to a new cooperation agre 
ment, which would mean a bigger flow 
investment into Asean, because of t 
human-rights issue. Manglapus told 
somewhat embarrassed British Forei; 
Secretary Douglas Hurd, current preside 
of the EC Council: “We deeply regret tl 
development." 

As European Commissioner AE 
Matutes indicated to the conferen« 
human-rights issues were part of a gene! 
EC attitude that Asean, with its sustain 
impressive growth, should no longer 
dealt with on a "donor-recipient" bas 
Trade between the tv 
blocs had reached US$ 
bilion in 1991, wi 
Asean supplying 4% 
the EC’s total imports. 

While some EC de 
gates shrugged and poit 
ed to Portugal over t 
Asean-EC  cooperatic 
agreement impasse, Hu 
said the human rights 
sue was: “a sensitive o 
for Asean,” adding th 
“it will not go away 
Even Japan, another di 
logue partner, indirect 
raised the human-rigl 
issue with Asean. Japa 
ese Vice-Minister for K 
eign Affairs Koji Kal 
zawa said respect f 
human rights would i 
creasingly play an im[x 
tant role in Tokyo's of 
cial development aid d 
bursements, of whi 
Asean countries enjoy the most genero 
chunk. 

Baker also expressed some conce 
about human rights in East Timor duri) 
his meetings with Asean foreign ministe 
But he was more anxious to put ov 
Washington's view, shared by Asear 
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Fiji eter beer tori hardness reir ae roris iei CECT COLTS eet CUTE POE ETT 


"y was Chairman Mao's dog,” claimed 
EP his widow, Jiang Qing, at her 1979 
M. show trial as the purported master- 


mind of the murderous Cultural Revolu- 


ion. The highest Chinese communist offi- 
ial to go on trial since then, Bao Tong, a 
sop aide to ousted party chief Zhao Ziyang, 
could just as well claim to be Deng Xiao- 
iping's goat. 

. Such a sacrificial animal comes in handy 
Kor reformist patriarch Deng as he prepares 
to railroad the forthcoming 14th Congress 
of the Chinese Communist Party into en- 
dorsing his chosen successors and his lib- 
eral economic policies. 

At the Congress, due some time this au- 
tumn, die-hard Marxists may try to coun- 
ter by blaming Deng and his erstwhile 
anointed successor, Zhao, for the 1989 up- 
surge of pro-democracy demonstrations 
that brought on the Tiananmen massacre. 
To forestall such a ploy, Deng needs to 
“close the book on Tiananmen” by affixing 
blame on a lesser luminary than Zhao, a 
diplomat says. 

To gauge the relative strengths of the 


party factions in the run up to the Con- | 


gress, analysts homed in on the length of | 
Bao's sentence as an index of how cheaply : 
Deng could bring off his damage-contain- _ 
ment exercise. 

. Non-communist Tiananmen protago- 
nists like dissidents Chen Ziming and 
Wang Juntao had previously drawn 13- 
year sentences. Bao, accused of inciting dis- 
order and releasing state secrets (by warn- 
ing demonstrators of planned troop move- 
ments under martial law), could have 
drawn an even longer term. 

As it turned out, he was sentenced to 
jour years on the first count and five on 
the second. What is more, the two sen- 
tences would add up to just seven years 
since they could be served concurrently in 
part — a first in the annals of Chinese 
ponen trials, according to legal sources. 

With credit for his three years of pre- 
trial detention, Bao, 59, could be out by 


1996, KC cases like this, courts have zero 
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3ao long sacrificed to E reform 


In contrast to the glare of publicity that 
surrounded the trials of Mao's widow and 
her Gang of Four cohorts, Bao's trial was 
held almost furtively. Relatives learned 
that the case would finally come up just 
days before the court date. . 

Bao's chosen advocate, a noted law pro- 
fessor, was prevented from arguing the 
case. His substitute could manage no more 
than a sketchy preparation, meeting with 
the defendants just a couple of times be- 
fore the trial. 

Spectators, including relatives, were 
barred from the four-hour hearing, pur- 
portedly because of the state secrets in- 
volved. Even Bao's wife was admitted 
only for the last 10 minutes to hear the 
sentence. 

The official Xinhua Newsagency carried 
a brief report of the verdict on its interna- 
tional wire, which was picked up by the 
official English language ic Daily. Other 





nade no : 





tion of the case. 

Bao had been Zhao's secretary 
speech writer before he was grabbe 
police en route to a party meeting just 
before the 1989 massacre. He was 
without formal charges until earlier 
year. 

Bao had previously headed pol 
and economic reform committees v 
helped draft many of the policy initiz 
that are still on the Dengist agenda. 
ther Bao nor his mentor Zhao, how 
can look forward to rehabilitation any 
soon, analysts say, despite the currer 
formist resurgence. 

The verdict against Bao came the 
day of a vote in the US House ol 
presentatives to subject China's n 
favoured-nation (MFN) trading stati 
scrutiny of its human-rights situation. 
haps, the diplomat suggests, negative 
licity from the trial helped reinfora 
veto-proof majority by which the re 
tion passed the House. 

Still, he adds, China is so confiden 
the US Senate will sustain Presi 
George Bush's inevitable veto of MFN : 
tions that "they might have deliberate. 
the tria] date to thumb their noses a 
US Congress." 
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No honeymoon here 


Ramos address upstaged by moves in Congres: 





| he weather during the 27 July open- 
r ing of the Philippine Congress sym- 


| 
| 
| - 
" 
| bolised what could be President 
| Fidel Ramos' biggest headache in running 
the country. 

|, Flash floods blocked Manila's streets, 
| delaying Ramos for an hour in getting to 
| the Congress to deliver his state-of-the-na- 
| tion address. Meanwhile in the Congress 
itself Ramos' legislative programme risks 
being submerged in a vortex of political 
jockeying caused by the lack of any domi- 
nant group in the House of Representatives 
and a potentially hostile majority in the 
Senate. 

| Ramos’ straightforward sketch of his 


| ewcuxenemoseanes c mortuae voiteorated oarhor 








Observes noted that Ramos mad 
mention in his speech of “people em] 
erment, his main campaign line ir 
elections. In terms of orthodox ideolc 


classification, Ramos' agenda appear 


be on the Right, focusing on the ne 
stimulate economic growth and on 
and-order issues rather than on effoi 
reduce income inequalities. 

But the Ramos message came as s 
thing of an anticlimax following battle 
lier in the day for control of the two c 
bers of Congress. What has emerge 
Congress is a fragile arrangement base 
a series of short-term deals betwee: 
National People's Coalition (NPC) le 
former Marcos crony Eduardo Cojua 
and Ramos' own group, the Lakas- 


Natianal Tinian af Chrichan Damn 


»eakership of the 201-member House of 
epresentatives, beating Jose Cojuangco, 
*cretary. general of the Laban ng 
emokratikong Pilipino (LDP), by 151 votes 

42. De Venecia was supported by 48 
aembers of the NPC and 15 of the Liberal 
arty as well as by the Lakas-NUCD. He 
& succeeded in co-opting 33 out of the 
- lower house members of the LDP, ap- 
rently by offering seats on congressional 
ámmittees. 

The Ramos camp also attempted to 
ain control of the 24-member Senate, 
hich has 15 LDP members. Assisted by 
amos’ sister Sen. Leticia Shahani, de 
»necia tried to put up Sen. 
sofisto Guingona, a former 
a inis as the Lakas- 






; Eao Cena s bid col- 
osed when LDP chairman 


Var fal. (CC reno bone rerne tan Can 


Universal Studios, Walt Disney 
'keen to take over Subic Bay base' 


“NEWS ITEM 


towards “dictatorship.” “How can Ramos 
keep saying that he is a constitutionalist 
when his attempt to control Congress [by 
capturing the leadership posts of Senate 
president and speakership] violates the 
constitution's spirit of separation of pow- 
ers between the executive and legislative 
branches?" Ople asked. 

The unreliability of Ramos' NIC allies is 
another problem. Labelled the "storm 
troopers" by one Manila columnist, the NPC 
is obviously a group simply steering its 
way for political advantage. While it sup- 
ported de Venecia's bid for the speakership 
of the House of Representatives the NPC 
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voted against Ramos’ candidates in 
Senate, where the two Lakas-NUCD se 
tors had less chances of grabbing the lei 
ership. 

Given the attention focused on Ram 
congressional manoeuvres it was not s 
prising that his state-of-the-nation messi 
failed to attract much comment. Howes 
analysts generally welcomed his move 
end a largely ineffective ban on the co 
munists. 

The anti-subversion law under wh 
the party is outlawed was enacted in : 
1950s. While imposing stiff penalties — 
to life-imprisonment for being a ranki 
CPP member — the law | 
proved difficult to enfor 
Defence lawyers have oft 
been able to shoot down ! 
testimony of state witness 
who turned out to he 
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“hai tribunal rules 
wn Suchinda’s amnesty 
_ A Thai constitutional tribunal has 
mauled as legal an amnesty by the then 
arime minister Gen. Suchinda 
raprayoon for all those involved in the 
Aay massacre of pro-democracy 
vemonstr. ators in Bangkok. Appeals had 
sgen made against the amnesty, arguing 
hat Suchinda — whose appointment as 
n un-elected prime minister had sparked 
Ihe demonstrations — was not 
*smpowered to grant himself and others 
»rotection from their own actions. The 
ione dissenter in the tribunal said that 
uling the amnesty sets a strong legal 
»recedent for future governments seeking 
io protect themselves from the 
*onsequences of their own actions. 









Jakarta relaxes 

‘ravel rules 

» The Indonesian Government will soon 
abolish the practice of issuing exit permits 
'or citizens who wish to travel abroad. 
[he decision, announced by Justice 
Minister Ismail Salleh last week, follows a 
2radual loosening of immigration laws 
since 1989, with first the military and 
zovernment officers, then businessmen, 
seing allowed to leave with just a 
passport. Exit permits are valid for six 
months, renewable indefinitely. Indonesia 
will, however, continue the practice of 
Keeping a black-list of citizens who are 
jarred from leaving the country. 


Taiwan protests over 

mainland pirates 

> The Straits Exchange Foundation, 
which handles Taiwan's contacts with 
mainland China, has protested over two 
alleged cases of piracy by unidentified 
mainland Chinese boats against 
Taiwanese trawlers. One incident 
3ccurred 70 kilometres off Taiwan's 
northeast coast on 26 July when mainland 
Chinese forcibly searched a Taiwanese 
vessel, assaulting the crew when they 
ried to call for help. A nearby Taiwanese 
ooat was fired upon by another 
unidentified vessel when the crew 
signalled for help from a navy patrol boat 
in the vicinity. This was the second such 


Revolutionary Party, for the post of prime 
minister. Jasray held high public office 
throughout the 1970s and 1980s, but for 
the past two years of multiparty. 
democracy has occupied the relatively 
obscure post of president of the 
Association of Production and Service 
Cooperatives. As prime minister Jasray 
replaces Dashiyn Byambasuren, who held 
the job until the 28 June elections. Jasray 
is likely to promote the role of -— 
cooperatives in tackling the spun S 
economic crisis. 


Travel clearance for 
former Japan premier 


> Former Japanese prime minister 
Kakuei Tanaka has received permission 
from the Supreme Court to travel abroad 
and is expected to visit Peking in late 
August or September to observe the 20th 
anniversary of the normalisation of ties 
between China and Japan. It will be the 
first overseas visit bv Tanaka, 74, since his 
conviction in 1983 on bribery charges 
linked to the 1970s Lockheed scandal 
Tanaka was forced to step down as prime 
minister in 1974. 


Social indicators 


Bangkok move to ease 
press censorship 


> In a move for greater freedom of the 
press in Thailand, the Thai cabinet 
decided on 28 July to grant licences to five 
new commercial television stations, - 
preferably before the general election 





military, already under a heavy cloud 
its repressive role in the May violence 


Premier's plan defuses 
Ayodhya holy site row 


> Indian Prime 
Minister P. V. 
Narasimha Rao has 
temporarily defused 
renewed tension 
between Muslims and 
Hindus over the 
Ayodhya temple- 
mosque controversy 
by proposing that a 
single judicial 
authority should rule on all the cases 
pertaining to the dispute. Hindu leade 
including the opposition Hindu 
fundamentalist Bharatiya Janata Party 
which has led the campaign to build ë 
temple on the site in Uttar Pradesh stz 
— have agreed to the plan. Press repo 
said the cases would be decided by a 
special committee of Supreme Court 
judges whose decision would be bindi 
on all parties. More than 2,000 people 
have been killed in Ayodhya-related 
communal violence over the past thre 
years. 





Rao. 


Bangkok, Hanoi strike 
deal on fish war 


> Thai Prime Minister Anand 
Panyarachun and his Vietnamese 
counterpart Vo Van Kiet agreed at a 
meeting in Pattaya to release each oth 
fishermen who have been detained foi 
months for illegal fishing. The issue, 
sparked largely by Thai fishing fleets 
poaching in Vietnamese waters, had 
soured a meeting between the two 
leaders in Hanoi last year. Vietnam 
holds several hundred Thai fishermen 
while the Thais have detained some 3 
Vietnamese. 


Rival Koreas agree 
to open travel routes 


> Negotiators from North and South 
Korea meeting at Panmunjom on 28 Ji 
have agreed to open at least two sea 
routes to allow travel and possibly the 
exchange of goods between the two 





Marriage of co convenience 


he joint Indo-American naval ex- 
ercise off India's west coast in 

May was a modest affair involv- 
ing a destroyer and a frigate from 
sch aide. But it is still a landmark in rela- 
ons between the two countries. After dec- 
les of antagonism they are now looking 
x a framework which will allow them to 





ork together despite strong reservations 


»out each other's policies. Managing con- 
adictions is the name of the game. 

What is in it for Washington in the post- 
old War era? India has a considerable 
ülitary capability: among other things, its 
avy is the largest among the littoral states 
f the Indian Ocean. India has not only 
ropped its plea for barring foreign mili- 
ry deployments in that ocean, but its ad- 
drals now speak soffo voce to their US 
»unterparts of cooperation to promote re- 
onal stability. The admirals speak with 


ie endorsement of the political leadership, 


hich does not at this stage want to take 
1 explicit position. Apart from the mili- 
ry dimension, there is also a shared con- 
rn about militant Islam — a threat to im- 
»rtant American friends and to India's 
omestic stability. 

In return, New Delhi is very anxious to 
ain US understanding for its security con- 
rns vis-a-vis Pakistan. Two develop- 
ents show how Washington's response 
;:$ helped New Delhi. 

When the insurgency surfaced in Indian 
ashmir in early 1990, Islamabad wanted 

take the issue back to the UN to invoke 

40-year-old resolutions calling for a 
ebiscite. In a reversal of its stand, the US 
sclared a solution had to be found bilater- 
yas envisaged in the 1972 Simla agree- 
ent between India and Pakistan. This has 
astrated Pakistan's bid to internationalise 

2 issue because the major Western pow- 
- have followed Washington's lead. 

. Furthermore, Washington has asked 

amabad to stop aiding and abetting ter- 

“ist activities in India. US Secretary of 
ate James Baker has warned Pakistan it 
Iks being cited as a state sponsoring ter- 
"ism. Again, the US initiative has 
^mpted parallel moves by its major al- 











them sensitive to the 


can, however, quickly 


determination to keep 


sile Technology Control 


By Dilip Mukerjee 


clined to consider India as a possible source 
of military manpower for training pur- 
poses. Pakistan's s ambiguous stance on the 
1991 Gulf War is a factor here, but more 
important is tacit US endorsement. 

New Delhi is indebted to Washington 
on all these counts. And because of this 
there is broad support in India for cultivat- 
ing US goodwill despite Indian irritation 
over American actions in respect of nuclear 
non-proliferation, intellectual property 
rights and, to a much lesser extent, human 
rights. 

On the US side, India — unlike China 
— is both too remote and too minor to fig- 
ure in the political debate. There are a 
handful. of congressmen whose constitu- 
ency concerns make 


cause of the Sikh mili- 
tants, explaining their bid 
to take India to task for 
human-rights abuses. On 
the whole, however, In- 
dia faces no hostility 
from any significant 
group. At the same time 
it hardly has any enthu- 
siastic friends. 

The favourable cli- 
mate in both countries 


change if any of the con- 
tradictions get out of 
hand. The most impor- 
tant of these is India's 


open its nuclear option. 
The US wants it closed. 
Using the instruments 
available under the Mis- 


Regime, to which Russia 
and China now claim to 
be adhering, the US is 
trying to hold back In- 
dia's efforts to acquire a 
capability to deliver nu- 
clear warheads at long 
range. This is why Wash- 
ington tried to block Russia's supply of the 





to the Indian and Russian organisations 
rectly involved. Indian observers, howev 
were comforted by the fact that the US h 
taken care to impose very limited sanctic 
and avoided any suggestion that t] 
would spill over into other areas. 
However, the US action has forced 1 
Indian Government into having to deme 
strate that it is holding its own agai 
Washington. This is one reason why ! 
Agni missile — with a 2,500-kilome 
range and a 1,000-kilogram payload — w 
put through a second test on 29 May af 
a three-year pause. An earlier test, on 
May, had involved launching a 106-kg p 
load into an orbit 450 km above the ear 


Washington noted the second test t 


raised its voice agai 
the first. Significantly, 
new threats were issue 

The effort at dama 
control is evident in t 
economic sphere, too. 
April this year, the. | 
suspended India’s pri 
leges of preferential tai 
in respect of pharmace 
ticals and chemicals 
accounting for US$ 
million, or 2%, of total : 
dian exports — to reg 
ter displeasure at Indi 
failure to meet US pk 
for more adequate pate 
protection. The Econorn 
Times, India’s leadt 
business daily, said 
was only a warning st 
across the bows: the ; 
tual trade damage wot 
be minimal. 

The current state 
Indo-American relatio 
suggests that differen 
are being successful 
handled so that the 1r 
mentum for cooperati 
is maintained. This sv 
gests that military ti 
wil expand over tin 


The contacts established between t 
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ook to the 


north 


shina seen as counterbalance to Thailand 


»y Murray Hiebert in Vientiane 
E ach day a handful of Chinese buses 





clatter into Nam Tha town and un- 

load the first foreign tourists in dec- 
des to visit this remote part of northern 
„aos. The visitors, cameras slung over their 
fhoulders, wander around the small town 
or a few hours — looking for cheap soap 
nd cloth, cigarettes from the capitalist 
world and exotic animals for their dinner 
able — before climbing into their buses 
or the trip back to Yunnan province. 

In Vientiane to the south, Lao workers 
— well known for their less-than-hectic 
ifestyle — are delighted that a foreign 
‘ompany has finally leased their cash- 
strapped workshop. But they are a bit wor- 
‘ied that the new owners are Chinese. 
"They never seem to sleep,” fretted one 
vorker shortly after the first group of Chi- 
sese technicians arrived. 

The return of the Chinese to Laos sym- 
»olises the dramatic foreign-policy changes 
andlocked Laos is pursuing with its neigh- 
»ours in the wake of the collapse of com- 
nunism in recent years. A dozen years ear- 
ier, Vientiane expelled the last remaining 
chinese road-construction workers from 
northern Laos, charging them with having 
"expansionist" designs on their tiny south- 
ern neighbour. 

Now Lao communist leaders, mindful 
of the fate of their old Soviet comrades-in- 
arms and realising Laos needs foreign aid 












g ners can finally 
: prse in their efforts to bolster the 
E pats y's backward econ 


. é o ni , «cha n ge 
= But the drive to A ion ose frd 


:  nessmen over bidding practices. 





TE 


has prompted a cho- 


and trade to develop its backward eco- 
nomy, are seeking to improve relations not 
only with China, but also Thailand and the 
US. Lao relations with these countries had 
soured after the communist victory in 1975, 
when Vientiane aligned itself with Moscow 
and Hanoi. 

“The Lao watched what happened in 
the Soviet Union [for long Vientiane's most 
important trading partner and aid donor]. 
They are concerned the same thing could 
happen here," a diplomat observed. "They 
[are] looking to China as the last commu- 
nist state they could turn to for protection." 
Vientiane is also hoping China will help 
balance Thailand and Vietnam, which have 
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woes economic-reform gioi dieat 
and foreign. investment in the garment 


“Inflation dropped from 76% in 1989 to 
around 20% in 1990 and about 10% last 
year. State Bank director Panee Yathotou 
says this is because the bank cut credit to 


_ unprofitable state companies, soaked up 
excess cash by offering - interest rates 
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been vying for centuries to dominate t 
underpopulated and impoverished ne 
bour. “Laos wants to be good friends ' 
the Thais, but they do not trust ther 
diplomat observed. "They're lookin; 
China to provide a counterbalance." 

Analysts say China sees Laos as a ct 
roads from landlocked southern Chin 
markets in non-communist Southeast / 
Australia is currently funding construc 
of the first bridge across the Mekong R 
near Vientiane, and the World Bank 
Asian Development Bank are helping 
grade Route 13, Laos’ main north-s 
artery. When these projects are compl 
in 1995, it will be possible to drive all 
way from Peking to Singapore thro 
Laos, Thailand and Malaysia. 

Vientiane and Peking began impro 
ties during a visit to China by Lao p 
chief Kaysone Phomvihan in late 1 
China had supported the Lao commu! 
in their war against the former Vient 
regime, but relations unravelled when | 
sided with Vietnam following its 197! 
vasion of Cambodia which ousted the 
nese-backed Khmer Rouge. 

Chinese Premier Li Peng returned 
visit in late 1990. During this first ever 
by a senior Chinese official to Laos, the 
countries signed several economic ag 
ments, including one offering Laos a | 
50 million (US$9 million) credit over 
next five years. These visits were follo 
by a steady stream of party, state, mili 
and provincial exchanges. Two-way t 
in 1991 reached US$20 million, about 
of which took place between border p 
inces, according to official Lao estimat 

By June 1991, Vientiane had issued 
nese companies 11 investment licences 
ued at US$19 million. Yada Machinery 
from Kunming recently leased a work: 
near Vientiane where it plans to asser 


hobble economic growth. “Most of 
recent development has been in u 
areas," a foreign economist said. "Ou 
[the major towns along the Mek 
River], poverty is still pervasive.” Ir 
dition, government revenue of Kip 7‘ 
lion last year — a 30% increase over ` 
thanks to new taxes and more effi 
tax collection — covered less than hi 
the state's expenditures of nearly Kiy 
billion. 

Fortunately for Laos, capitalist dc 
stepped in to rescue the country fol 
ing the collapse of the Soviet Union, 
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‘hinese Sahoua cars for markets in Laos, 
ortheastern Thailand, Burma and Viet- 
am. 

Northern Laos, which has been largely 
mored by foreign investors and aid do- 
ors, has benefited most from the im- 
roved relations with China. Yunnan is 
roviding Lao border areas with their first 
eign consumer goods as well as the re- 
ion's first export market for agricultural 
nd forestry products. Chinese companies 
Iso are coming in to construct government 
ffice buildings, roads and schools. 

Thailand has been the biggest benefici- 
ry in Laos of the collapse of the Soviet 
nion. Thai investment and trade in Laos 
ave soared since a brief but bloody war 
ver a disputed border area in early 1988. 
fforts to patch up Thai-Lao differences 
rere dramatically boosted by a March 1991 
isit by the then Thai army commander 
en. Suchinda Kraprayoon, who ended a 
ontinuing military stand-off by proposing 
aat both sides withdraw their troops from 
1e disputed area. A few months later, 
angkok reduced tariffs on Lao agricul- 
iral exports and offered aid to provide 
*chnical training to Lao officials and 
udents. Kaysone's return visit to Bang- 
5k in January as a guest of the Thai king 
emonstrated how bilateral ties have im- 
roved. 

Thai products dominate Lao markets in 
swns along the Mekong River and Thai 
empanies have been granted licences for 
. investment projects worth US$137 mil- 
m — nearly half the total pledged by for- 
ign firms since Vientiane promulgated its 

reign investment code in 1988. 

Although Lao leaders realise they need 
^ai goods and capital to bolster their six- 
ear economic-reform programme, they 
ivately express concern about the in- 
easingly dominant role their more afflu- 





ent neighbour is assuming. Hence the de- 
sire for China's presence as well. 

Bangkok and Vientiane face two other 
unresolved issues: the scores of disputed 
points along their long common border; 
and the 45,000 Lao refugees living in camps 
in Thailand. Bangkok wants the refugees 
to return home or be resettled in third 
countries by the end of 1994, but most are 
reluctant to move. By May, only 10,315 
refugees had returned home under a vol- 
untary repatriation scheme initiated by the 
UN High Commissioner for Refugees. 

Lao attempts to improve relations with 
the US come in the face of continuing press 
commentaries attacking the Americans as 
"imperialists." Vientiane apparently fears 


that Washington will intervene in Lao poli- 
tics by supporting “peaceful evolution" to- 
ward a multiparty system. "The old gen- 





























Neighbourly squeeze 





eration still thinks the US is a threat 
Laos,” a diplomat from a former socia 
country said. “But the Lao realise that w: 
out an accommodation with the US tl 
won't get aid from the IMF and Wo 
Bank." 

Vientiane has stepped up attempts 
resolve the two biggest issues straining 1 
Lao relations: opium production and 
problem of 522 US servicemen missing 
action since the end of the Indochina w 
Over the past year, Vientiane has agreec 
more joint searches for the servicemen. 

A US briefing paper released in Ma 
also says that Laos is making progress 
tackling opium production. Output I 
fallen to 275 tonnes in 1990 and 1991 
about 27% lower than in 1989 — partly c 
to government cooperation with the | 
and the US on crop-substitution proje 
Last November the US agreed to upgr: 
relations to ambassador level and provic 
4,000 tonnes of rice through the Wo 
Food Programme for Lao drought a 
flood victims. At the same time US co 
panies, still blocked from investing in V. 
nam, have emerged as the second larg 
foreign investors in Laos, thanks largely 
two oil-exploration contracts in the sor 
and centre of the country. 

Foreign observers are divided about 
implications for Laos' long-standing "s 
cial relations" with Vietnam as Vienti 
moves to improve ties with its former : 
emies. "The Lao are being a bit stand-off 
with the Vietnamese," one diplomat se 
"The previous effusive rhetoric has [be 
subdued.” But other observers disagr 
"Vietnam is still a fraternal country, bu 
isn't big enough to satisfy Lao demand 
an East European diplomat said. "So Li 
turned to China, while still coordinati 
domestic and foreign policy with Vi 
nam." 
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Southern comfort 





Jefections raise hopes of disillusioned Northerners 





*y Shim Jae Hoon in Seoul 


ne day in June in the eastern Ger- 
D man town of Erfurt, North Korean 

architect Kim Yong Song slipped 
"ut of his dormitory and defected to the 
outh Korean authorities in Berlin. Little 
id he realise then that he was joining doz- 
ms of North Koreans who have also de- 
acted to Seoul since the tearing down of 
he Berlin Wall in 1989 and the subsequent 
ollapse of communism in Eastern Europe. 

Sent by Pyongyang to earn foreign ex- 
hange as well as acquire architectural en- 
rineering technology, Kim, a thin 58-year- 
eld bespectacled man, decided to defect 
after the German reunification in late 1989. 
$y then, surveillance on him had already 
»een intensified because of some politically 
"incorrect" remarks he had made. 

Kim had carelessly remarked to a friend 
n Pyongyang that in West Germany even 
workers owned cars. He had also told an- 
ther friend that the West German welfare 
system was superior to the one in the then 
socialist east. North Korean security agents 
n East Germany were alerted to Kim's 
state of mind. "I knew I was finished if I 
returned home,” Kim said. 

People branded disloyal to North Ko- 
rea have no future under the authoritarian 
regime of Kim Il Sung. And, given his 
"tainted" family history, architect Kim 
stood more than an average chance of be- 
ing purged: one of his brothers had died in 
prison after criticising the longtime dicta- 
tor. In defecting to the South, Kim how- 
ever had to leave his wife and three daugh- 
ters in the North. He thinks it will be a 
long time before he sees them again be- 
cause families of defectors are usu- 
ally sent off to remote labour camps. 

When the Berlin Wall came 
down in 1989, there were an esti- 
mated 3,000 North Koreans study- 
ing or working in Eastern Europe 
and the Soviet Union. Worried 
about exposing them to the sweep- 
ing changes overtaking the commu- 
nist world, Pyongyang brought 
most of them back in a marathon 
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nificantly after 1989. The 
dozens who have escaped 
to the South while abroad 
include students, workers, 
technicians like Kim and 
even a senior diplomat. 
Protracted upheavals in the 
former Soviet empire have 
helped weaken Pyong- 
yang's grip on its people 
abroad, making it all but 
impossible to maintain the 
kind of surveillance and 
control possible with host- 
government connivance. 
Some North Korean stu- 
dents in Russia, having 
sampled the growing politi- 
cal and social diversity 
there, balked at having to 
come home. At least one 
has decided to stay on in Moscow. 

Also, because of the political relaxation 
in Eastern Europe and Russia, more infor- 
mation on South Korea is now easily avail- 
able — a process accelerated by the open- 
ing-up of more South Korean embassies. 
On the Korean peninsula itself, several 
Northern soldiers on duty in the demilita- 
rised zone — where Seoul loudspeakers 
regularly broadcast to the North the attrac- 
tions of the South — have braved the mine- 
fields along the border to defect. 

The turnaround is affecting even some 
radical figures from the South who de- 
fected to Pyongyang from abroad. One 
such prominent apostate who has come 
home at enormous personal cost is Oh Kil 
Nam, an anti-government demonstrator 
who defected to the North, via West Ger- 








Kim Yong Song. 


many, with his wife and two daughter 
1985. 

A Marxist intellectual with an econ 
ics degree from the University of Brer 
Oh slipped into Pyongyang hopin; 
work as economist for the government 
stead, the party assigned him as a pn 
gandist with an anti-Seoul radio sta 
based in the North but 
tending to be a radio 
tion run by South Ko 
dissidents somewher 
South Korea. A year 1 
Oh was ordered to Ew 
to entice more South 
rean students into wor. 
for the North. His fai 
were kept as hostage 
Pyongyang. On arrivin 
Bonn a disillusioned 
sought asylum with 
West German authorit 

“I found North Kor 
fortress society runi 
completely on repres 
and on a slave-soc 
mode of production," 
said bitterly of his one- 
stay in Pyongyang. 
economy characterisec 
chronic shortages helped keep the pe 
subservient to the regime, he said. His 
dren sometimes went hungry and his 
wife could not receive proper medica 
tention. In Germany, he spent five y 
trying to get his family out of the Ni 
Having exhausted all avenues, he r« 
fected to Seoul in May. "My life has | 
broken up and destroyed," he said. 

Most defectors from the North dev 
an acute sense of guilt at having a 
doned their families to possible repr 
by Kim Il Sung's Stalinist regime, and 
guilt often prevents them from adju: 
quickly to a new life in the South. They 
also bewildered by the freedom of sp 
allowed in the South and by the lifes 
of a capitalist society. 

Kim Sin Jo, member of a North Ko 
commando unit which stage 
stunning but abortive raid on 
presidential mansion in Seot 
1968, is a good example. The 
survivor of the raid, he surrend 
and was later allowed to live it 
South. Haunted by the thought 
his parents in the North woul 
consigned to a labour camp fo 
failure, he became an alcoholic 
developed no appreciation fo: 
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reaching. Recently he set up what he calls | J A P A N 


ı “defectors’ church” to care for new arriv- 
is. The church has already grown to a 38- 
nember congregation. 

Problems like environment and traffic 
ilso astonish new arrivals, especially those 
'oming straight from the North. They com- 
lain that the Southerners use too many 


ipartment. There are also too many holi- 
lays — about 90 a year, compared to seven 
n the North. Urban blight, such as big piles 
uncollected garbage on the street, dis- 
rusts them. 

Younger defectors have difficulty ad- 
usting to what they see as individualism 
ind superficiality on South Korean cam- 
uses. “I have no trouble with freedom and 
elf-rule,” said Chong Hyon, who moved 
o Seoul's Korea University two years ago 
rom the Ukraine where he was studying 
netallurgical science. "But human relation- 


hips here tend to be thin,” he said. Also | 


'ery unsettling to Chong is the commer- 
ialisation of university education, 
whereby 100 to 200 students cram into each 
ecture hall. In Northern campuses classes 


Back on track 





By Robert Delfs in Tokyo - 
LH EST ruling Liberal Democratic 





Party (LDP) won a sweeping victory in 
the regular upper house election on 26 


. July, taking 69 of 127 seats. The result is a 





re considerably smaller, allowing students 


o develop closer relationships with their 
»rofessors. 


Perhaps what upsets the defectors most | 


s the fashionable leftism that many radical 
southern students espouse almost as a rite 
f passage. The anti-government posters 
een on campus walls "sound as if they 
vere written by party propagandists in the 
Jorth. That's something we do not want 





hear about any more," according to de- | 


«ctor Chang Yong Chol, an electronics stu- 
sent at Sogang University who had previ- 
sly studied geology at East Germany's 
weiburg University. 
"[The South Korean students] know lit- 
æ about conditions in the North,” Chong 
mid in a recent interview. Another student 
fector, Kim Chi Il, from the Soviet 
nion, added: "They wouldn't last two 
ays there." 
The defectors of the past two years 
#me mostly from the generation brought 


wo on Kim Il Sung's ideological diet of | 


che (self-reliance), amidst an intense 
arsonality cult focusing on the dictator 
^d his son Kim Jong Il. Observers see 
is as an ironic comment on the future 
ectiveness of the North's communist re- 
mme. 
Because of this, older defectors — those 
@ho switched sides in isolated cases be- 


personal victory for Kiichi Miyazawa 
which may enable him to act more asser- 
tively in the second year of his term as 
prime minister. 

It also suggests the LDP is well on track 
to restoring its lost upper house majority at 
the next election in 1995. In the last upper 
house election three years ago, voter anger 
over the Recruit bribery scandal, the un- 
popular consumption tax, and liberalisa- 
tion of farm imports led to the LDP win- 
ning only 36 seats. 

The seats lost by the LDP in 1989 do not 
come up for re-election until 1995; until 





Komei supporters: on the LDP's coat-tails. 


then the ruling party must continue to rely 
on other parties to pass legislation through 
the upper house. But this week's win 
means the LDP needs only 58 seats in the 
next election to regain its simple majority. 

Only five months ago, the LDP ap- 
peared headed for an electoral disaster. The 
ruling party had just lost two important 


_ by-elections to the labour-backed opposi- 
reen the 1950s Korean War and the col- | 


tion coalition Rengo. Political analvsts fore- 


Ruling party scores heavily in upper house poll 


oreign words — for example, apato for | 


in UN peacekeeping operations. Two « 
trist opposition parties, the Komei PX 
and the Democratic Socialist Party, s 
ported the LDP on the peacekeeping bil 

But the Social Democratic Party of 
pan (spPj) and the Japan Communist Pi 
(icp), which opposed the bill, both trie 
turn the election into a referendum on 
peacekeeping issue. If that is what it v 
then Japanese voters have responded v 
a stinging rebuke. The SDP) won only 
seats, less than half as many as in I‘ 
The jcp did no better, winning only 
seats for a net loss of three. 

The worst hit of all was Rengo-no- 
the labour union-backed opposition cc 
tion, which had hoped for nine to 10 m 
seats in the Sunday election but failec 
win any at all. 

Rengo-no-kai was set up in 1989 by 
Japan Confederation of Trade Uni 
as a vehicle to promote the reunificatio 
the two socialist parties. But the SPDJ's 
compromising position during the be 
over the peacekeeping bill in June das 
any prospects for electoral cooperat 
More important, the division over 
peacekeeping issue made it clear that tl 
is no possibility of a merger between 
two parties in their present form. 

Confederation president Al 
Yamagishi said on Sunday night that 
labour movement needed to join ha 
with reform-oriented elements within 
SDP] to form a responsible political pi 
that could lead the government. 

The Buddhist-backed Komei, in ¢ 
trast, surprised analysts by winning 
seats, a net gain of four. The party had b 
expected to suffer from the effects of 
split between the Nichiren Shoshu pri 
hood and the Soka Gakkai lay religi 
order, which is its main backer. But p 
leaders took the risky course of making 
Komei position in support of the pe 
keeping bill their central campaign is: 
The party thus became almost the c 
choice available for voters who did 
want to vote LDP but were put off by 
SDP/'s position on the peacekeeping bil 

Another factor mav have been ex 
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I hings fall apart 


sindh crisis pits army against politicians 














wy Hamish McDonald in Karachi 
wo months after the Pakistani army 
! began its foray into the lawless 
southern province of Sindh, the po- 
*tical landscape of the entire country has 
seen trampled into a swamp in which no 
ower group seems sure of its footing any 

Tore. 

Bonds holding together the ruling troika 
- army, president and prime minister — 
.ave loosened up. The Muhajir Qaumi 
»flovement (MOM), the urban Sindh-based 
arty of Urdu-speakers who migrated into 
Pakistan at the partition of British India, is 
n hiding from the army which once pro- 
noted it. Prime Minister Nawaz Sharif is 
pprehensive at the attack on his MOM coa- 
ation partners and wondering what other 
»rops will be pulled out from under him. 
-he army seems to have leaked damaging 
.llegations against President Ghulam Ishaq 
&han's family. 

On the opposition side, the rural 
jsindhis, who always had their misgivings 
ibout the Punjabi-dominated army, have 
velcomed the military sweeps against the 
'andits who preyed on them. The opposi- 
ion Pakistan People's Party (PPP) is also 
osying up to the army, with some cohorts 
Xf PPP leader Benazir Bhutto virtually in- 
viting army action against the prime min- 
ster and president. 

Above the swamp, the air is thick with 
iccusations of crimes heinous even by Pa- 
<istan’s standards: murder, torture, gang 
'ape, kidnapping and extortion, organised 
car theft and massive corruption. “We have 
zone several stages beyond Shame,” said 
sherry Rehman, editor of the monthly 
nagazine Herald, in a reference to Salman 
sushdie's satirical novel of Pakistani poli- 
ics in the 1970s. 

The question everyone asks is whether 
he army involvement in Sindh presages 
inother bout of martial law. The prevail- 
ng wisdom among diplomats and local 
inalysts is that this is unlikely. Although 
he public has welcomed improved law 
ind order, military rule is still too recent in 
mamery Renarcussions such as foreign-aid 


Rangers patrol outside a Karachi mosque. 


Sharifs conservative Islamic Democratic 
Alliance (IDA). 

While dismissing the possibility of overt 
military rule, however, analysts entertain 
other scenarios involving more direct po- 
litical activity. One is the “slow asphyxia- 
tion” of the prime minister’s leadership 
and his replacement by someone seen as 
more capable, such as Minister of State for 
Economic Affairs Asif Ali or Education 
Minister Fakhar Imam. Another is a more 
formalised role in public administration. 
Bhutto, who says she does not want army 
intervention, wants an all-party interim 
government installed pending fairly con- 
ducted elections. 

While Gen. Asif Nawaz's intentions 
may have been a simple surgical strike at 
banditry and political terrorism in Sindh, it 
may be harder to withdraw than he imag- 
ined. The rural operation, which has net- 
ted 1,500 to 2,000 alleged criminals, has by 
all accounts restored normalcy. The later 
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urban populations and business acti 
but who had been excluded from gos 
ment jobs. The MQM took over muni: 
government in the late 1980s, bac 
Bhutto in 1988, but at the army's proi 
ing switched its support to the IDA in | 

The army now feels it has a Fr 
enstein's monster on its hands. The no 
urban-rural political competition of 
business and middle class versus the 1 
landlords became an ethno-linguistic 
The Afghan War pushed more thi 
million Pashtuns from the Northwest F 
tier Province into Karachi, infusing a 
culture. The MOM itself developed a s 
mystical personality cult around its foi 
ing leader, Altaf Hussein. Karachi t 
nessmen say the MOM became coer: 
dictating what went into local newspa 
or who could buy privatised agencies. 

A turning point for the army car 
year ago when an MOM dissident trie 
give a press conference. He escaped v 
several hundred MOM loyalists attac 
but an army major on intelligence duty 
seized and tortured. It took three day: 
the army to get Sindh police to regis! 
case. Later an army captain was man 
dled by a Sindh minister. The army be 
cultivating the MOM dissident wing, cc 
the MOM Haqiqi. When Sindh's Chief ? 
ister Jam Sadiq Ali died in March, the : 
government became less stable. 

It was around this time that the a 
started drawing more detailed plans 
urban operations. By then MOM le; 
Hussein had moved to safety in Lon 
The prime minister claims to have t: 
the decision to send the army, tho 
associates said he made sure he wa 
London when the crackdown started o 
May in order to maintain "deniabil 
While the prime minister and presi 
concurred with the army chief on an e 
handed approach in Sindh, it seems « 
that neither envisaged the later m 
against the MOM. 

One trigger, or excuse, was the kidi 
ping on 3 June of the personal represe 
tive in Karachi of the Aga Khan, the w« 
wide leader of the Ismaili sect of Is 
However, an army spokesman said tr 
turned out in Karachi on the afternoo 
19 June after fighting had broken ou! 
tween the rival MOM factions, threateni 
"bloodbath" across Karachi. This qui 
became a city-wide sweep against the ! 
— though its leaders, including five : 
ministers, went underground. 

More than a month later, the MOM 1 





iave had a violent wing that used murder 
nd torture, but the whole party could not 
'e condemned as fascist or terrorist — 
hough there are sizeable numbers who do 
nake this charge. 

The centre of Karachi is covered with 
raffiti saying, "The Altaf chapter is closed 
— MQM Hadqiqi." In the outlying suburbs 
ike Orangi, Hussein's portraits remain 
inbesmirched and people are sceptical 
ibout the army accusations. MQM chair- 
nan Azeem Ahmat Tariq, speaking by 
elephone, said the MOM would not be so 
'opular if it had relied on terror. "This 
vhole operation is to replace the MOM with 
he Muslim League [the core of Nawaz 
'harif's IDA]," Tariq said. 

This is denied by sources close to the 
rime minister. They said the army's evi- 
lence had been "slightly touched up" but 
vas still strong enough to 
vin backing for the crack- 
lown. "Nawaz did not re- 
lise the extent of the MOM 
buses, when evidence 
ame he had no choice but 
2 acquiesce," one official 
aid. "He is trying to keep 
ne alliance with MOM but 
s letting the army put 
own the terrorist wing. If 
iat turns out to be an inte- 
wal part of the MOM it will 
e very difficult; the MOM's 
bility to operate as an un- 
ierground party is fright- 
ning." Bhutto also makes 
ne same distinction. “Al- 
nough Altaf Hussein was 

ruthless tyrant and used 
athless measures, the terror machine was 
ne part of the MQM, not the whole part. 
»ot everybody in the MQM knew about it." 

The army's exposures have also re- 
yunded on the prime minister and the 
resident. Sindh was regarded as very 
uch the domain of Ishaq Khan, given his 
»le in the toppling of Bhutto's father. Peo- 
"e are meanwhile questioning why 
sawaz Sharif could have associated with 
ach a terrorist organisation. 

The president's standing has also been 
mmaged by a detailed press report on his 
-in-law, Irfanullah Marwat, an adviser 

the Sindh chief minister who had been 

charge of the state's Central Investiga- 
ve Agency (CIA) under Jam Sadiq Ali. The 
sagazine Newsline detailed allegations of 
line stewardesses and dancing girls be- 
2, abducted by CIA officers and raped by 





Sharif: risky ally. 


military intelligence report," said an offi- 
cial close to the prime minister, who said 
the material was exaggerated. 

Marwat himself called for a judicial in- 
quiry and said the report was "totally 
false" and that not a single complaint had 
been lodged by the alleged victims. Sindh's 
new Chief Minister Muzaffar Shah said no 
material has been brought to his notice 
which warranted any action. "In the world 
of politics, allegations are part of the rituals 
and rites which go to make politics very 
fascinating," he said. 

Army officers are not disavowing the 
report, however. “Who could lodge an FIR 
[first information report, a formal com- 
plaint] against the person in charge of the 
CIA?" said an officer in Sindh corps head- 
quarters. “I tell you he was involved in 
things. He raped that air hostess; he was 
involved in the Veena 
Hayat case. He was CIA 
chief and involved in all 
these stolen car cases. But 
in this country it's not easy 
to catch the president's son- 
in-law." 

True or not, the allega- 
tions are seen as part of 
what one Islamabad official 
called a political chess- 
game. "Irfanullah is a 
knight in this game," the 
official said. "How do you 
use him to checkmate the 
king?" 

The army would be un- 
likely to arrest Marwat un- 
less it wants to remove the 
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president. So far it seems content with 
flicting wounds, rather than moving in 
the political kill. This too has helped cre 
ascendency for the army, reflected in 
president's decision on 19 July to cede s 
cial powers to the military. The ordina: 
which covers not just Sindh but all of P; 
stan, gives army personnel immunity fr 
civil and criminal liability during opx 
tions, and full powers of search, arrest 
seizure of weapons. The presidential or 
does not give authority to set up milit 
tribunals, however, which means the ar 
may still feel frustrated by a police and c 
administration it sees as involved in te: 
and crime. 

For the opposition parties, the polit 
strategy talked about is mass resignat 
in order to force by-elections at which t) 
hope to prove their popularity. Even w 
out the MOM, Nawaz Sharif has a sec 
majority at federal level, so this would 
purely demonstrative unless he could 
embarrassed into resigning. The PPP so 
has balked at making the decision. 

In the Sindh assembly, the MOM, h« 
ever, has got almost all its 28 member: 
resign, and the provincial government 
been using all its powers of bureaucr 
scrutiny and delay to cut the num 
down. The PPP, which has 46 of the 
members, wants to topple the chief mii 
ter and put in its own nominee — but d 
not want to form a government itself 
less and until it regains power at fedt 
level. Nor, apparently, does the army w 
the president to apply governor's rul 
kind of emergency regime. It is not - 
Nawaz Sharif who wants deniability. 





PAKISTAN 


Hobson's choice 


Sharif falters and Bhutto alienates the public 


Ithough few people seem to be 
A looking for any political saviour 

from the military, both Prime Min- 
ister Nawaz Sharif and opposition leader 
Benazir Bhutto are disappointing their sup- 
porters. 

Sharif's bold start in throwing open the 
economy in November 1990, by moving 
quickly to convertible currency and putting 
most nationalised enterprises up for sale, 


way between Punjab's capital Lahore ¿ 
Islamabad, not an obvious priority, 
brought allegations of massive kickbac! 
With only US$855 million in foreign 
serves, about one month's import co 
and most US aid withdrawn because of 
nuclear weapons issue, Sharif's econo) 
strategy depends on quickly generating 
flows of private capital. Yet, on two imp 
tant issues this year, the government 





ihe government should have taken a firm 





zand. As it is, the ruling has delayed fi- 
sancing of major projects, such as the 
siower and water scheme on the Hab River 
“est of Karachi, and added an element of 
sk to investment that should be quickly 
moved. 

The other case involved the advertising 








a ientral bank which virtually invited the 
aundering of illegally acquired money. 
&side from the sleazy connotations, the 
sdvertisements broke US financial laws. 
“et no one in the Finance Ministry or bank 
sas been held responsible for the debacle. 

Sharif is a new phenomenon in Pak- 
stani government, being the first prime 
ininister from a business background. As 
mich he was seen more likely to under- 
tand the conditions for private-sector 
growth, and crash through bureaucratic 
sbstacles to reform. His inarticulateness 
vas forgiven. The question about Sharif 
aow being asked by businessmen is 
whether he is up to the job. 








Bhutto feele. that the polia tide is 
turning in her favour, nearly two years 
after she was ousted from office by a hos- 
tile president and subjected to judicial har- 
assment through a series of so far un- 
proven charges against her and her hus- 


band. Her courage, vehemence and cha- 


risma are likely to draw crowds to the pub- 
lic rallies she is planning to pressure the 
government for early, fairly conducted 
elections. 

But outside her party's traditional sup- 
port base in rural Sindh, many opinion- 
makers who backed her in 1988 now ques- 
tion her ability to replace Sharif with better 
government. In an interview, Bhutto her- 
self showed some appreciation of critical 
economic issues: building the government 
savings to attack Pakistan's appalling edu- 
cation and health standards, while creating 
conditions for strong private-sector 
growth. But she has clearly not done 
enough homework in sharpening her ar- 
guments and policies. What comes out is a 
torrent of rhetoric against Sharif. 


Bhutto argues that i it was be Pak 
People's Party (PPP) government w 
started privatisation, and that Sharif 
stolen her policies. She claims to 1 
made dramatic increases in social sp 
ing, while reducing the budget de 
Foreign investment soared during he 
months in office. No major corrup 
charges were ever proven against her 
ernment. This is only partly true. Theo 
try was already embarked on an IMF 
World Bank-supervised fiscal adjustr 
when she was elected. Some investi 
for which she claims credit, such as 
Toyota car plant in Karachi, were discu 
from 1986. Aid agencies say that her | 
ernment's welfare schemes were very 
liminary. 

Bhutto also retains inclinations tow 
public-sector involvement in indu: 
"What we want is a partnership betv 
the government and private sector," 
said. "When [President] Zia said we'll] 
no more public-sector sugar mills, a 
two private-sector ones came and we 
a sugar shortfall. The Planning Com 
sion of Pakistan has to say, in five year 
need 10 sugar mills, 20 cement mill: 
fertiliser plants, educational institute 
whatever. That means an average o 
much a year and if that average is not 
filled then the public sector will com 
and ensure that the development neec 
Pakistan are met. Once the public se 
has set it up, it can disinvest." 

She also appeared to entertain the 
that chronic private-sector loss-makers 
still be taken over by the governn 
"They [Sharif government] have expk 
the popular name of privatisation be 
by the PPP, which was done to assist 
economy. Instead, they have ruined 
economy by cronyism and monopoly « 
talism and selling to the wrong peopk 
there is no guarantee that tomorrow 
won't have to be dumped on to the sta 
loss-making units and the state has ga 
no money from them." Sharif and Bk 
have different foreign constituencies. 
spite the recent misgivings and bumt 
public presence, Sharif retains his ima; 
an economic iconoclast and libera 
among foreign investors and bankers. 
he and the president have thorou; 
fouled up relations with the US over 
nuclear arms issue. 

Bhutto needs to allay concern an 
investors that she might return to big 
ernment. But she has more friend 
Washington. She could only com 
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Worrisome influx 


-oreign workers raise social, security fears 


y Michael Vatikiotis in Kuala Lumpur 
F ive years ago Ali was an angry Mus- 





lim firebrand at a university in 
Bandung, west Java. Today, in Kuala 
umpur, he totes a mobile phone and 
rives a Proton Saga — the Malaysian- 
yade car that is the ubiquitous symbol of 
Ye country's burgeoning middle class. Ali 
as made the transition from being an In- 
onesian to becoming a Malaysian. 
Hundreds of thousands of fellow-Indo- 
esians who have crossed over to Malay- 
ia in the past few years have done the 
ame. Many have acquired Malaysian 
lentity cards. Hiding behind an ethnic 
lentity all but indistinguishable from their 
lalay cousins, they blend with the locals 
erfectly and are soon lost as statistical al- 
"ns. "I shall never go back,” Ali says. 
Here I have everything I could ever want 
nd could never get over there." 
Indonesians account for the over- 
*'helming majority of foreign workers, 


oth legal and illegal, who have swarmed , 


sto Malaysia over the past decade. But 
nly now is Kuala Lumpur waking up to 


se enormity of this influx and attempting | 
» stem the tide. A registration drive | 
sunched early this year netted just 320,000 | 


efore the 30 June deadline. After the dead- 
1e passed, more than 2,000 Indonesians 
ere rounded up. The government esti- 
sates another 100,000 failed to register and 
»uld be deported. Indonesia, meanwhile, 


preparing to receive as many as 250,000 | 


»portees. 
Malaysian Deputy Home Minister 
atuk Megat Junid says he is confident all 


egal workers will be flushed out within | 


x months. But an immigration official 
"mits they may only have scratched the 
»rface. "We can't possibly solve the whole 


soblem, but we can at least begin to at- | 


‘k the problem,” he said. 


Drawn to Malaysia's booming economy 


wd offered wages as much as 10 times 
zher than the Indonesian average, what 
jas a steady stream of immigrant workers 
"s now become a flood. A shortage of la- 
mur in Malaysia's plantation, construction 





ingly resented by Malaysians. They are 
blamed for escalating crime, for displacing 
local traders, and even buying up land. 
Often, the Indonesians are prepared to 
work harder and for less than locals. "The 
problem is that Malay traders are being 
pushed out, as the Indonesians move away 
from manual labour into petty trade," said 
a local labour agent. 

The Malaysian military, too, is believed 
to be concerned about the security implica- 
tions of such a large Indonesian popula- 
tion. "It is a question of sovereignty," said 
Sen. Mohamed Nasri Abdul Aziz, a mem- 
ber of the ruling United Malays National 
Organisation. "We cannot simply become 
an extension of another country, by allow- 
ing people to walk in." He believes the 
government has acted only to regularise 
the situation. "We need the workers and 
do not want to send them away." 

The sudden shift from a labour free-for- 
all to a more stringently controlled situa- 
tion is causing a degree of disruption to 








To the diverse cultures of Southeast Asia 


we're introducing a hint of Spain. As 
Spain's premier hotel group and the 15th 
largest in the world, our flair for 






hospitality has made its mark on over 


160 c ity and resort hotels. Now we're 
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the economy. An Indonesian who rep 
sents immigrant workers confirmed t 
thousands of construction workers 
Kuala Lumpur have fled for the compe 
tive safety of rural areas. The governm 
claims 50,000 have voluntarily returned 
Indonesia since the operation began. 

Observers say that the governmer 
real motive for the crackdown is to red! 
the flow of Indonesian immigrants. |] 
because of the acute labour shortage, ot 
sources of labour will continue to 
tapped, and more sectors of the econo 
will be allowed to employ them. 

Because of Malaysia's sensitive rai 
and religious balance, only Muslims 
likely to be offered legal status. "The cr 
ria is they have to be Muslims, though o 
cially this is not said," a local labour ag 
said. With as many as 20,000 Banglades 
already working in Malaysia, Muslim 
ternatives to the Indonesians are alrec 
on tap. Even so, the efficacy of Malays 
attempts to control illegal immigration, 
pecially from Indonesia, remains to 
seen. On Indonesia's Batam island j 
south of Singapore, many potential 1 
grants are either oblivious to or una 
cerned about the tougher controls on i 
migration. Like Ali, they look to Malay 
as they dream of leapfrogging the limi 
opportunities for socio-economic bett 
ment available in their homeland. 
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FGHANIS TAN 


Pound of flesh 


Rival factions haggle over settlement 


y S: Salamat Ali in Peshawar 


fter a month of fierce clashes 
A among rival factions in the streets 

of Kabul, involving the use of 
^avy weapons and hundreds of casual- 
əs, the capital has gained a semblance of 
ormality. Afghan leaders have unani- 
aously called for an end to the fighting. 
hey have decided to move all armed 
roups out of the city, to form a joint police 
erce and are even talking of drafting an 
aterim constitution. 

But this eerie calm in the capital could 
rove deceptive because the leaders have 
et to decide how to evict the bands of 
rmed mujahideen. There are also differ- 
nces over who will comprise the police 
rce and over the basics of a constitution. 

Sectarian antagonism came to a head at 
re end of June when Saudi-backed Sunni 
ighters attacked their pro-Iranian Shia 
ivals in Kabul. The Sunnis belong to 
ttehade Islami led by Abdul Rasool Sayyaf 
nd the Shias to the Hizbe Wahdat, a 


grouping of eight parties 
formerly based in Iran. An- 
other group — Gen. Rashid 
Dostam's powerful Uzbek 
militia — went to the aid of 
the Shias, and Sayyaf's fol- 
lowers were severely maul- 
ed in a 48-hour battle. 

The other Sunni funda- 
mentalist groups then de- 
cided to take on Dostam's 
men. On 4-5 July, Hizbe 
Islami guerillas led by 
Gulbuddin Hekmatyar at- 
tacked the Uzbek militia. 
Apart from the death of 100 
guerillas, the battle saw 
Kabul's hospitals overflow- 
ing with other casualties. 
Hekmatyar also plunged Kabul into dark- 
ness by closing down a power station lo- 
cated in an area under his control. 

This battle preceded the induction of 
Abdus Saboor Farid — Hekmatyar's nomi- 
nee — as prime minister. Farid had wanted 








MACAU 


Peace at any price 


By Stacy Mosher in Macau 


signed attitude of local residents to their 
fate. 
In his obvious desire to maintain 





Hekmatyar: décópibs cuin. 


. "The Chinese leaders just love [Macau 


Governor Vasco] Rocha Vieira," says a 


| foreign journalist who accompanied the 


iy 


1 


governor on a recent trip to Peking. 
They probably have good reason to do 


so. Soon after his arrival in the Portuguese 
colony, Rocha Vieira announced that 


‘China would be consulted in all of the 


. colony’s future developments. And in the 


f 


j 


year that he has been in office, he has 
gone out of his way to avoid social con- 
flict, especially anything wie she smacking 
. of opposition to Peking's wishes. 

Macau will be returned to China in 


. 1999, two years after neighbouring Hong- 


political stability at any price, Rocha 
Vieira has carefully courted good rela- 
tions with pro-Peking organisations, to 
the disadvantage of more "disruptive" 
liberal groups. But while this has kept 
Peking happy, many residents among 
Macau's half-million ation think the 
governor has become too accommodat- 
Ing: 

A recent event that perturbed diplo- 
mats was the attempt by the Rocha Vieira 
administration to prevent a public assem- 
bly marking the third anniversary of the 
4 June Tiananmen Square crackdown on 


to come to Kabul with an armed escor 
2,000 men but this was not acceptable 
the other factions. In the event, the pr 
minister-designate came with only 50 r 
and was duly sworn in. 

Initially, Farid tried to press his mer 
Hekmatyar's demand that all arn 
groups, particularly the Uzbek militia . 
the Ismaili militia, 
evicted from Kabul. But 
militia commanders 
jected what they saw as 
attempt to clear the way 
an eventual Hekmatyar 
slaught on Kabul from 
stronghold outside 
capital. Therefore, Fe 
had to settle for a forc 
be jointly controlled by 
Defence Ministry un 
northern guerilla lea 
Ahmed Shah Masud ; 
the Interior Ministry, wl 
is run by Sayyaf's no 
nees. 

This move led to s 
mishes between Sayy 
followers in the joint fe 
and the Hizbe Wahdat, who had occur 
some of the important government bu 
ings in the western part of the capita! 
full-blown battle ensued on 19-21 July v 
both sides using heavy artillery and : 
kets, killing at least 200. 
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legislation to forbid public assemb 
within 50 metres of any governi 
building or office of any social organ 
tion. Critics point out that in this den: 
ted enclave of 16 square kilomel 
the proposed law would ban gatheri 
everywhere ex on the outlying isla 
of Taipa and Co 
The government, "highly embarras 
by the leak, now insists that the prop 
is at a very preliminary stage, and is 
likely to be enacted as described. It is « 
an adaptation of an outdated Portug 
law, an official said, and needs to be 
nificantly altered to suit Macau's spx 
circumstances. 


This sort of debate is becoming n 
common in the politically charged rur 
to the September ease d to the Leg 
tive Assembly and the final stages of 
drafting of Macau's future constitut 
the Basic Law. The Basic Law is due b 
promulgated by the Chinese Nati 





On 21 July, Afghan President Burha- BANGLADESH 


uddin Rabbani hastily convened a meet- 
ig of the Council of Afghanistan — the 
iling coalition representing all mujahi- 
een parties. At the end of a marathon 
»uncil session, he announced that the two 
'arring sides had agreed to a permanent 
^asefire. A committee was named to moni- 
wr the deployment of heavy weapons. 

The council agreed that all armed 
roups including the militias should vacate 
ie capital, which would be policed by a 
int force comprising 200 people from 
ach party. But Mazari declared that the 
etails remained to be worked out. 

Hizbe Wahdat, which maintains that it 
'presents all Shia Afghan groups, wants a 
ill share of power for the Shias who, it 
aims, form one third of the country's 
opulation. It also wants the rights of all 
hnic and sectarian groups to be recog- 
ised so that the oppression of minorities 
y the dominant Sunnis and Pashtuns will 
? ended. 

Pashtun leaders — including Sayyaf, 
lekmatyar and guerilla commander 
unus Khalis — are vehemently opposed 
' the recognition of minorities as political 
itities. Sayyaf does not even consider 
ias to be Muslims. Khalis said on 20 July 
iat if Shias are recognised, even minority 
indus and Sikhs could demand their 
sare of representation in Kabul. "That 
ould be ridiculous," he remarked. * 
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The begum’s gambit 


 Khaledas plan to return Pakistani refugees 


By S. Kamaluddin in Dhaka 


hen Bangladeshi Prime Minister 
Khaleda Zia visits Islamabad on 
9 August she will be taking some 





| gifts which Pakistan would rather not 


receive. While the public statements on 
the talks with her Pakistani counterpart, 
Nawaz Sharif, will focus on hopes for 
improved bilateral trade and ways of 


_ Strengthening the seven-nation SAARC — 


South Asian Association for Regional 
Cooperation — the talks will also include 
settling other scores with Islamabad which 
have been pending for more than two dec- 
ades, 

Khaleda will have to finalise the ar- 
rangements for repatriating some 250,000 
Pakistani refugees stranded since the 1971 
liberation war that turned former East 
Pakistan into independent Bangladesh. She 
is also set to demand war reparations from 
Islamabad and her country’s share of 
assets of the former united 
Pakistan. 

The Sharif regime has 
shown interest in taking 
back the Urdu-speaking 
refugees, who had origi- 
nally migrated to East Paki- 
stan from the neighbouring 
Indian state of Bihar after 
the partition of British India 
in 1947. They have since 
been languishing in camps 
around Dhaka and have re- 
fused to take up Bangla- 
deshi citizenship. 

The repatriation of the 
Biharis has been a major 
demand of the Muhajir 
Qaumi Movement (MOM), 
an ethnic-based Pakistani 
party of Urdu-speaking migrants from In- 
dia, who settled mainly in the cities of 
Karachi and Hyderabad in Sindh province. 
The MOM was an ally of Sharif's govern- 
ment until its defection from following the 
army crackdown against its Karachi 
stronghold since June. 

In turn, the MOM is a major adversary of 
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Khaleda: old scores. 





On his part, Sharif wants to settle | 
Biharis in his native Punjab province, t 
the PPP fears that they would eventua 
make their way to the MQM bastions 
Karachi and Hyderabad. To avoid maki 
Khaleda’s first visit to the country a failu 
Sharif will have to make concessions 
the Bihari issue and the Bangladeshis é 
pear bent on getting a firm commitme 
from Islamabad. 

However, the division of pre-1971 Pa 
stan's assets will prove to be a difficult ta 
The issue was first broached by the |i 
president Ziaur Rahman, Khaleda's hi 
band, during a visit to Islamabad in 19 
But the rapid and convulsive changes 
regimes in the two countries since th 
have stood in the way of resolving t 
issue. 

In October 1980, the foreign secretar 
of the two countries agreed in Dhaka to : 
up a bilateral committee of experts and « 
opt some international consultants to mi 
in Islamabad to produc 
report on the possible sh. 
ing of assets. But Islan 
bad failed to convene t 
experts' meeting. 

Dhaka pursued t 
matter at senior buree 
crats' level in 1981 and | 
tween foreign ministers 
1984. In 1986, the th 
Bangladeshi president 
M. Ershad took up the m 
ter personally with Islan 
bad, but with no rest 
During a brief visit 
Dhaka in 1989, Bhutto 
who was then Pakista 
prime minister — agre 
in principle to settle t 
matter through interr 
tional arbitration. But Bhutto's top adv 
ers later persuaded her to reverse I 
stand. 

Dhaka has maintained that betwe 
1947 and 1971, Pakistan's central gove 
ment ignored the eastern wing and a« 
mulated national assets in the western pé 
an assertion Islamabad finds hard to 
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Traveller s Tales 


nce again, the world is getting a 

lesson in self-reliance from the 

Afghans. Not waiting to be told 

to go home from their camps in 
Wakistan, the Afghan refugees are stream- 
ing back across the border at the rate of 
5,000 a day. According to Tehran, the flow 
Jut of camps in Iran is 2,000 a day. If this 
continues, the Afghan refugee population 
that built up to 5.5 million during the So- 
viet occupation of their homeland will be 
almost entirely gone by the end of next 
year. 

Conditions in the camps were not at all 
luxurious — rations had been pared down 
to a miserly supply of wheat and cooking 
oil, and employment for most was pick- 
and-shovel work. What they are going 
back to will be no picnic either: pitched 
battles in Kabul between rival factions, 
wrecked houses and irrigation channels, 
fields and grazing land littered with explo- 
sives as small as the 10 cm plastic “butter- 
fly” mine that can blow off a hand or foot. 
And in four months are the grim winter 
months when food and kerosene will be 
desperately short. 

Somehow the Afghans are confident 
that Inshallah (God willing) they will sur- 
vive, and throng the nine repatriation cen- 
tres near the Pakistan camps. Heads of 
families from grizzled greybeards down to 
sub-teenage boys queue to have the "for- 
gery-proof" identity sticker clipped off 
their rations books, and get a form enti- 
tling them to Rs 3,300 (US$132) and 300 kg 
of wheat (about three months' food sup- 
ply). 

P At Jamrud Fort, headquarters of the 
Pakistani official who continues in the 
British-established post of Political Agent 
dealing with the frontier tribes, the crowd 
was orderly. A row of crumbling British 
cells, looking hot enough to bake bread, 
were a reminder of authority, as were the 
lounging troops of the Khyber Rifles in 
their long grey shirts and baggy pants, 
berets and red leather belts. On other days, 
incipient riot hangs in the air. At one cen- 
tre recently, a mujahideen leader with a 
posse of Kalashnikov-armed men arrived 
with 1,000 ration books, dumped them on 


bed: above them roofing 
timbers make a second- 
floor on which house- 
hold belongings are 
stacked. The family sits 
on top of that. 

From Peshawar the 
trip home is through the 
fabled Khyber pass. The 
road heads north from 
Jamrud, past fortress- 
like houses within high, 
windowless walls with 
crenellated towers, and 
something called the 
"Afridi Health Centre." 





Torkham's post « 
is still a pile of n 
left by a Scud m 
direct-hit in 1989. 
houses have sp 
up to cater for 
returnees, and mc 
changers line the sti 
Another Afghan } 
dox is that a for 
could have been r 
by going long on 
currency of the ot 
Najibullah regime 
Afghan. Since 

change of governi 
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This would have in April it has dra: 
brought bitter smiles to cally  strengthe 
the generations of Bri- From a low of Afs . 
tish soldiers who fought Sniffer dog and his mine. to the US dollar in ] 
the Afridis, Waziris and ary, it now trade 


other tribes on the "Grim" — as they called 
the Northwest Frontier. For them the best 
medicine was the one recommended by 
Rudyard Kipling: When you're wounded 
and left on Afghanistan's plains/ An' the 
women come out to cut up what remains, / 
Just roll to your rifle and blow out your 
brains,/An' go to your Gawd like a sol- 
dier. 

The Khyber closes in quickly: above the 
road edged into the dry river gorge, slopes 
rise up to craggy rock peaks, with a chain 
of British-built blockhouses watching 
down. Once, our vehicle is stopped while a 





road-crew blasts away a cliff-face, sending 


around Afs 625 to the dollar. A new 
rency is way down the interim regi 
list, and meanwhile no one is toppin 
the notes in circulation. 

On a dry river-bed, traditional indi 
of the Khyber is thriving. Cargo conta 
form a stockade, inside which are sta 
packaged car tyres and various crates 
goods were landed duty-free at Kar 
officially destined for Afghanistan. Ti 
ed north under bond, they are taken a 
the border, unpacked, loaded on to 
key and camel trains, and taken back 
Pakistan by the Afridi tribesmen a 
some of the little-known trails that pa 
the Khyber. The outlet is an exter 
shopping centre, with rows of neat pe 
nent shops near Jamrud Fort, stocking 
rything from Japanese electronics, car 
and parts, to Russian-made refriger 
and air conditioners. 

The newest imports into Afghan 
are Sheba, Ronnie, Marco, Sonya, ' 
Screamer, Dibbi, Brienda, Laika, 
Nero. These are all dogs, a bree 
Belgian shepherds similar to Alsat 
Bred in the Netherlands, they are tr: 
in Texas to sniff out explosives, 
sent in with Afghan handlers to help 
mines. 

At a special kennel in Quetta, vete 














\ domestic Maruti 800 masquerades as a Ford Sierra to meet desire for imports; some Indians, however, resent the foreign invasion. 
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A passion for imports 


But 'phoren' goods spur demagogic call for struggle against invasion 


r y taking off this foreign shirt 
“R I shed myself of foreign 








rule,” said Mohandas Gan- 

dhi when he launched his 
'wadeshi movement to undermine the eco- 
iomic underpinning of colonial domina- 
ion. Today the chakra seems to have 
urned full circle and, in the name of the 
‘ew economic liberalisation programme 
nitiated by Prime Minister Narasimha 
tao, foreign goods are once again likely to 
lood the Indian market — and possibly 
ake the shirt off its back. 

Proponents of the new economic order 
rgue that the post-independence policy of 
estricting foreign entry into the Indian 
narket fostered a climate of exploitative 
adigenous monopolies of sub-standard 
oods and services. Critics, however, con- 
end that the new policy will open a 
'andora's box of economic and social ills. 
ut like it or not, foreign products, from 


its members have conducted a door-to- 
door campaign in Delhi and elsewhere, 
exhorting consumers to buy Indian. 

Over a hundred consumer items al- 
ready established in India, ranging from 
Colgate toothpaste to Bata footwear, Lux 
soap to Lipton tea, have been put on the 
RSS hit list. Echoing the pre-independence 
Swadeshi movement, favouring home in- 
dustries and boycott of foreign goods, the 
RSS has organised special nights at which 
religious leaders and cultural personalities 
have warned against the incursion of im- 
ports that will undermine indigenous “val- 
ues, language, way of life, political freedom 
and economic self-reliance." 

Foreign goods have been burned in 
public and RSS workers have distributed 
fiery pamphlets calling for “a new freedom 
struggle" and showing the Hindu goddess 
Durga, astride a lion, superimposed on a 
map of the country, which is under attack 
from a Western vulture, blood dripping 
from its beak. 


allegedly chopped off by the British to | 
tect their own textile industry. 

Although the statistics quoted are 
suspect as the syntax, the RSS propaga 
has a shrill, demagogic appeal. Accorc 
to the Rss, India already has 1,500 fore 
companies, cornering 76% of the consu: 
market. Moreover, 75% of the pharma 
tical industry is controlled by multinatic 
corporations (MNCs), 9595 of whose | 
ducts are non-essential drugs and whe 
mit abroad billions of rupees of profit 
nually. Raising the bogev of cloak-a 
dagger conspiracy, the pamphlets qu 
"US senator Bure Godwater" as hav 
admitted that "in Cuba, Namibia, Zz 
the Philippines, Morocco, Nigeria ; 
Jordan, MNCs had involved themsel 
along with the CIA to create unrest and 
archy." 

In its championing of the Gandk 
Swadeshi cause, the RSS glosses over 
convenient realities, including the fact ! 
the Mahatma was assassinated by an 





3illette and Tang have successfully been 
aken on by indigenous Davids. 

Although a company spokesman claims 
hat the Indian avatar of Pepsi, Lehar Pepsi, 
yas done better than its counterparts any- 
where else in the world and now accounts 
or 18% of the local soft drink market, Pepsi 
“oods incurred a Rs 200 million (US$7.75 
nillion) loss last year when its Hostess 
-hips took a beating from domestic com- 
»etitors. 

The chips are down for a number of 
ther international names. Gillette has yet 
o steal an edge over the House of 
Malhotras, which continues to control 75% 
f the Indian safety blade market, and Tang 
|1as proved to be a lemon compared with 
ocally produced Rasna Orange. "A brand 
»y itself does not mean anything," admits 
1 spokesman for Indian Shaving Products 


_td, makers of the local Gillette and Seven | 


Y Clock blades. Domestic Avis, Buffalo and 
'U jeans have licked the pants off smug- 
;led Levis and Wranglers. 


By and large, domestic brands have | 


nore than held their own in low-cost, mass 
‘onsumption products. However, in the 
‘ase of high-cost consumer durables such 


is electronic products and motorised | 


rehicles, international brand names have 
ent prestige and consumer confidence to 
»oducts. Maruti Suzuki, for instance, has 
old twice the number of cars as Hin- 


justan Motors and Premier Automobiles | 


ind almost driven the competition off the 
oad. 

On the other hand, Videocon Industries 
erought out special advertisements wel- 
oming Sony and other MNCs into India. 
We are not worried. Even if the multina- 
tonals come in today they will take at least 
ve years to catch up with us," says Video- 
on chairman Venugopal Dhoot. While 
«imitting that Indian companies “have 
tone rather well for themselves,” the head 
»f Madison Advertising, Sam Balsara, is 
yuoted as saying “Indian manufacturers 
will have to pull up their socks, pay atten- 
on to R&D, introduce innovations, and 
insure high quality to keep their consum- 
ws loyal." 

While this can only benefit the Indian 
»nsumer, long held to ransom by mono- 
olistic producers, feisty Ramesh Chauhan 
K the Parle group whose Thumbs Up cola 
»as thumbed its nose at Pepsi, still feels 
rat "the government should have insisted 
at they [MNCs] create Indian brand 
games for consumer products instead of 
Slowing them to charge a premium on 





. men interested in sex 


in the market." Agreeing that such corpo- 
rate marriages are made in a marketing 
heaven, a TV set manufacturer adds: “Hav- 
ing a foreign tie-up in consumer electron- 
ics will benefit the Indian partner a hell of 
a lot." 

Cashing in on the razzle-dazzle of for- 
eign branding, a young Delhi entrepreneur, 
Manu Jain, has launched a successful ven- 
ture “body styling” domestic automobiles 
to look like famous international makes. 

While an imported new-model Merce- 
des or BMW would cost upward of Rs 4 
million, cosmetic surgery to convert a 
Hindustan Motor's Contessa into a look- 
alike luxury limousine costs only a little 


over Rs 1 million, while a “mere Rs 35, 
can turn a Maruti into a stand-in for à 
uar. Although the tell-tale trimmings 
radiator grills and light assemblies are 
ported, "everything else is locally ma 
says Jain proudly. 

Jain's enterprise has proved so succ 
ful that emulators have sprung up 
Bombay, Bangalore and Madras. 1 
Cinderella-like fable of converting pui 
kins into fine carriages not only sums 
India's continuing fascination w 
“phoren” glamour but also suggest | 
someone, somewhere is being taken f 
ride — though no one agrees as to whc 
where. 





JAPAN 


Men's magazines 


Proliferation shows shift in lifestyle 


By Louise do Rosario in Tokyo 


hen Popeye, a glossy monthly 
WW sein young urban males, 
was launched in 1977, it shocked 
the publishing world with an extraordi- 
nary 400,000 copies for its inaugural issue. 


It was the first male publication to advo- 








. cate a lifestyle of fun and consumption 


when hard work and frugality were the 
unchallenged virtues. 

Popeye was about "how to live 
happily in big cities," so wrote its 
editors in its preface. The main 
features were about 
life in big cities 
overseas such as 
New York and 
Paris, the latest 
sports and fash- 
ion. 

Before Popeye, 
men's magazines 
were for business- 


and money; young 
boys were believed to 
enjoy comics only. 
Magazines about fash- 
ion and beauty were for 
women only; men read 
about more serious top- 
ics. "There just weren't so 






which caters to those aged 18-22 wit 
modest budget but big ideas on how 
dress well. There is also Tarzan for tk 
interested in muscle building, sports | 
other outdoor activities. For yot 
salarymen, there is Gainer, which rep 
about Italian suits and designer briefca 
and provides hints on dating female 
leagues. 

Aside from these general-interest pt 
cations, there 
many more 
hobbies or spx 
from car racin 
pinball gan 
Few places in 
world have as 
versified a ra 
of magazine ti 
for males. 

The prolif 
tion of these 
gazines refl 
most eloquei 
the changing | 
file of yo 
Japanese male 

The colou 
pages of Popeye i 
similar magazines sł 

the clean-looking i 
'pretty male consun 
pre-occupied with 
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‘ford to devote their energies to looking 
»autiful and trendy. 

Popeye was one of the first to capture 
e changing mood of the times. The in- 
agural issue was on the "good life" in 
»lifornia, “California girls" and "Cali- 
»rnia sports" such as hang-gliding, water- 
iing and roller-skating. Jeans, sneakers 
1d other casual wear popular in the US 
ere also featured. Japan then had just 
wercome the first oil shock and success- 
ally restructured its economy. After two 
cades of high economic growth, Japan- 
se were learning to relax. They turned to 
ae US, their postwar teacher, for ideas on 
ow to play. Popeye was a mirror of such 
vends. 

Following its success with Popeye, the 
lagazine House publishing firm started 
nother men's magazine, Brutus, in July 
980 for those who had grown too old for 
epeye. Brutus is for slightly older men in 
»eir late 20s and early 30s who have more 
» spend than the Popeye men. 

Popeye over the years has modified its 
ditorial policy to keep up with the com- 
etition. In the early 1980s, when an un- 
recedented number of single, young men 
ame from semi-rural small towns to big 
ities for jobs, Popeye had written a lot 
bout the "right" way to lead city life. It 
howed the clean way to shave and the 
inds of glasses for different shapes of the 
ace. 
In the late 1980s, when Japan’s economy 
vas bubbling with unprecedented domes- 
€ consumption, Popeye moved high-class 
vith glossier paper. Goods featured were 
nore expensive and international: Italian 
icycles, German cars and French wine. 
rom Hermes ties to Fauchon tea, brand 
ames have become more important to af- 
uent Japanese. 

The best example of the new generation 
f Japanese “progressive” youths can be 
Jund in Fine Boys, launched seven years 
go for those aged 17-21. Fine Boys’ readers 
pend at least ¥50,000 a month on clothes. 


ine Boys reads like a thick catalogue dedi- | 


ated entirely to physical beauty. It typi- 
ally devotes tens of pages to one commo- 
ity, shoes, for example, with encyclopae- 
ic data on quality and price. Last year, so- 
alled “vintage” or old jeans were the hot- 
ast items and Fine Boys’ staff spent weeks 
racking them down, including one pair 
vhich cost Y480,000. 

The editorial staff of Fine Boys, with 
reir stylish haircuts and smartly cut jeans 
nd jackets, provide a sampling of their 
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| ages.” And the Nixon Ad- 








Four Hours in My Lai by Michael Bilton 
and Kevin Sim. Viking, London. £16.99 
(US$32.40). 


In May 1968, around 400 unarmed men, 
women and children in the South Vietnam- 
ese village of My Lai were massacred by 
members of Charlie Company, Americal 
Division, US Army. Six years later, after 
extensive investigations, Lieut William 
Calley, the sole man found guilty of mur- 
der at My Lai, was released from custody, 
having served a few months in a “discipli- 
nary barracks.” 

The authors of Four Hours in My Lai 





_ compiled this detailed account of “the last 
. dark secret of the Vietnam War" from US 


Army records. The reader is escorted 
through the events, commencing with the 
losses incurred by Charlie Company in the 
days before the massacre, a graphic ac- 
count of the day in My Lai, the attempted 
cover-up that followed, its belated expo- 
sure and the court-martials that ensued. 
Instead of focusing the 
guilt for My Lai on a few 
men like Calley, the au- 
thors believe the US mili- 
tary and political com- 
mand share much of the 
blame. It was the military's 
attitudes and training 
procedures that "turned 
Charlie Company from a 
model outfit and a typical 
cross-section of American 
youth into a group of sav- 


ministration showed a 
"complete failure to estab- 
lish a clear moral lead for 
the nation." 

The authors disagree 
with the army's view that the massacre 
was an exceptional incident perpetrated by 
a rogue outfit; it ^was not an aberration of 
the war, but its apotheosis." To support 
this, they cite another massacre in a neigh- 
bouring village the same day, when Bravo 
Company killed 90 “non-combatants” at 
Co Luy. 

The 60-odd pages devoted to the four- 
hour orgy of rape, sodomy, mutilation and 
butchery at My Lai are, not surprisingly, 


FOUR HOURS IN | 


MY LAI 





belief that the army would never let 
truth be known, and with justifiable « 
cern that if he did release the evidence 
and his colleagues would be "fragged' 
a grenade by vengeful US soldiers. 

Ironically, the news of the mass: 
broke after an investigation was conduc 
into whether a helicopter pilot — who 
protected a small group of villagers fi 
members of Charlie Company at gunp 
— should face charges for threatenin; 
shoot at fellow troops. The story gai 
national attention when the photograr 
released his pictures, and a membe! 
Charlie Company confessed his part in 
massacre on prime-time television. 

The army conducted two investigatii 
one pertaining to the events at My Lai, 
one by Lieut-Gen. Peers on the subseqt 
cover-up. As a result, 28 officers up to 
rank of general were accused of 224 
fences, of which half were charged, . 
one, Calley, eventually faced a court-n 
tial. None were found guilty. 

Eighteen months a 
the massacre, Calley * 
charged with killing “ 
Oriental human bein; 
The longest court-ma 
in military history recei 
substantial media atl 
tion. Calley was fot 
guilty of murdering 22 
lagers, and was senten 
to hard labour for | 
Three days later, Presic 
Nixon ordered Cal 
placed under house art 
pending an appeal. 
over 5,000 telegrams < 
to the White House, ‘ 
supported Calley, and 
according to the autt 
— this public pressure forced Nixon tc 
duce Calley’s sentence to 10 years. In 
end, he served a few months before be 
paroled in the summer of 1974, by wl 
time the US had withdrawn from Vietn 

The My Lai massacre added to 
growing US disenchantment with the : 
in Vietnam. In the period after Tet (19 
when it became clear the US could not 
the war, My Lai heightened the desin 
“pin the blame" and “widened the d 





Wordwallah 
ae ae 
4 Dictionary of the Words of Anglo-India 


"dited by Ivor Lewis. Oxford University 
Press, New Delhi. Rs 395 (LIS$14.10). 


Ivor Lewis' lexicon of English as she 
was spoke in the India of the British Raj is 
nuch more than a compilation of verbal 
»xotica; the selection serves to outline a so- 
tial history of Empire. With 50 years of ex- 
»erience as a language teacher and educa- 
ionalist in Malaysia, Burma and India, 
.ewis is ably qualified to portray Britannia 
n her Asian avatar. The three archetypal 
aces — or phases — of Anglo-India are 
summed up in the title of the book. The 
1abobs were the East India Company sol- 
lier-merchants who came east in search of 
ame and fortune: men like Job Charnock, 
he "founder of Calcutta," and Robert 
-live, whom Macaulay described as "a 
savage old Nabob, with an immense for- 
une, a tawny complexion, a bad liver, and 
1 worse heart.” 

Whatever their faults, these freebooting 
"ioneers adapted themselves to indigenous 
‘ustoms. Charnock, for instance, had an In- 
lian bibi (wife) and was given to smoking 
1! hookah sitting on his charpoy (string cot) 
n his baitakhana (reception room). The 
*pigones of the nabobs were the box- 
vallahs, the travelling salesmen of incho- 
ite Empire who "dealt in chintz, calico, 
'ungaree, and seersucker in godowns and ba- 
aars and measured their nafa [profit] in 
rores [10 millions] and lakhs [hundred 
lhousands]." Their ears tuned to the jingle 
»f cash, these traders had little time for 
suances of spelling and pronunciation. In 
m early 17th-century account, for instance, 
he four Hindu castes of Brahmin, 
<shatriya, Vais and Sudra become 
trammon, Cuttery, Wyse and Shuddery. 
^s a result, the "language in masquerade" 

f Anglo-India became increasingly bi- 
arre, its motley disguise impenetrable to 
utsiders. Edmund Burke, despite his fa- 
iiliarity with Anglo-Indian legal and bu- 
eaucratic expressions, complained that 
such terms flowed so freely and ob- 
-urely ... as to create feelings of bewilder- 
yent and even disgust” among those sub- 
»cted to the "never-ending flow of reports, 
etters and accounts from India." 

Despite this, Anglo-Indianisms became 

faddish literary conceit among many 
"riters who had never set foot in India, 





and unforgivable insult in India . . . but a 
piece of gentle badinage in England." 

The aftermath of the national uprising 
of 1857 simultaneously underlined the 
transience of the British presence in India 
and set the official seal on Empire, the cus- 
todian of which henceforth was the Olym- 
pian sahib, invincible in his armour of self- 
assumed moral superiority, Familiarity 
with local ways became a bayen hath ka khel 
(a game for the left hand) which contained 
an element of mockery of everything na- 
tive. As the chasm between the rulers and 
the ruled deepened, the language of com- 
munication, however imperfect, gave way 
to the diktat of command. Lewis quotes an 
18th-century Indian officer of the Bengal 
Army, who said that before the Mutiny 
“the Sahibs could speak our language 
much better . . . and they mixed more with 
us... The only language they learn now is 
that of the lower orders which they pick 
up from servants, and which is unsuited to 
be used in polite conversation." 

There were, however, exceptions to this 
imperial rule, including Queen Victoria 
herself, who in regal condescension to the 
brightest jewel in her crown employed an 
Indian munshi to teach her Hindustani. As 
Whitehall assumed direct control of Indian 
affairs, a new breed of 
administrator helped to 
form the “steel frame” of 
the Raj. Some, like Ale- 
xander Cunningham, 
the “father of Indian ar- 
chaeology,” brought an 
upper-class amateur 
scholasticism to the nas- 
cent discipline of Indo- 
logy. Philosophical and 
metaphysical terms and 
concepts like nirvana, 
avatar and karma were 
added to the growing 
Anglo-Indian glossary. 

At the other end of 
the scale, chroniclers of 
Empire like Rudyard 
Kipling (credited with 
having contributed at least 300 words to 
the patois of Anglo-India) familiarised Eng- 
lish readers with barrack room boli (speech) 
and gullie gup (back-lane gossip). The ran- 
dom harvest of two centuries of hybridism 
was garnered in Yule and Burnell's Hobson- 
Jobson (1886), to date the biggest — if not 
the most comprehensive — lexicon of 
Anglo-India. However, Lewis notes the 
“astonishing statement” in the introduction 





suggests to Lewis that Yule and Bur 
had adopted the prevalent prejudice 
treating Anglo-Indian English as a "fi 
tier language” supplying the slang 
quired for the comedy of colonial mani 
as summed up in the well-known pasti: 
"You dekkoed me giro in the peeneka | 
and you cooch-biwanied. You soonoed 
bolo. Iswasti I'll qurrum your peechi." € 
saw me fall in the drinking water and p 
no heed. You heard me call out. So I'll! 
your backside.) 

The mirror image of Anglo-Indian 
pressions were the malapropisms 
kitchen-sink "Butler-English," coined 
domestic servants attempting to imitate 
sahib-log, in which champagne was tri 
mogrified into simkin, scrambled eggs 
came rumble-tumble, and a spiced egg « 
was ackoori, a corruption of egg curry. 

Lewis’ list of 3,700 Anglo-Indian we 
and expressions is much shorter than 
and Burnell's, but more representativi 
the British-Indian experience. As fi 
tiously as an old India hand might h 
used the terms, “the cutchery was felt tc 
more than the office or the courthous 
was the core and power-house of Bri 
justice and administration . . . A tamu 
... promised more excitement than a n 
entertainment or sh 
and bandobast cart 
overtones of organ 
tion beyond a simple 
rangement or 'set-up 

Addressing the qi 
tion: "Are these esot 
expressions now con 
ered to be adequa 
acclimatised or fami 
ised to be accepte 
English?" Lewis c 
cludes that "just à 
man should be knc 
by the company he 
kept during his en 
life, and not only in 
present state, so shc 
a language . . . [wh 
gathers companion: 
words from foreign sources . . . [a 
adapts them to its grammar, spelling . 
familiar speech sounds, sometimes chc 
ing their appearance and original mé 
ings beyond recognition." 

Just as to "eubbrow, foozilow, dumb 
puckerow and bunow meant to bully, fla 
scold, lay hold of, and fabricate,” An 
Indianisms have bullied, flattered, scok 
laid hold of and fabricated their way 
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SPAIN IN ASIA 


pain has occupied a privileged position at the centre of 
world attention this year. But behind the razzmatazz and 
national pride on display during the Olympic Games in 
Barcelona and Expo 92 in Seville there is an economy 
that can no longer afford to be left in the slipstream of its more 
muscular European neighbours. 

The passing of the old financial order based around the welfare 
state, together with an anticipated rush of competition from the 
European single market as borders open up in 1993, will shock 
many Spanish companies into undertaking a fundamental review 
of their businesses. 

Some, perhaps the majority, will aim to find new markets in 
the EC and to seize opportunities in the Spanish-speaking mar- 
kets of Latin America. But more adventurous players will realise 
the opportunities further afield and may seek new openings in 
Asia. 

The ruling PSOE (Socialist Party) government of Prime Minis- 
ter Felipe Gonzalez is ac- 
tively encouraging greater 
economic links between 
Spain and Asia and the 
acceleration of Asian direct 
nvestment to support 
Spain's exports and rein- 
rce Spanish industry. 

Last June, Gonzalez 
nade his second visit to 
lapan in four years in or- 
ler to forge closer eco- 
Yomic links. Gonzalez said 
the main purpose of his 
visit was to attract more 
fapanese investment and 
encourage more industrial, 
scientific and technological 
»ooperation. 

Japan is Asia's leading 

irect investor in Spain, 
nd its presence is boldly 
1anifested at Expo "92, which opened in April and runs until 
)ctober, where its national pavilion takes the form of a traditional 
wooden structure, in contrast with the other, more modem con- 
&Kructions. The pavilion promotes Japanese design and contains 

small history museum of European-Japanese trade links. 

Japan has helped to contribute to Spain's economic boom in 

1e late 1980s and its continuing prosperity in the early 1990s. 

ast year, Japanese investment in Spain totalled P47.5 billion 

JS$475 million), some 2.1% of its global direct investments. 

pn is host to 67 Japanese manufacturers and their representa- 
offices and around 30 companies in the banking, insurance 


wnd services sector. 
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Japan's traditional-style pavilion at Expo 92 in Seville . 


near Barcelona, as its European centre for the manufacture 
commercial vehicles. It is among the biggest Japanese employ 
in Spain, with a workforce of more than 5,000. 

Japanese companies, most notably carmakers, have been \ 
in helping to contain Spain's trade deficit. In the first six mor 
of last year, the trade deficit shrank by 596 against the sa 
period in 1990. Car exports played an increasingly signific 
role, rising in volume terms by around 1996 to 928,366 units c 
the first six months of 1990. Automobiles account for more tl 
2096 of the value of Spain's exports. 

Stronger links with Asia (and not just Japan) offer a way 
Spain to ease the pain of economic transition. After its explo: 
growth in the late 1980s, the country is facing the task of c 
peting with the first division of EC member states. In March, 
Economy Ministry put forward an ambitious plan for econo’ 
convergence with other EC countries which will lead to a tight 
ing of monetary policy. The economy is expected to expand 
296 this year, which is 
robust compared w 
many other EC mem 
states but is less than 
5% of the late 1980s. 

Another of the gove 
ment's key objectives is 
reduce inflation. 1 
annualised figure for M 
was 6.5%, significar 
above that of most 
Spain's EC partners. In 
est rates, too, are way 
of line with the rest of 
community. The gove 
ment is unlikely to be c 
to lower the Bank 
Spain's key lending ri 
which stood at 12.4% 
June, before the autun 

In some respects, Sr 
has become a victim ol 
own success, with its commitment to building roads, railways i 
public buildings to stimulate industrial growth. For instance, st 
railuay company Renfe has invested about P190 billion in 
high-speed AVE train service, which has cut by half what usec 
be a six-hour j from Madrid to Seville. The Transport Mini 
invested another P450 billion. 

But such infrastructural commitments have left the Gonz 
administration fighting to contain a public-sector deficit of m 
than P1 trillion, 5596 higher than it was this time last year. 

To achieve convergence with other EC states, Econo 
Minister Carlos Solchaga has resolved to cut back the put 
sector deficit to 196 of GDP by 1996. The current figure is aro 
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State holding company Instituto Nacional de Industria (INI), 
which accounts for 6% of Spain's industrial GDP, is to be disman- 
ved and partly privatised in December. The virtual abolition of INI, 
et up in 1941 by the Franco government to help rebuild an 
-onomy shattered by the civil war, marks the end of an era for 

pain. It heralds the official recognition of an inescapable trend 
W the 1980s: the predominance of private-sector enterprise over 
-ate-run industry. 

Says one senior foreign banker in Madrid: “There are great 
pportunities out there for Spanish companies, but still it's only 
‘ie exceptions which export to Asia." He adds it is even less 
sommon for Spanish firms to invest directly there. 

Spanish players are, by and large, confident that the Asian 
egion is politically stable enough to be worthy of long-term in- 
sestments. No one, however, is offering any definitive predictions 
»n what will happen to Hongkong as an investment location once 

is given over to Chinese control in 1997. 

The leading Spanish banks, which wield significant power over 
omestic industry, are determined to stay in Hongkong and de- 
'elop more business in other Asian markets. If the banks are 
ommitted to expansion in the region, more Spanish companies 


will follow their lead. 

Other factors favour an increased Spanish presence in A 
Those who are accustomed to doing business with Asia see be 
prospects there for some Spanish companies than in the rr 
obvious markets in South America, where compatibility of 
Fen and Spain's colonial past made trade links initially easie 
orge. 

Luis Castilla, director for Asia at Banco Central Hispe 
americano, says many small and medium-sized enterprises, wl 
make up the majority of Spanish companies, “got their fin 
burnt” in Latin America in the early 1980s. 

He argues that Spanish banks have since begun to edu 
domestic companies about opportunities in Asia and he belie 
he has identified "a shift of emphasis" among a minority of Spar 
companies towards Asian markets. 

Spain's exposure to more direct competition from the 
countries as borders open up in 1993 will shake out whole : 
tions of Spanish industry. The survivors will be those prepare 
venture aggressively into international markets, and the A: 
region is an attractive prospect for those with an ambitious lc 
term strategy. € 





Asian markets offer 
tempting prospects 


Eu to three of Spain's top four Asian trading partners — 
China, Hongkong and South Korea — rose significantly last 
rear. Sales to Japan fell slightly, but the Japanese market is still 
vorth roughly twice as much to Spain as the nearest rival, South 
<orea. 

At Spain's external trade organisation, the Instituto Espanol de 
-omercio Exterior, Asian trade specialist Victor Mallada admits 
here is a persistent trade imbalance which Spain has done little 
o redress. This is most apparent in the case of Japan, which 
'xports to Spain more than seven times the value of goods it 
mports. 

Nevertheless, as Mallada 
joints out, some Asian coun- 
ries rank highly among the E E E 
mporters of Spanish goods. i nt 
[he current league table for SFA Er 
spanish exports classes Japan 
is the 14th most important 
lestination, followed by South 
gorea (21), China (24) and 
dtongkong (28). 

Some of the most signifi- 
:ant breakthroughs in Asian 
narkets over the last year have 
een made by subsidiary com- 
;anies of Instituto Nacional de 
ndustria (INI, the govern- 
nent's holding group. 

Shipbuilder Bazan, which 
vill remain under the state 


Spain’s trade with its top 4 Asian partners 


I Spain's exports | 
RU Spain's imports | 
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Company officials say governmental changes in Thailand 
not affect the order. Bazan made losses last year of P17.4 bil 
(US$174 million), and the Thai deal should help refloat its 
nances. Bazan spokesman Miguel Angel Martinez says the c 
tract, which is the first of its kind with Thailand, has encoura: 
the company to develop a presence in previously unexplo 
Asian markets. Last year, the company signed a US$110 mill 
deal to sell three patrol boats to the Asian region. 

Martinez says Bazan sees Asia as the fastest-growing region 
its business and intends to develop a presence in Indonesia, ! 
laysia and Singapore. 

Several other INI companies have created opportunities 
Asian markets. Electronics-maker the Inisel group, through 
subsidiary Disel, last year won a contract to install two tra: 
control systems in Indonesian cities. 

Astilleros Espanoles is making ships for sale to Asian mark 
while Spain's biggest aerosp 
company, Casa, has a joint v 
ture to make its aircraft in In 
nesia, which Casa officials 
clined to discuss in detail. 

Spain's Foreign Ministry 
watching Asian trade with in 
est. Officials expect a poss 
slowdown of Asian investm 
in Spain, which they hope 


Alejandro Abellan, an A: 
economy expert in the Fore 
Ministry, identifies a tailing 
of Japanese direct investmen 
Spain over the past year. 

He says the growth in Spa 
m manual labour costs and a soi 
e times negative perception of 
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TAMBORRADA FIESTA. SAN SEBASTIAN 





Even if Work is the Reason you've Come, 
Something Special will be Waiting for you. 


A^ IHE WORLD'S business community is learning, the Spanish don't know the meaning of "all work and 


no play’. Admittedly, Spain's hotels boast all the most recent technology, conference facilities, qualified 


busines 


arouses 





palate. A stroll after dinner can bring the added pleasure of a little local colour. In San Sebastián you might 
bump into the “Tamborrada”, a collection of drummers. But wherever you do business in Spain, the 
celebrations are never far away. And whatever is on the agenda, who can blame the Spanish for beating 


the drum. On a business trip to Spain, "Jack" will feel anything but a "dull boy”. 








with the main aim of securing relatively cheap and qualitative 
^anual labour, compared with other European countries. " 

Asked about Japan's future investment strategy for Spain, Nureki 
hints at concern over labour costs. He says strategy “will hinge on 

ne search for manual labour, which is the biggest problem facing 
sapanese industry today in Japan." He warns that Spanish labour 
-osts have grown too fast. 

In 1988, the total cost of employing a Portuguese worker was 
»round one third the cost of the Spanish equivalent. Current 
Kgures are hard to obtain, but analysts say despite faster growth 
»f Portuguese costs, the Spanish worker may still cost twice as 


much. 

A recent trend of some foreign carmakers based in Spain ! 
split their investments and divert some operations to Portt 
Ford and Volkswagen, for instance, are building a US$2.8 bi 
factory at Setubal, south of Lisbon. The Japanese vehicle ma 
based in Spain have not yet followed suit. 

However, Abellan sees Spanish companies becoming n 
active in Asia, particularly in Japan. He says Japan comes fir 
the rankings of Spain's Asian trading partners. Despite the c 
lenges of getting a foothold there, Spanish businesses see 
Japanese market as having “huge potential" € 





Culture and castanets 
for the Asian visitor 


T ourism, which accounts for 896 of GDP, played a major part 
in fuelling Spain's economic boom in the late 1980s. The 
Spanish Government and domestic businesses are keen to main- 
ain tourism income at high levels, and are looking to attract 
increasing numbers of Asian visitors. 

Despite a slight decline in revenue over the past two or three 
Jears, as some tourists opted for cheaper sol y playa (sun and 
sand) holidays in other parts of Europe, visitor numbers are strongly 
4p in 1992. This was eminently predictable given Spain's two 
high-profile fiestas, the Olympic Games in Barcelona and Expo 
'92 in Seville. 

Next year, the challenge of keeping tourists happy will be 
harder. Madrid is now the sixth most expensive city in the world, 
according to a recent Union Bank of Switzerland survey. Seville 
and Barcelona's hotel prices have shot up this year. 

The Spanish authorities have decided that the best way to 
ensure high levels of tourism income in future is to attract a new 
type of visitor. The profile of many Asian visitors fits the bill. 
High-spending Japanese tourists are already a key component of 
Spain's new wave of "cultured" travellers whose priority is not the 
beach. 

Tour operators and hotel chains have recently benefited from 
the explosive growth of Asian tourism. In the first four months of 
this year, 143,190 Asians tourists visited Spain, a 3096 increase 
over the same period in 1991, says Manolo Sanz of the Tourism 
Ministry. 

Japan led the field, with visitor numbers up 6796 over the 
same four months last year. The number of visitors from other 
Asian countries has risen overall by 5396, he says. 

Much of southern Spain, which encompasses the Costa del 
Sol, part of the Costa Brava and the regions of Andalusia, Murcia 
and Valencia, has continued with beach-style tourism. But they 
are now developing new initiatives 
to increase the quality as well as 
quantity of tourists. 

Earlier this year, Jaime 
Montaner, director of economic 
development for the regional 
government of Andalusia, called 
for tour operators to cater to a 





of historic interest. The country's architecture, away from 
most popular tourism areas, reflects its rich history: eight centt 
of Arab rule and many centuries of Jewish influence, particu 
in the south. 

Catalonia, too, has been actively catering to a new waw 
Asian tourists. The Catalonia Tourism Board, the autonorr 
region's main official tourism promotion organisation, has 
cently been placing greater emphasis on cultural visits, local 
sine, water sports and adventure holidays and, inevitably for 
benefit of Japanese tourists, golf facilities. 

The bigaest golf course is Mas Nou on the Costa Brava, ! 
two years ago, near the Club de Golf Costa Brava, a 90 mint 
drive from Barcelona. The regional government plans to rm 
than double the number of Catalonia's golf courses, from 1: 
30, over the next two years. 

Marcel Forns, the Catalonia Tourism Board's general m 
ager, says Asian tourism is still a young industry in his region. 
the Japanese, who made up nearly 696 of all foreign visitor 
Catalonia in 1991, are a key target group. Forns hopes 
number óf Japanese visitors will grow by 3096 this year. 

Manolo Sanz of the Tourism Ministry says the promotior 
Asian tourist destinations to Spanish travellers has develo 
significantly in recent years. Iberia Airlines, the country's 
carrier, has identified a growing trend of Spaniards travellin: 
Asia. According to the most recent figures from Iberia, al 
35,000 Spaniards travelled to Thailand last year, 5096 more t 
in 1990. 

Other popular destinations are Hongkong, which welcor 
1896 more Spanish visitors in 1990 than in the previous year, 
Indonesia, which recorded a 15% increase over the same peri: 
Iberia says. 

Last year, Iberia carried more than 72,000 passengers 
tween Spain and Japan, according to company figures. In A 
the airline shaved three hours off flight times to Tokyo, by rou 
all Tokyo flights through Moscow. 

lberia now flies five times a week to Tokyo under 
agreement with Japan Airlines. An Iberia executive says the ai 
is aiming for a daily flight to Japan, when the new Kansai air 
opens in 1994, 

The company's strategy 
flights within the Asian regio 
to embark on joint ventures ' 
Asian companies and to forge 
ciprocal deals allowing Asian 
lines access to Spain. 

One such accord earlier 
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atalonia, the northeastern autonomous region, is Spain's in- 
dustrial powerhouse. It accounts for slightly less than 16% of 
the Spanish population but generates 2796 of industrial GDP (and 
2096 of total GDP). As a consequence, unemployment has fallen 
dramatically in Catalonia over the past five years, to 9.596 from 
21%, 
Jordi Pujol was re-elected leader of the Catalan parliament 
earlier this year, and he represents the seeming contradiction of 
Catalonia. The region's inhabitants are both outward-looking and 








yet fiercely proud of their cultural heritage. Catalans have a long 


history of asserting their language, which is distinct from Castilian 
Spanish, and their political independence from Madrid, mostly 
through peaceful negotiation. 

Pujol, like his predecessors, has encouraged Catalonia to form 
links with other European countries, to trade internationally and 
to encourage foreign direct investment from all corners of the 
globe. His efforts have. paid off. 

Last year, Catalonia drew 1696 of all foreign investment in 
Spain. 

Direct investment in Catalonia is significant from some Asian 
countries, especially Japan. Last 
year, it spent P9.1 billion (US$91 
million) on direct investment in Cata- 
lonia, 1996 of Japanese investment 
in Spain. Catalonia invested P301 
million in Asia, according to official 
figures. 

Catalonia is the key location for 
trade with Asia, with imports from 
and exports to these markets climb- 
ing fast. According to official 1991 
figures, 6.396 of Catalonia's exports 
went to Asia, while 12.796 of the 
Catalonia's imports came from the 
region. 

. Catalan exports to Asia last year 
reached P110 billion, a 2296 rise 
over the previous 12 months. In 
return, Asia sent P481 billion of 
exports to Catalonia, also a 2296 
rise on the previous year. 

. Catalonia exported P16.8 billion 
worth of goods to Japan last year, a 296 rise over 1990. Catalan 
goods sent to Japan comprised 2796 of Spain's total exports to 
the Japanese market. 

. The autonomous region is a key trading focus within Spain. 
Last year, it accounted for 2496 of Spain's exports and 3196 of 
the country's imports. Trade accounts for 12.596 of Catalonia's 
GDP and employs 1496 of the working population. 

- There are more than 123,000 trading firms in Catalonia, with 
49 residents for every commercial establishment, higher than for 
any EC member state. Most of these firms are very small, with 
6096 occupying under 40 square metres of space. 





| Looking outwards 





plans to open Danes io COPCA aie this year in Asiz 
addition to the. existing 26. 

Cortadellas says COPCA can aii up to 50% of pro 
tion and initial investment costs for a Spanish company ente 
the Asian: market. Three-year loans for investments in Asia 
currently being offered at competitive rates of interest. 

The organisation, which is funded 5096 by the Catalan pe 

ment and 50% by its member companies, also seeks prosper 
acquisition targets and joint-venture partners for Spanish c 
panies. - 
COPCA already represents more than 100 Spanish er 
prises operating in Asia and has main offices in Tokyo, Singay 
and since June this year in Taipei. Peking will house the next : 
office. - 

Indochina and China are strong growth areas for Cat 
businesses, he says. The Japanese market is far tougher by c 
parison, he says, and Spanish firms can be “a little airaid of 
stiff competition there." Since the emergence of new democre 
in Eastern Europe, he warns, some Spanish companies I 
turned their attention to these closer and apparently more ac 
sible markets. 

Nevertheless, a determined minority of businesses in Catal 
has been willing to chance their arm in even the most challen: 
Asian countries. In June, Cortadellas accompanied a delegatio 
Catalan makers of furniture, jewellery and sparkling wines 
Was staging a trade exhibition in Tokyo with the aim of reinf 
ing their presence in these m 
markets in Japan. Along the v 
he was invited to a meeting with 
Japanese industry minister. 

Jordi Garcia, the official spo 
man for the Catalan parliament, : 
the exhibition was a first for Cat 
nia and demonstrated the intere: 
Catalan entrepreneurs in Japan 

Catalonian food and wine c 
panies are already making inrc 
in the Asian market. Producer 
Cava, or sparkling wine, are e 
cially noted for their aggressive 
porting approach to the region 

In recent years, a handful of 
terprising Catalonian compal 
have broken out of their traditior 
insular mould and have begun r 
keting Spain’s fine wines abroa 

Freixenet, Spain's largest C 
| maker, is the most celebratec 
these pioneers. In 1991, it set up a subsidiary, Freixenet Jay 
to co-ordinate the promotion of Cava in other Asian mart 
including China. 

On. the challenge of selling in Japan, Freixenet managinc 
rector Jose Luis Bonet Ferrer says: “It is now part of our stra 
to adapt to different global markets." He does not underestin 
the difficulty for a newly arrived Spanish company of operatin 
a previously unexplored Asian country. He calls Freixenet Ja 

"really an experiment at this stage" and adds, *we have bu 
platform for future development in Japan." 

Ferrer says the company has gone to great lengths to oper 
thie mous market hut declines to assess Freixenet’s lono-t 
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French champagne makers harder than Spanish wine producers. 

Despite the slowdown, Freixenet last year sold 984,000 bot- 
*les of wine in Asia-Pacific, 6096 of which went to Japan. New 
Zealand and Australia were the second and third most important 
markets for the company. Freixenet's experience in the region 
thas enabled the company to recognise the distinctive consumer 
preferences within different countries. 

Lopez says the company's future strategy places priority on 
Japan, which is developing faster than any of its markets in Asia- 
Pacific. But Freixenet is also studying the possibility of setting up 
sanother subsidiary next year in Australia or New Zealand, with the 
aim of developing export sales into a fully fledged wine production 
operation there. 

Codorniu, Spain's second-biggest Cava maker, has also ex- 
ported more actively to Asia since 1989, when the company 
expanded a joint-venture trading company it had formed with 
Sanraku to distribute its products in Japan. 

Some specialist confectionery companies based in Catalonia 
have secured a strong foothold in Asian markets. Chupa Chups, 
which concentrates almost exclusively on the sale of lollipops, has 
been exporting to Asia for more than 20 years and has estab- 
lished a strong presence in Taiwan, Hongkong, Japan and South 
Korea. Of the company's 1988 
turnover of US$200 million, 
6096 came from foreign sales. 

Chupa Chups marketing 
manager Cecilia Chang says 
Thailand and China are cur- 
rently proving to have strong 
growth potential, though she is 
cautious about predicting how 
far Chinese consumer tastes will 
adapt to Western products. 

Nutrexpa, which makes the 
chocolate drink Cola Cao, takes 
a more bullish attitude to China. 
Company director Alan 
Watkinson says the Chinese 
market offers the best growth 
prospects for his company. 
Nutrexpa first entered China 
two years ago when it built a 
factory there, without previously 
testing the water through ex- 
porting. 

Asked whether he has doubts about the future political direc- 
tion of China, Watkinson is adamant that Nutrexpa "has complete 
confidence in the stability of the market." He adds the company 
is pleased with the cooperation it has received from the Chinese 
authorities. 

The Barcelona-based company has a 70% share of the choco- 
late drinks market in Spain, according to its own estimates. Nutrex- 
pa exports and distributes its products, which include infant milk, 
infant cereals and natural foods, to Japan, the Philippines and 
Singapore. 

Not all Asian markets remain good prospects for future sales 
growth. Watkinson says Bangladesh, where the company has 
exported for many years, is proving difficult because of high dis- 
tribution costs. China remains the most untapped market and 





Cava, Spain's sparkling wine, goes down well in Asia. 


The firm's total revenue last year from tobacco produced ir 
Philippines, Indonesia, India and China was US$44 million, e 
of more than 20096 over 1989. 

Urquijo says the company has a strong foothold in the P| 
pines and in Indonesia, where it has been established foi 
years, and has reaped the benefits of employing a skilled v 
force. Recently, the company has concentrated more on th 
crative tobacco wrapper market. 

In the Philippines, Compania de Filipinas opened a US$ 
million joint-venture factory with the French tobacco manufac 
Seita in February. Urquijo says he hopes to double sales ove: 
next five years. 

Urquijo offers encouragement to Spanish companies plan 
on entering Asia for the first time. He says the region has sk 
cant business potential for the Spanish, who in the past 
sometimes mistakenly neglected Asia because of the lang 
barrier. 

The drawback in many Asian markets, Urquijo says, is a « 
deal of red tape, despite generous incentives to foreign inve: 
from host governments. Through joint ventures, this pote 
difficulty can be turned to an advantage, he suggests. He also 
new players to expect the competition "to be as sophisticate 
any company you find hei 
Europe." Many labour forc 
the region are well trai 
speak English and are curn 
affordable. But, Urquijo we 
labour costs are rising. For 
companies with serious ir 
tions in Asia should act proi 
ly if they want to benefit 1 
the cost advantage, he arc 

The overall outlook 
tobacco sales to the A 
region is positive, with q 
ing younger populations c 
ing new sales opportun 
Yet despite this encoura 
outlook for new invest 
question marks remain 
China, the world's bigges 
bacco producer. Companie 
Filipinas is still waiting to 
whether changing consu 
tastes will increase demarx 
imports of Western-style tobacco brands. 

Financing from a number of foreign and Spanish-based be 
including Banco de Sabadell, underpins the company's short- 
crop programmes. Most investments are returned over a si 
nine month span. 

Banco de Sabadell, the largest in Catalonia with more thai 
trillion in assets, has traditionally backed international Spe 
enterprise. It has branches in France and London and represi 
tive offices in Singapore, Mexico, New York, Milan and Ger 
Net operating income last year was P12.2 billion, a 9.8% 
over 1990. 

The bank's emphasis, says Josep Selles, Sabadell's hea 
external trade, is to support small and medium-sized indu 
Sabadell's external trade division, ASP Trade Promotion, 
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forth Korea's deputy premier Kim Dal Hyon (/eft) with southern counterpart Choi Gak Kyu: economics meets geopolitics. 
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Seoul as suitor 


South Korea views Japan as potential rival in communist North 


3y Ed Paisley in Seoul 


orth Korean deputy premier Kim 
Dal Hyon clearly had not read 
the script before setting off on his 
week-long visit to the South. He 
vas supposed to be the supplicant, seek- 
ng aid for a ravaged, isolated economy. 
nstead, Seoul ended up wrong-footed and 
<im emerged with more to show than he 
ad probably dared hope. 

President Roh Tae Woo made the major 
innouncement on 24 July: a fact-finding 
eam composed of businessmen and gov- 
'rnment experts will be allowed to explore 
he feasibility of investing in the North. 
Chis could mark the first genuine step to- 

vards the economic reunification of the 
&orean peninsula. Previous visits by busi- 
1ess leaders to the North have been with- 
ut official approval. 

This initiative bv Roh was not rewarded 





domestic businessmen and a new consid- 
eration, the "Japan factor." A diplomat re- 
cently arrived in Seoul from Pyongyang 
says that Kim's trip to South Korea was " a 
matter of geopolitics" in which Japan fea- 
tured largely. 

While Kim was visiting the South, a 
Japanese mission led by the East Asia 
Trade Research Association and the Japan- 
North Korea Trade Association was in 
Pyongyang seeking to broaden economic 
relations. The research group includes Ja- 
pan's largest trading houses, while the Ja- 
pan-North Korea association comprises 
mainly Koreans living in Japan who have 
done business in North Korea. 

North Korea's Central News Agency 
reported that the 54-member Japanese 
delegation reached "a unanimity of views 
on makia efforts to remove obstacles . 
and normalise trade between the two coun- 
tries in a short time." 


position of being politically isolated to 
ing economically courted. Just as he t 
to play off the former Soviet Union 
China against each other, now he app 
to be using economic leverage against I 
South Korea and Japan. The bait is 
North's natural resources and cheap 
bour. 

But Seoul has a major ally in its que 
open up an economic hinterland. It is 
cussing with Russia the possibility 
pumping investment into five light-in« 
trial factories built in North Korea by 
former Soviet Union on a buy-back ba 

These factories have either shut or 
running at 10-15% capacity since Mos 
demanded last year that all trade betw 
the two countries be conducted on a h 
currency basis, say Russian officials. 
offer the kind of investment opportun 
that South Korean firms are eager to 
plore. South Korean and Russian offi: 





According to South Korean government 
fficials, Roh's about-face on the issue of 
uclear inspections was not a sign of weak- 
yess. It was designed to offer Kim the car- 
‘ot of economic cooperation in the hope of 
»uttressing the allegedly pragmatic wing 
X the North Korean Communist Party. 
&im is said to be a leading figure in this 
action. 

The president announced that the fact- 
inding mission by chaebol leaders would 
J limited to the Nampo industrial enter- 
»rise zone — located 40 kilometres south- 
west of Pyongyang — and insisted that no 
'pilot" investments had been approved by 
»eoul. But Kim claimed during a press con- 
erence that pilot projects would begin 
oon and further contradicted Roh by as- 
erting that economic cooperation was not 
inked to the nuclear issue. 

Despite the South’s moves towards ten- 
ative economic integration, it is difficult to 
magine the Blue House allowing invest- 
nent from the South to proceed without a 
‘oncrete commitment from the North on 
he nuclear issue. South Korean deputy 
»rime minister Choi Gak Kyu will travel to 
?vongyang in late August or early Septem- 
er to reiterate Seoul's position on the nu- 
lear issue. 

But Roh's gamble on Kim could pick 
ip an economic and diplomatic momen- 
um that would be difficult to arrest no 
natter how obdurate North Korea proves 
m nuclear inspection. 

Sources among the chaebol confirmed 
hat South Korea's Economic Planning 
Joard has already selected four other areas, 
»esides Nampo, for investment in North 
Corea. These include the port cities of 
laeju and Wonsan, and Changdan, which 
les just outside the demilitarised zone. 

Domestic politics in South Korea may 
slay a role in budding North-South eco- 
omic cooperation. South Korea's chaebol 
wee the cheap and well-disciplined North 
Corean workforce as a potential answer to 
Ihe declining price competitiveness of 
many of their goods on world markets. 

The chaebol (and particularly the Dae- 
woo group) maintain close ties with the 
uling Democratic Liberal Party, while 
Roh is said to be eager to end his term in 

ffice with a summit meeting with Kim I] 
mung before the December presidential 
Mections. 

Roh alluded to these considerations 
‘uring his meeting with deputy premier 
Am on 24 July. “Unless we overcome this 
state of confrontation], it will be unfortu- 
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and advanced technologies. Before joining 
the government in 1975, he was known in 
world academic circles. He is now in 
charge of external economic and trade mat- 
ters. 

“He is North Korea’s Deng Xiaoping,” 
asserts Jo Yung Hwan, a visiting professor 
at Yonsei University in Seoul. He met Kim 
during a trip to North Korea in the late 
1970s and has followed his career since. 

But there are limits to how far a prag- 
matic Kim can carry through economic re- 
form. Kim Il Sung and his son Kim Jong Il 
may be pursuing detente with the South 
simply as a matter of survival, but “reuni- 
fication on their own terms” is still a driv- 
ing force in policy decisions, say diplomats 


familiar with the political process 
Pyongyang. 

Moreover, “the [North Korean] ¢ 
nomy is not collapsing,” adds another « 
lomat with recent experience in Pyc 
yang. "They produce everything from r 
to missiles; they are very self-sufficien 
is only a lack of energy supplies tha 
dragging down the economy." 

If this assessment is correct, the | 
administration may be in for a far lengt 
diplomatic wrangle with Pyongyang c 
the nuclear issue than it had bargained 
The entry of Japan and Russia into the : 
nomic and diplomatic equation may € 

complicate the process of economic i 
gration. 
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Gas pressure 


Indonesia, Esso feel heat over new field 


By Adam Schwarz in Jakarta 


talled talks on the develop- 
v] ment of à giant gas field are 

clouding the prospects of 
Indonesia's liquefied natural gas 
(LNG) industry. With Indonesia 
likely to become a net oil im- 
porter by the turn of the century, 
government planners are under 
pressure to use more gas to gen- 
erate foreign exchange. 

The LNG industry, the world's 
largest producer and exporter, 
rates as one of Indonesia's great- 
est successes. But barring new 
discoveries, its future hangs in 
the balance of negotiations be- 
tween the government and US 
oil giant Esso on the Natuna gas field in 
the South China Sea. The talks, begun in 
1990, are bogged down because of the size 
of Indonesia's share of revenue streams. 

With 48 trillion cubic feet of recoverable 
gas, the Natuna gas field is the largest in 
Southeast Asia and contains about half of 
Indonesia's reserves. But delivering pro- 
cessed gas to Japan and South Korea en- 
tails enormous technical obstacles and 
costs. The field is in deep water 600 kilo- 
metres northeast of Singapore, making 
drilling efforts difficult. More serious, the 
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LNG storage tanks: future development hurdles. 


Because of the high cost of separa 
commercial gases from carbon dioxide, 
only way to develop the Natuna gas f 
is on a grand scale. Esso’s proposal car 
a whopping price tag of US$32 billion. 

Indonesia’s dominance of the regic 
LNG trade would be secured for well 
the 21st century if the Natuna project ¢ 
ahead. If negotiations collapse, the cou 
would be unable to roll over its long-t 
contracts or to capitalise on the expe: 
upsurge of demand in the region. 


The stakes are also high for Esso. 
arenas Seses Les 
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jas ed E : steel and more : thàn 900 km of pipel 
< - Saleable gases from Natuna field Would 


n be piped 225 km southwest to Natuna Is- 


ke. bep where the gas would be liquefied, 


T compressed and loaded onto tankers for 





wld to utilities in Japan, mostly through 
eng-term contracts. Utilities in South 
orea and Taiwan bought about 4.5 mil- 
n tonnes under similar arrangements. 
ot sales made up the remainder. 
Currently, Indonesia has two LNG com- 
exes, one in Arun, Aceh, and the other in 
i ontang, East Kalimantan. Each has six 
"ocessing units either operating or under 
onstruction. The units were funded 
arough complex financing packages in 
‘hich sales contracts are held as collateral 
wo lenders. Likewise, the Natuna gas field 
an only move ahead if buyers commit to 
from the beginning. 
. Indonesia's goal is to achieve a sustain- 
dle national-production level of 30 million 
snnes of LNG annually by early in the next 
ecade. With an eye on growing LNG de- 
aand in Japan, South Korea and Taiwan, 
ae government assumes that the country’s 
oility to sell LNG is limited only by pro- 
uction capacity. Unless other fields are 
iscovered, the country will not approach 
s long-term sustainable target without gas 
‘om the Natuna field. E 

How much gas will remain in the fields 
ear Arun and Bontang by 1999 is not 
lear. But government and industry offi- 
ials agree that current reserves are far 
hort of what Indonesia needs to extend by 
) more years its current sales contracts. 
“If the government had any other 


hoices, it wouldn't be negotiating with | 


sso,” an industry executive points out. 
egally, Esso is on shaky ground. The com- 
any's contract to develop the Natuna gas 
eld expired in 1990, Patmosukismo says, 
nd the government would be within its 
Bh to award the job to another com- 






"Barlier this year, Pertamina informally 
pproached Mobil Oil to find out whether 
ie US company would be interested in 
king Esso's place in the Natuna project, 
:cording to an industry source. But Mobil 
not likely to get involved in any serious 


iks on the matter unless talks between | 


SSO and the government collapse. 
If the project goes ahead with Esso, 


ertamina intends to sell all or most of its | 
iare. in it to rob companies. Thes state | 
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do. "delivery to buyers. Under the Esso pro- 


completed in the eighth year of the project, 
with one new unit starting up in each of 
the following four years. The six units 
would be capable of producing 14 million 
tonnes a year of LNG. Natuna's known re- 
serves could keep the units supplied for 
more than 50 years. 

To cover the cost of the Natuna project, 
Esso is demanding a radically different rev- 
enue-sharing split with the government 
than is applied at the two other gas facili- 


ties. Currently, operators keep all revenue 


until capital costs are covered. After that, 
revenue is split with the. government. 
Mobil, which operates the Arun fields, has 
a 70:30 split with Pertamina, with the state 
oil company receiving the larger share. 
Esso is believed to be seeking a 52% rev- 
enue split plus tax incentives and indem- 
nity against carbon dioxide leaks. Without 





posal, two LNG-processing units would be _ 











an acceptable rater a return on n the pro 
Government officials say Pertamina is v 
ing to accept a 50:50 revenue split bu 
refusing to budge on tax breaks. 

The crucial variable in the negotiati 
is the price of oil, to which the price of | 
is linked. Under pessimistic scenarios 
oil prices, the government stands to col 
only a little, if any, of the revenue ge 
ated by the Natuna gas field. 

The tricky choice for the governmer 
to weigh the uncertain revenue prosp 
from the Natuna gas field against a de 
to maintain its share of the LNG mar 
Bringing the field on line would buy t 
to look for more profitable sources of 
without losing customers. 

Making the Natuna project a su« 
will also require cooperation from Indc 
sia's main LNG buyers. The enormous « 
of the project means that the price 
Natuna LNG will be higher than exis! 
levels. How much more is not clear, bu: 
industry analysts says it would be "enoi 
to count." 





COMMODITIES 


Grains of truth 


south Koreans begin to address rice issue 


wo ) years ago, students at the elite 
” Seoul National University tried to 

E shout down senior agriculture offi- 
cial Lee Sang Mu when he told them South 
Korea would eventually have to allow in 
foreign rice. When he told them the same 
thing last year, they sat in silence. But to- 
day, Lee says, students eagerly discuss 
policy alternatives for phasing in rice im- 
ports. 

"These days, thev want more details," 
says Lee, who takes time out from his job 
as director-general of structural policy at 
the Ministry of Agriculture, Forestry and 





Fisheries to give occasional lectures. “ 
students’ attitude is changing very raj 
ly." 

Even though the broader public are 
converts yet, the fact that Lee even dare 
talk openly of the need to lower pro 
tionist barriers to rice imports is a sigr 
enormous change. In South Korea, opp: 
tion to buying foreign rice is almost 
much a part of the national fabric as d: 
dishes of kim ch'i. 

Rice paddies account for 57% of 
country's agricultural land, and the ! 
tional Agricultural Cooperative Federat 
claims to have collected 12 million sig 
tures last year in opposition to rice impo 
The country's ambassador to Geneva, P 


; Soo Gil, was nearly forced out of his jot 


early 1991 for suggesting that if Jay 
bowed to US pressure to open its mar 
to rice imports, South Korea would in« 
tably have to follow suit. 
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Australian Cents 
Per Share 








In 1992 BHP maintained dividends _ 
o shareholders at 40.5+ cents per. share, PR 


'ontinuing a 50 year history of sustained dor 


ncreased dividends. 


BHP 1992 Annual Results 


BHP has announced an | operating 
profit after income tax but before. abnormal 
tems attributable to BHP shareholders of 


6826.8 million for the year ended 31 May 1992, EM re 
d. War. Profits this year were adversely affec- 


equivalent to earnings of 66.8 cents per fully 
aid share. 


An abnormal item of $312.0 million 


@eing a writedown of the Group's investment E 


án International Brewing Investments (IBD 


seduced operating profit after income tax and 


;ibnormal items to $514.8 million, equivalent 


so earnings per share of 41.6 cents. 


ier rofit of $1,270.9 million and earnings per ero | | ee 
game level as the prior year, with promising 


jare of 107.5 cents. 








bioma profits of $221.6 million peaeivalent 





T » 18,7 cents per share. 
Minerals 
Minerals’ profit for the year was $653.8 


“aillion, 21.2% below the 1991 profit which 





which completed 





Earnings per share for 1991 included 


uperior lon; 


A v ol d ers.” 


its first full year of 





r: ion.- Results also benefited from 


"record shipments from the Australian coal 


. business. 


Petroleum 


Petroleum's profit of $381.1 million is 


lower than last year’s result of $650.2 million. 


Last year's record profit benefited 


| from the higher crude prices during the Gulf 


i ted by lower world prices for oil, gas and LNG, 


lower refinery margins, reduced production 


from established fields and an increase in 


exploration expensed. 
Partially offsetting these adverse 
factors were an increase in North West Shelf 


LNG production and commencement of pro- 


| di ction from the Skua oilfield (Timor Sea). 
This result compares with. the. 1991 A ii OERA ilfield ( a) 


Exploration expenditure was at the 


results in several areas, including Algeria, 


Malaysia and the Irish Sea. 
The infill drilling program in Bass 
Strait, which was implemented in response 


to new secondary tax arrangements, has 


helped arrest the previously anticipated 





Steel 


Steel's profit of $189,5 million is lov 


than the 1991 result of $261.5 million. 


The result reflected the continu 


impact of the Australian recession and ! 


general downturn in world economies. 


Steel despatches to the Austral 
market of 3.173 million tonnes were do 
8% on last year and. were at the lowest le 
since the 1983 recession. 

Total steel despatches | from A 
tralian facilities of 5.597 million tonnes w 
3% higher than last year with strong gro 
in exports alee ne, the contract 
in Australian demand. 

Record exports of 2. 424 million ton: 
were 23% higher thani in 1991 and represen 
43% of total despatches during 1992. 

Financial : 

The Group continued its vigorous 
ploration and development program. It: as 
invested in ëxcess of $2 billion on acqui 
assets and on new facilities in our + busines 

BHP* is listed on international st 
exchanges in Australia, Germany, Japan, ! 


Zealand, Switzerland, United Kingdom | 
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sably prompts a ruckus in the legislative 
National Assembly each year. 

Lee complains that the country is 
pending Won 1.5 trillion (US$1.9 billion) a 
"ear on the cumbersome Grain Manage- 
ment Fund, a programme that seeks to 
:eep rural incomes in line with those in 
arban areas. Under this scheme, the state 
vuys rice from farmers at an inflated price, 


ays for storage and sells it to consumers | By Carl Goldstein in Hongkong 


at a loss. 

Yet only one third of the money ends 
ip in farmers' pockets. "Two thirds is go- 
img nowhere,” grumbles Lee, who says 
Von 1 trillion a year is eaten up by interest 
»ayments, storage and distribution costs, 
and wastage. 

Worse, the Grain Management Fund is 
enly a fraction of the overall cost paid by 
»outh Koreans to protect rice farmers. Con- 
sumers buy rice at nearly five times the 
vorld market price — between them pay- 
ng a staggering US$6.6 billion more than 
hey would on an open market. In all, 
south Korea will this year spend more than 
JS$8 billion on policies designed to sup- 
sort 1.2 million families growing rice, an 
mount equivalent to a subsidy of more 
han US$6,700 per family. 

"Given how high food prices are here it 
vould probably be cheaper to declare 
very farmer a national treasure and pay 
um a stipend,” says a Western diplomat 
who has studied the agricultural situation. 

Although South Koreans are publicly 
inited in their opposition to rice imports, 
Xlackmarket sales of US rice are brisk. Last 
ptember, in response to protests from 
armers' groups, the US was forced to stop 
ielling nine-kilogram bags of rice at its 
nilitary commissaries because of the fre- 
juency with which they were diverted to 
he blackmarket. Black-marketeers tout the 
ice for quality as well as price. South Ko- 
ean farmers are among the world's most 
nthusiastic users of pesticides, using an 
iverage of about 10 kg per hectare, eight 
imes more than their US counterparts. 

In the meantime, rice consumption in 
he country is declining sharply as increas- 
ngly affluent South Koreans eat a more 
'aried diet and less of the old staple. Per- 
apita rice consumption has fallen from 135 
:g in 1979 to 116 last year, and Lee esti- 
nates annual consumption will fall to be- 
ween 80-100 kg per person in another dec- 
de. That, he says, means the 1.2 million ha 
iow devoted to rice cultivation will be cut 
o 800-900,000 ha. 


The government hopes bigger farms, 
md fom foor of thare ull oaco much of 


| contracts and the money 





ENERGY 


Switched-on tycoon 





Hongkongs Wu offers quick-fire power to China 


ordon Wu, Hongkong's ebullient 
( supplier of infrastructure to south- 

ern China, has pulled off one of the 
fastest ever power-station contracts. Wu, 
managing director of Hopewell Holdings 
has been asked by Guangdong province to 
expand the generating capacity of the 
Shajiao C power plant to 2,004 megawatts 
from 1,336 MW. 

The way Wu tells the 
story, he was in Nansha, 
Guangdong province, for 
the 27 May formal launch 
of his US$1.4 billion power 
plant, when provincial gov- 
ernor Zhu Senlin ap- 
proached him. Zhu said his 
administration was so des- 
perate for power supplies 
to fuel Guangdong’s boom- 
ing economy that Hopewell 
Holdings should add a 
third generating unit. 

“You handle the supply 


TRANSPORT 


Rumbles in 


Indonesia 





By Suhaini Aznam in Jakarta 


Indonesian Government efforts to im- 


prove efficiency at Jakarta's Tanjung 
Priok port have hit a minor roadblock. 
Haulage firms, in order to meet rule 


_ changes requiring them to buy new con- 


. tainer trucks, are seeking steep increases 
in charges and restrictions on new firms 
The dispute, which pits freight hand- 

lers and the local tra association 


acainct imnartare and tha nart antharihr 





Wu: ‘power’ broker. 


side, I'll handle Peking,” Wu says . 
told him. And Zhu was as good as 
word. By 10 July, the State Planning C 
mission in Peking had given its appr 


and Wu had signed contracts with A 


Brown Boveri's Combustion Enginee) 
unit for the boiler and GEC-Alsthom 
the turbine generator. 

Negotiating technical and financial 
rangements for a big power project 
often take months or e 
years. It took Wu and 2 
less than six weeks, ; 
the story demonstr: 
once again why the Hc 
kong builder has becc 
the darling of Chinese 
ficials struggling to c 
struct the roads, po 
stations and other basic 
frastructure needed 
support southern Chit 
economic growth. 

The capacity incre 
will boost the costs to 
most US$1.8 billion fr 
US$1.4 billion. Financ 


OVA UHM CIHVHONH 


truckers who have helped build uj 
business agree in principle with move 
upgrade its transport services. But | 
say they cannot afford bigger and bx 
vehicles unless fees are raised drastic 
The truckers want to charge a flat- 
US$200 per trip into the city — up f 
thé present average of US$50. — 
create a consortium of all existing tn 
ing firms to handle the business. Tr 


. would wait in line like taxis, and no: 


operators would be allowed into the: 
unless the present companies faile 
meet demand. : 
Local importers have cried foul, cli 
ing that the proposed Truck Ser 
Control and Supervisory Agency 
be a monopoly. Port officials are 
unhappy. "The establishment of 
[agency] would create a new bureaua 
system at a time when the governme: 
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ivolved in arranging the loan syndication PROPERTY 
o not believe the added expense will | 


fect the project's ability to obtain financ- 
ig. "There's such a good demand for 


ower in Guangdong that this project's | 


:onomics are still very strong," says Kevin 
iles, deputy managing director of Ward- 
y Capital in Hongkong. 

Still, the venture represents something 
f a gamble for Hopewell Holdings and its 
hinese partner, Guangdong General 
ower, which owns the other 60% of the 
roject. 

Together, the partners will be res- 
onsible for providing as much as US$1.1 
illion in shareholder equity and loans, 
'aving about US$750 million in funds to 
? borrowed on the market. 

Wu said he would use a US$300 million 
arly completion bonus to offset the high 


mount of shareholders’ capital and loans | 
tat Hopewell Holdings will need to put | 


p for the project. But this money would 
ot be paid back until after the power 
lant's completion in 1995. 

To limit Hopewell Holding's exposure, 
Ju is planning to sell 4% of the company's 
)% stake in the project to Li Ka-shing, 
airman of Cheung Kong Holdings and 
utchison Whampoa. Hopewell Holdings 
ill sell a further 8% in the project to 
anematsu Corp. of Japan. 


Hopewell Holdings will build the plant | 


id operate it for 20 years, after which time 


will be taken over by the MIS. | 


'ovincial government. 


prevent unhealthy andereutting: 
hee the afford 


wait and absorb losses for a time just 
kill the small guy." | 
. Many freight firms are one- or two- 
k outfits, often employ ice ns 

















spoiling | 
accidents. Haulage rates are - 

aui [einer un 
Ed | 
All that could change. To meet a- 
ruling that has - 


"ha 






: it could take them 10-15 years to 

w a return on the investment. 
ckers fear that unless haulage fees 
.only the big operators will be able 


Condo 
conundrum 


Singapore boosts 
housing stock 





By N. Balakrishnan - 


uring the next three years, Singa- | 
D pore's private housing market will | 
be flooded with new condomini- | 


ums. About 3,500 new units will come on | | 


to the market this year, nearly double the | 
number of last year. By 1994, about 6,500 
will be for sale. 

The question of just how much new 
housing the property market can absorb is 
crucial for Singapore's economy, which is | 
predicted to fall to its lowest growth rate | 
since the recession of 1985-86. Although | 
private housing only accounts for 15% of | 
residential property, it has an economic | 
and psychological importance far beyond 
its size. | 

In 1985, a property glut helped trigger a 
stockmarket crash and a recession, and 
there are already signs that the Singapore 
stockmarket is reacting to a possible over- 
supply in the sector. 

The current boom in condominium con- 
struction is driven by the large pool of sav- 
ings in the Central Provident Fund (CPF), a 
compulsory pension scheme. Housing de- | 
mand has been rising because individuals | 
are allowed to divert a large part of their 
pension scheme contributions (which ac- 
count for 40% of their pay) into the financ- | 
ing of property purchases. 

Rental yields from private property in 
Singapore now average about 5%, nearly 
twice the return from the risk-free CPF. An 
increasing number of residents in public 
housing appear to want to invest their sav- 
ings in private property and enjoy the pos- 
sibility of a capital gain. 

Just how far this pension fund-related 
housing demand can carry the market boils 
down to demographics. Chia Yew Boon, a 
property analyst at Crosby Securities is | 
bullish. Young white-collar workers are the 
most likely home buyers, and their num- | 
bers have been rising steadily, says Chia. 

Between 1985 and 1990, the 30-44 age | 





Golden Sands Resor 


PENANG, MALAYSIA 


provides 
executive 
travellers 
with 
sustenance 
and 
substance 


As one of Asia's leading hotels, 
Shangri-La's Golden Sands Resort 
understands that the frequent 
business traveller needs to keep 
in touch with what's going on in 
the Asian region. 

That's why it provides executive 
guests with the most 
authoritative publication 
on Asia. The 
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mouple to accumulate enough savings, the 
»conomy has already seen the peak of new 
wousehold formation. They also believe the 
wnarket may be close to topping out. The 
»9% increase in the cost of private housing 


wetween 1985 and 1990 outstripped the | 


verage 20% salary increases paid to white- 
ollar workers. 

How much more potential for capital 
wains there is left in the market remains to 
»e seen. Prices of condominiums, which 
account for about 85% of the private hous- 
ang stock in Singapore, rose by 8.2% in the 


irst quarter of this year, against the same - 
»eriod last year. During the previous quar- | 


ver, they declined 1.1%. 
The property bulls see the latest price 
ise as evidence of market resilience. The 
alternative view is that this is the last gasp 


X a property market that has been buoy- | 


ant since 1986, with the exception of a price 
dip in late 1990 related to fears of pro- 
onged conflict in the Gulf. 

The recent rise in prices, has been 
enough to alarm the Monetary Authority 
of Singapore (MAS), the de facto central 
bank. It has publicly appealed to the banks 
not to push mortgage lending aggressively 
and risk creating a speculative fever. 

Some analysts interpret this as a move 





Savings drive condominium sales. 


to prevent property owners from being 


burned by a speculative bubble. Others | 


believe the MAS is simply trying to disci- 
pline the property market into accepting a 
gentle rise in prices rather than a runaway 


m. 
A predicted influx of expatriates should | 


bolster demand. According to Crosby, 
about 9,000 foreigners are expected to take 
up work in Singapore in the next three 


years. While foreigners not allowed to pur- | 


chase property, they are most likely to rent 


condominiums held by Singaporeans for - 
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ECONOMIC 


MONITOR: 


HONGKONG 





Peak performer 


verything in Hongkong is going 

up. The stockmarket was recently 

at record highs. Asia's tallest 

building is almost completed. 
Economic growth is up. So, too, is infla- 
tion. 

GDP is expected to rise 6% this year, up 
from 3.9% last year, on the back of stronger 
local construction spending and the 
spillover effect from southern China's 
buoyant economy. 

Growth is driven both by heavy con- 
struction spending in Hongkong and in 
booming Guangdong province across the 
border. Last year, Guangdong led China's 
economic expansion, with industrial 
growth in the province up 27% from a year 
earlier and exports up 28%. 

Southern China's phenomenal growth 
has been a boon to Hongkong's trade in re- 
exports, which last year accounted for 70% 
of all exports from the colony. More than 
40% of re-exports, which are goods trans- 
shipped through Hongkong, come from or 
go to China. In June, re-exports increased 


| 40% from a year earlier. Domestic exports 


rose 12%. Domestic exports, however, had 
a growth rate of about 1% in the 12-month 
period ended in June. 

Labour shortages and excess liquidity, 
meanwhile, are placing pressure on prices. 
In June, the inflation rate hit 9.3%, up from 
8.896 in May, a two-year low. 

Such a rate of inflation would make 
economists cringe in most countries. But in 
Hongkong, double-digit inflation is becom- 
ing an accepted by-product of sustained 
growth. Economists argue that short of a 
revamping of the monetary system, such 
as removing the Hongkong dollar's peg to 
the US currency, little can be done to curb 
inflation without sending the economy into 
a tailspin. The cure, in other words, would 
be worse than the disease. 

Because of the Hongkong dollar's link 
to the US currency, authorities have had to 
match cuts in American interest rates to 
discourage currency inflows. The latest cut 
of one percentage point on 22 May reduced 
Hongkong's prime interest rate to 6.5%. 
Three-month deposits now yield a nomi- 
nal rate of just 2.85%, which after deduct- 


fore year-end, driven by corporate ear 
estimated to grow by more than 205 
year. 

Property prices have surged, too. I 
first half of this year, the average pri 
commercial buildings have risen 30% 
1 January. Residential property prices 
somewhat more slowly, thanks to 1 
gage restrictions put in place last Aug 

Nominal wages are rising at a bris 
nual clip of nearly 15% as a tight la 
market pushes up costs. Since 1986, th 
ritory has shed more than one quart 
its manufacturing jobs but the loss 
manufacturing have been more than 1 
up by strong growth in the service se 

In narrow economic terms, it is dif 
to see what can go wrong in Hongko: 
the next 12 months. There is some : 
ness that the sharp rise in stock and [ 
erty prices could lead to a blowout, i 
cially given the large amount of spe 


Turning up again 


Hongkong's inflation rate 





tive money from China in the colony. 

The biggest risk is probably poli 
Sino-British relations have cooled sinc 
arrival of Hongkong's new governor, ( 
Patten, who may be more willing to s 
up to the Chinese than his predecessor 
two sides are testing each other ir 
wrangle about a new airport, and 
stand-off presages tougher talks : 
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‘Leisure: if PERE matched their US counterparts, they might lessen trade frictions, too. 
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POLICIES 


Fase up. je apan 


‘Kyosel’ could change how people live, work and compete 


By Anthony Rowley in Tokyo 


e» 


(CO) 


E 


It was intended as a routine 
trade mission; a swing 
through Europe by a group 
of top Japanese business- 
men. Among them were 
officials of Keidanren, Japan's big-busi- 
ness association, and the heads of well- 
known companies like Sony, Toshiba and 
Toyota. Their visit, made late last year, 
included calls on political leaders in 
Germany, Britain, France and Belgium. 
Keidanren's chairman even got a full 
hour with French President Francois 
Mitterrand. 


The impressions the businessmen took 
k cas Som klanie bein however were anv- 


the Europeans conceded, were the strong- 
est in the world. 

There was no jubilation in the Japanese 
camp. They saw that the Europeans were 
no longer hopeful of resolving trade prob- 
lems with Japan through negotiation on is- 
sues such as market access and "unfair" 
practices. Europe seemed interested only 
in constructing defences against the Japan- 
ese onslaught. 

After the trade mission, recalls Ichi- 
kawa, "kyosei all of a sudden became a top- 
priority issue." 

"Kvosei" is a word that is likely to be 
heard with increasing frequency in coming 
months. Literally it translates as "living to- 
gether” or “symbiosis.” Metaphorically it 
has become the umbrella for a wide-rang- 


would modify their business practice 
These are some of the issues being 
cussed under the kyosei label. Internz 
ally, the best known advocate of kyo 
Akio Morita, head of consumer-electr 
group Sony, who in speeches and ar 
has made broad proposals to impro 
ternational harmony in trade. At hor 
discussion that started among bus 
leaders has now embraced politicians 
demics and government ministries. 
"There is a search going on that 
shape the future profoundly," says ] 
Abegglen, a professor at Tokyo's & 
University. Makoto Ogawa, a senior 
cial in the Ministry of International 
and Industry (Miti) sees kyosei as ' 
the biggest issues" ever faced bv l 





assessments xd the’ ‘action programmes” 


ative of 1989-90. All these efforts, to vary- 
ig degrees, fell short of their goals. 

There are also those who see kyosei as a 
nokescreen. The debate does not address 
reign frustration at lack of access to the 
ipanese market. It might be argued, too, 
iat as Japanese companies feel the effects 
f economic slowdown and higher capital 
ysts, kyosei will make virtues of things 
iat will happen by necessity. — — 

Nevertheless, the kyosei debate prom- 
es to be important because of its intensity 
nd because of the high level at which it is 
iking place. In addition, it covers a far 
‘ider range of issues than any previous 
ogan Japan has embraced. 

Among, these issues are Japan's long- 
inning discussion of the need to make its 
tizens quality of life match their eco- 
omic success. Coupled with this is a 
arder-edged examination of how Japan 
in avoid destroying its economic competi- 
xs, or forcing them into protectionism. 
mong the country’s policymaking elite, 
te kyosei debate is also a response to the 
otion that Japan has stopped playing 
:onomic catch-up to the West and should 
ssume the magnanimity of a victor. 

At the corporate level, kyosei includes 
(e need to modify Japanese companies’ 
zgressive emphasis on output and mar- 
et share. This could involve potentially 
'volutionary changes: greater pursuit of 
rofitability, modification of the "lifetime 
mployment" system, and acceptance of 
gher capital costs. Also being debated are 
e close links between companies and the 
overnment bureaucracy, and the unique 
soss-shareholding and keiretsu relation- 
aips which dominate Japanese business. 

In addition, kyosei might imply a shift 

public spending, from the infrastructure 

“ojects that have aided Japan's post-war 
sconstruction to social and leisure ameni- 
es which benefit the consumer, The 
softer" aspects of the debate also touch on 
we quality of the environment. 

It is impossible, today, to predict what 

sis self-analysis will produce. But partici- 
ants believe it is likely to produce a na- 
mal consensus — perhaps in about à 
sar's time — that will result in Japan mak- 
an offer to the rest of the industrialised 
orld. "We will change some of our com- 

itive ways," this offer is likely to say, "if 
»u adopt some of the positive aspects of 
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~ with other developed nations. 
: the early 1980s, which aimed to slash 

»n-tariff barriers; the Maekawa Report of 

186; and the Structural Impediments Ini- - 


Europe, North America and Japan are 


the nations most fitted to work out "rules 


of global competition," Sony chairman 


Morita has suggested. Miti’s Nomura 


agrees that a “real effort to harmonise the 
international rules” might best be pursued 
in a trilateral context. 

The term "kyosei" was first applied to 
the debate by Keidanren chairman Gaishi 
Hiraiwa, Japan's senior business statesman. 
Hiraiwa, whom colleagues describe as a 
"deep-thinking intellectual" saw a need 
for Japan to examine its traditional busi- 


ness values if it was to achieve peaceful | 


coexistence with its economic rivals. 
Hiraiwa, who heads Tokyo Electric Power 
Co., is known for his essentially moral 
approach to business. For Sony's Morita, 
however, the kyosei debate has become à 
search for specific actions to level the play- 
ing field of international competition. 
"Japanese companies should be aware 
that the European tolerance of Japanese 
[corporate] practices is reaching its limits," 
Morita wrote in January's edition of the 
prestigious monthly journal Bungei Shunju. 
“It will be absolutely essential for Japanese 


companies to compete in line with rules 


that are compatible with those of the 
United States and Europe." 

Morita elaborated his ideas in a speech 
in April to the Trilateral Commission of 


the US, Europe and Japan, a non-gove 
mental grouping of leading figures w 
meet to discuss issues of common intere 
He argued that international "target zon« 
should be set up, within which competi 
Japanese and Western companies wot 
try to converge in areas like working hou 
pay levels and dividend ratios. Morita a. 
believes that broader factors, such as 1 
rates and economic regulations, should 
harmonised among leading nations, so tl 
corporate competition is limited to are 


such as technological innovation, prodi 
Panong and marketing. 


. Morita's vision thus goes well beyo 


-the cartel arrangements set up among 


ternational groups of industries in 1 
1920s and 1930s to smooth world outy 
and prices (and to which some forei 
businessmen have suspected he wants 
return). Rather, his proposals go to the r 
of what it is that makes Japan more co 
petitive than its rivals in certain areas 
and aim to provoke international deb 
on whether it is Japan or others that ne 
to change. 

Other business leaders involved in | 
debate include Yutaka Kume, president 
auto maker Nissan, who heads a K 
danren committee on kyosei; Fumio Se 
president of electronics major Toshiba; a 
Koichi Minaguchi, head of Nomura 1 
search Institute, the research arm of Japa 
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iggest stock broker. All pay lip service to 
yosei, though none will define it precisely. 
ike Morita, they are acutely sensitive to 
Wharges that kyosei could be misunder- 
Mood as a formula for a cosy live-and-let- 
ve relationship between Japan and other 
idustrial countries. 

The discussion has also gravitated to 
sovernment bodies, including — besides 
Aiti — the official Economic Planning 
agency (EPA) and the semi-governmental 
Jational Institute for Research Advance- 
nent (Nira). Here, as in academia, there is 

feeling that Japan urgently needs a phi- 
ysophy or formula to head off an almost 
leological clash with the West over differ- 
nt versions of capitalism. "Leaving it to 
the market-place might ultimately decide 
which form . . . wins out but we cannot 
fford to wait,” says Miti's Nomura, who 
neaded a kyosei study group at Nira. 

Another member of that group, Akira 
xajima, who is also a senior editor of Nihon 
<eizai Shimbun, says bluntly: “If our own 
government does not apply a political so- 
ution [to frictions which arise out of sys- 
emic differences] other governments will" 
— through protectionism. 

Although the ruling Liberal Democratic 
'arty (LDP) does not formally use the term 
<yosei, "all our policies are going in that 
lirection," says Katsuya Muraguchi, a 
nember of the party's policy research 
council. The Japan New Party is also com- 


mitted to kyosei-like ideals. 

Whatever route the 
kyosei debate takes, it 
would be wrong to think 
that Japan is happy to back 
away from its successful 
drive into world markets 
simply to make life easier 
for its competitors. Masaru 
Yoshitomi, director-general 
of the EPA's coordination 
bureau, is adamant that 
"we should not throw 
away the merits of the 
Japanese production and 
management systems." 

While Japan might 
agree to bring its wages, 
profits and dividends more 
into line with world levels, 
Yoshitomi says, other 
countries might actually 
need to increase working 
hours — as France is now considering — 
in order to meet Japan half-way. Yoshitomi 
also suggests that just as the US gave the 
world the benefits of high technology and 
mass production half a century ago, Ja- 
pan's keiretsu system of “long-term trans- 
actional relationships" among companies 
offers a model for others to follow. 

Other aspects of Japanese-style capital- 
ism, such as the "communitarian princi- 
ple,” under which employers protect their 
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Morita: kyosei advocate. 


By Susumu Awanohara in Washington 
and Review Correspondents in Seoul and 
Kuala Lumpur 


m m The only parts of Japan's 
kyosei debate that have so 
far received much atten- 
- — tioin the US are the ideas 
|»... Of Sony chairman Akio 
Mori: Reaction has been limited, Pough 
both Morita's motives and his 
ed solutions are being que In 
parts of Asia that have a interest in 
Japan, meanwhile, there is a mixture of 
scepticism and hope that kyosei's effects 
— if any — will not be limited only to 
relations between the economic super- 
powers. 

Morita is better known to Americans 
as co-author of the first, Japanese, edition 
of the now notorious book The Japan That 
Cass Cass Mo saihlichad in 1089 The hank 






Morita’s New Management Philosophy, 
which he wrote about in the Japanese 
magazine Bungei Shunju have tended to- 
wards scepticism. This is firstly because of 
the unpromising history of Japan’s previ- 
ous efforts to accommodate its rivals, but 
also includes suspicion of Morita’s motives 
for introducing his ideas at this juncture. 

A common speculation is that after the 
chauvinistic tone set by the book, Morita 
needs to spruce up his image. One ob- 
server notes that Morita was appointed in 
April as the Japanese chairman of the Tri- 
lateral Commission, a gathering of elite 
citizens from the US, Europe and Japan. 
Morita discussed his ideas in a peach to 
the commission’s annual meeting in Lis- 
bon in April. 

A further possibility is that Morita real- 
ises there is a need, for a variety of rea- 
sons, for Japanese companies to ease up in 
hoth trade and warkino nractices — and 


workers while worker: 
vote themselves to the « 
mercial ends of their « 
panies, are also likel 
prove resilient to cha 
Iwao Nakatani, an ec 
mics professor at Hit 
bashi University who 
mally worked for Ni: 
argues that commu! 
rianism is a self-perpe 
ing principle which ca 
simply be legislated o1 
gotiated out of existenc 
Nakatani and ot 
concede that it migh 
possible to alter the sy: 
of lifetime employmer 
Japan, replacing it, at 
in part, with a labour 1 
ket based on indivi 
contracts with emplo 
and on greater job mob 
This might temper the fierce company 
alties which provoke such aggressive « 
petition among Japanese companie 
home and overseas. But government 
cials worry about the impact of s 
changes on the Japanese work ethic. 
Kyosei's greatest challenge is to : 
vince international trading partners 
"Japanese business is not out to con 
the world," as Nakatani puts it. Ja 
wants other countries to become as c 
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hours or increase dividends, the first < 
panies to respond to the growing for 
and domestic pressures will lose com) 
tiveness. 

Some Japan-watchers also point 
that many of the things Morita : 
should be done to the Japanese econ 
are happening already. Morita has : 
ply had the foresight to “package t| 
trends into an idea [of symbiosis],” 
lumbia University economist H 
Patrick says. “Morita put the story 
gether before others did, and it reson, 
in Japan because it made sense.” 

Ironically, the ideas also make sen: 
staunch critics of Japan who have arg 
that its economy is fundamentally di 
ent from Western ones. Among the: 
James Fallows of the Atlantic Mon 
who says: "It was useful to have Mt 
say there are structural differences 
tween the economies] just when m 
Americans were saying that the Japa) 
economy is collapsing and that the Jay 
ese are not different fram ne after all 










x be modified too dramatically. 


Sophia University's Abegglen argues 


at only a "drastic overhaul of the Japan- 


e political system" will bring about the uu 
anges envisaged in kyos ei. Others, such ie 


. Miti’s Nomura, disagree. “Traditionally, 
panese society has got along without 
rong political leadership,” he says. “The 
yvernment now needs to recognise the 
aturity of the private sector.” 

What may need to change more than 


€ actual political establishment is the . = 


aditionally "thick" relationship — as 
omura terms it — between government 
1d business in Japan. This is exercised not 
uy through Miti but also through other 
inistries and through official policies for 
dustry, science and technology. 

Former LDP secretary-general Ichiro 
zawa appeared to acknowledge this re- 
ntly when he called for deregulation of 
iministrative controls in Japan and for 
1reaucratic reforms. But the Lpp’s chances 
` getting Japan's powerful bureaucracy to 


ve up any of its powers and privileges 


innot be rated as high, given the record 
‘previous power struggles. 


For once, however, government officials B 
e not taking the lead. The fact that the... 
itiative has shifted from bureaucrats and- 


jliticians to the businessmen who actual- 








power the Japanese economic ipd 


ay be kyosei's most important feature. 
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Japan's post-war work ethic under threat 


By Louise do Rosario and 
Anthony Rowley in Tokyo 


For Jun Ishii and thousands 
like him, whatever kyosei 


ing Japan’s obsessive work 
habits will come too late. 
Ishii, a 47-year-old executive with 


Mitsui, one of the country’s big trading l 


companies, collapsed and died two years 


ago from the strains of constant overseas 


travel. On 14 July, he was officially recog- 
nised as a victim of karoshi — death by 


overwork. Tokyo's Central Labour Stand- 

 ards Inspection Office ordered the govern- 

ment to pay his widow Y2 million 
" . (USS16, 000) a year as compensation. 


- By some reckonings, up to 10,000 Japan- 


-ese die from karoshi annually — grim tes- 
timony to the fierce dedication among 


Workers which has helped propel Japan to 
uon of supremacy in key Boa in- 


waves the fact that Ishii’s dean was 





produces by way of reduc- — 


the first involving a white-collar worker 
be officially ascribed to karoshi shows tł 
some of Japan's business practices a 
being called into question. More-tangil 


changes are also likely to be produced 
. the ending of the five-year economic boc 
= reflected most dramatically in the 1 


kyo stockmarket's collapse. 

The kyosei debate has the potential 
accelerate some of these changes. Nonetl 
less, the entrenched nature of some ai 
tudes and practices cannot be overlooke 

Only three weeks before the precede 
setting Ishii ruling, Japan's Supreme Cot 
delivered its verdict in a case involving 
employee's holiday rights. The court sc 
on 23 June that the national Jiji Pre 
agency was justified in slashing the win 
bonus of staff reporter Toshiaki Yamaguc 
in 1980 after he took his 24-day paid : 
nual leave. Jiji complained that Yamagu: 
went on holiday despite knowing th« 
was no one to cover for his absence. 

The apparent conclusion to be dras 
from the Ishii and Yamaguchi cases is tl 
the law does not provide redress for the 
who work hard, but not so hard as to « 
from fatigue. 

Japan has, in fact, been reducing av 
age working hours for some time. T 
number fell marginally to 2,052 hours 
1990 from 2,111 in 1987. The latest figur 
however, are still 100-200 hours a ye 
more than those worked in the West. Mc 
importantly, these official tallies exclu 
unrecorded overtime, work taken hon 
and commitments such as entertaining « 
ents on golf courses at weekends. 

Thus, the national target of cutting a 
rage annual work hours to 1,800 by 1€ 
seems a tall order. It will require Japan 
to take more holidays, as well as cut th 
working week. Legislation to cut stande 
weekly hours to 40 from 44 is expected 
come into force next January, along w 
requirements that overtime pay exceed 1 
current minimum of 125% of regular pe 

More to the point, will Japanese wo 
ers take their extra time off? Most empk 
ees currently use only seven to nine dé 
out of annual leave allocations of two 
four weeks Their achial leave ie thereof 
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with taking paid holidays,” while another 
41% said they would be “at a loss if given 
vacations lasting a month.” One common 
explanation for these sorts of results is that 
Japanese love to work. “We were taught as 
a child that diligence is the finest virtue,” 
says a 38-year-old journalist. 

This traditional attitude is strongest 
among the post-World War II generation 
which single-mindedly pursued economic 
development. Many of the people now at 
the top of Japan's big corporations, as well 
as in senior positions in government, are 
from this generation. And if these senior 
executives do not take holidays, few junior 
staff dare to do so in a society which val- 
ues group action. As a result, millions of 
Japanese annually compete for leisure 
facilities during the national Golden Week 
and New Year breaks, when everyone 
stops work at the same time. "We feel se- 


. cure when everybody is doing the same 
| thing,” says the journalist. 











. Hitotsubashi University professor 


The view that the employee 
should devote almost all his or her 
waking hours to the work unit is 
further promoted by the tradi- 
tional system of near-lifetime em- 
ployment. Many of today's gradu- 
ates and white-collar workers, 
however, would prefer to leave 
the old system behind in favour of 
finite labour contracts with their 
companies. 

Japan also needs to change 
retirement rules that virtually 
force employees to remain at work 
until their 60th birthdays if they 
are to qualify for the lump-sum 
payments — typically Y20-30 mil- 
lion — that supplement pensions. 
One advocate of such a move is 


Iwao Nakatani. He acknowledges, 
though, that this might require 
major changes in Japan's state 
pension and social security sys- 
tems to compensate for reducing company 
provisions. 

Some big companies have begun mak- 
ing changes to work regimes, Sanyo and 
Matsushita, for example, plan to reduce the 
number of working hours to 1,800 by 
March 1994, while Sharp hopes to achieve 
the same goal by the late 1990s. Canon has 
even given its staff 16 consecutive days of 
vacation this summer. These cases, how- 
ever, are the exception. 

Moreover, a key caveat in the push to- 


wards more-relaxed work routines — as 
sauth nihar 


haenadar tonnan tn tha Lesen 


chronic labour shortage at a time when 
costs of labour-saving capital investir 
are rising. And times will get toughe: 
the economy slows and big compat 
squeeze their suppliers harder. “We are 
talking about working less, but about F 
to maintain the same volume of work 
last year," says a spokesman for an Ose 
based small-business association. 

Nonetheless, the new economic p 
sures now being felt by Japan are likel 
produce changes whatever the outcom: 
the kyosei debate. 

The collapse of the Tokyo stockma: 
and with it the era of warrant and conv 
ible-bond issues has raised the cost of 
once-popular form of financing fr 
around 1% to nearer 5-6%. Debt-servic 
costs have also risen with higher inte: 
rates. Companies have been cut off fr 
cheap credit and manufacturing inv: 
ment has slumped. The result is likely 
slow down productivity gains. 





Too dedicated for their own good. 


Profits have meanwhile declined sha 
ly on the back of reduced domestic e 
overseas demand, and of higher depre 
tion costs associated with earlier cap 
investment. The corporate sector is un 
pressure, too, from institutional invest 
and the Ministry of Finance to incre 
dividend pay-out ratios. 

Even Japan's keiretsu system is com 
under strain. The principal keiretsu groi 
ings embrace at least 3,000 firms and ini 
ence many inter-company strategies — 
cluding production schedules, technok 
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Military in retreat 


hai premier removes top brass from boardrooms 


y Paul Handley in Bangkok 


fter the Thai military's strategic 
A withdrawal from politics, now for 

the retreat from the boardroom. 
hree scandal-racked state enterprises, in 
'hich the generals had taken up sinecures, 
'e being handed back to civilian leader- 
up. But it is a moot point whether the 
tilitary regards this as a surrender or a 
ünor setback. 

Army commander-in-chief Gen. Issar- 
»ong Noonpakdi was the latest casualty 
f the government's assault on military in- 
ference in the business sector. On 21 
ily, the cabinet removed him from the 
iairmanship of the Telephone Authority 
f Thailand, a state monopoly. 

Three days later, the directors of Thai 
irways International took steps that will 
'sult in the replacement of current chair- 
ian. Air Chief Marshal Kaset Rojananin, 
ie military supreme commander. On 23 
ine, Air Marshal Anant Kalinta was re- 
aced as chairman of the Communications 
uthority of Thailand. 

The instigators of the campaign are in- 
rim prime minister Anand Panyarachun 
ad his straight-shooting minister for trans- 
"t and communications, Nukul Pra- 
:uabmoh. Both have come under pressure 

clean up the allegedly corrupt manage- 
ent of the state enterprises, as well as to 
anish Kaset and Issarapong for the mili- 
ry's massacre of unarmed protesters in 
ny. 

Analysts believe the state-enterprise sec- 


* 
Floating, 
o k e 

sinking 

Thai International chairman Kaset 
Rojananin appears to be out but not 
down, while the carrier's newly floated 
stock is down but not out. Shares offered 


to the public at the end of March came to 
the market on 23 July — and five days 
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tor, and especially the telephone authority 
and the airline, has been tapped exten- 
sively for funds by the military leadership 
which took control of the country in the 
February 1991 coup. After the coup, 
Issarapong was installed as chairman of the 
telephone utility. 

In the reshuffle at the telephone author- 
ity, Nukul named respected transport civil 
servant Roungroj Sriprasertsuk as new 
chairman. Nakul also took the opportunity 


to remove pro-military managing director 


Paiboon Limpaphayom from the board. 


The minister attempted earlier in the year 
to remove Paiboon but was stopped by the 


military. The Counter Corruption Commis- 
sion has meanwhile been asked by Nukul 
to investigate the handling 
of a three-million line tel- 
ephone concession. 

Nukul has also called 
for an investigation into 
several Thai International 
deals that followed Kaset's 
appointment as chairman 
in 1990. Among the deals 
that have aroused suspi- 
cion: the underpriced sale 
of Thai aircraft to a com- 
petitor, Bangkok Airways; 
the giveaway of a lucrative 
Bangkok-Phnom Penh 
route to Bangkok Airways; 
the overpriced purchase of 
land from air-force officials; 
and the purchase of Rolls- 
Royce aircraft engines. 


sitions in the stock — mostly accumu- 
lated months ago in the speculative grey 
iet a sao than Baht 70 tried to 
force up the price to unload their stock. 
But buyers were scarce. 

Some large trades, especially involv- 
ing foreigners, were registered in the first 
three days of trading, at prices up to Baht 
mint: ve the appearance of great 

owever, these were without 
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E lose enti iae vn denn 





Kaset's stewardship has also been no 
ble for management infighting, disn 
company morale and the airline's wo 
ever financial performance. Stripped of t 
tant window-dressing, Thai showed its fi 
loss in the year to 30 September 1991. | 
plausible explanation has been forthco 
ing, and the airline's public offering 
shares has suffered as a result (see box). 

The Thai board undertook on 24 hi 
to remove a clause in the carrier's consti 
tion that stipulates that the chairman m) 
be the head of the air force. Formal i 
proval from the shareholders is guarante 
— the Finance Ministry holds 93% of | 
stock — and Kaset will probably sta 
down in late August. 

Nukul is expected to propose an t 
tirely new board. But six directors, inclt 
ing Thai's president, are from the arm 
forces and even a radical upheaval v 
leave some in place. "In Thai you have 
be realistic — you have to have the m 
tary," said a board member. 

Anand and Nukul appear willing to. 
knowledge the military's need to be 
volved in some commerc 
activities for national se 
rity reasons. The shake- 
at the telephone author 
saw the appointment 
two new directors (ap. 
from the chairman), one 
whom was General V 
Chunnanpat, the director 
the army's communicatic 
department. 

The move to bre 
the military's control c 
only go so far, howev 
Anand's term finishes 
13 September, and his si 
cessors are unlikely to se 
high priority on keepi 
the military out of boa) 
rooms. 
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tor airlines in the region. Even at Baht 50, 
and based on Thai's own revised 1991-92 
profit projections, the shares would be 
priced at an earnings multiple of 16. That 
compares with an overall market multi- 


ple of 11-12. 
faster except for the fact that 40 


million of the 100 million shares on offer 
(7% of capital) were sold in 200-share lots 


by lottery to the general public. Such 
small investments are not likely to be the 
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00 hot for comfort 


Shina’s reformers worry about growth rate 


hina’s macroeconomic indicators for 
the first half of 1992 seem to have 
i precipitated a role reversal between 
seformers and conservatives in the nation's 
»olicymaking establishment. 

The half-yearly figures were greeted 
with paeans of self-congratulation by nor- 
wally cautious apparatchiks. They see the 
rears 10.6% (annualised) GNP growth rate 
as fresh evidence that China has entered a 
»eriod of "high-speed and stable growth," 
&ccording to cabinet spokesman Yuan Mu. 

On the other hand, liberal technocrats 
ike Chinese Academy of Social Sciences 
vice-president Liu Guoguang, cabinet ad- 
viser Wu Jinglian and State Statistics Bu- 
eau director Zhang Zhingji, all warn that 
the latest figures hint at the onset of an- 
other round of “overheating” which could 
mperil reform in the long-run. The last 
economic meltdown, in 1988, brought on 
nflation of nearly 30% and a three-year 
period of retrenchment. 








Just four months ago, in his keynote 
address to the National People's Congress, 
Premier Li Peng was still touting a modest 
target of 6% GNP growth, in line with five- 
year plan projections but in defiance of 
patriarch Deng Xiaoping's go-go exhorta- 
tions. 

Since then, under the juggernaut of 
Dengist propaganda, even the premier and 
his men have had to recant and join the 
high-growth chorus. Foreign punters stand 
















ready to bet more than l 
China boom — that is the sum alr: 
mobilised for placement in the nas 
mainland equity markets, say Hong} 
investment managers. 

Peking technocrats are less bullish. * 
point to such alarm signals as the 1! 
(annualised) rise in urban living costs 
the first half-year and the recent slic 
the currency to its lowest level since 
on swap markets. 

The reformists' dilemma, says cal 
adviser Wu, is a result of missed oppi 
nities. "Two or three years ago, China 
a golden path to further reform," he : 
"Instead, we put our efforts into bailing 
lukewarm [state] industries and invol 
ourselves in endless debates on the sj 
of reform. Now, when the country 
reached a consensus . . . the favourabl 
mate no longer exists." 

Industrial growth of 18.5% in the 
half was matched by an upsurge in t 
sales. But an unhealthy proportion of 
turnover reflected institutional dem 
while individuals still shunned shc 
state-manufactured consumer goods. . 
result, the notional value of unsold in 
tory in the state sector rose nearly 
through May, to Rmb 136 billion (U! 
billion), worsening the intractable prot 
of "debt chains." 

Far from reducing credit, governr 
banks increased their neng by Rmt 











illion in the fi 
rojected rate. The proceeds helped fuel 


ae nearly Rmb 1 trillion-worth of new in- | 


estment in state enterprises in the first six 


st aer- === E the | 





aonths of 1992, a 20% increase over the | 


ame period of 1991. 

. Much of this investment surge went for 
mports of capital equipment. These, in 
arn, boosted the price of dollars to Rmb 
.05 on the Shanghai swap market, the 


estment plans might tell just part of this 
ale, a foreign banker suggests; some of the 
lollar demand might represent a hedge 
gainst inflationary expectations. 

Not just the magnitude, but also the al- 
xation of investments is worrisome, Wu 
dds. The outlays are concentrated in 
TOCessing industries and local govern- 
rent construction. As a result, raw mate- 
ial prices have already been bid-up, with 
irther increases scheduled in the second 
alf of the year. Transport bottlenecks and 
ower brown-outs are on the rise. 

How long before the Dengist double- 
igit boom runs out of steam? Anywhere 
som six months to two years, economists 
stimate, before inflation Kicks into high 
ear. And the public, facing job layoffs in 
ae state sector and a rollback of housing 
nd medical subsidies, has far lower toler- 
ace for inflation than in 1988. That is 
»mething politicians ignore at their peril, 
a an edgy year of leadership succession. i 
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recession 


-Japan sinks further into 


dghest level in nearly four years. But in- | 
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T: he reaction of the Tokyo stockmar- 


ket to the half-percentage point cut 


in the official discount rate to 3.25% 


on 27 July was similar to that which 
dismay bor- 


greeted the last cut in April — 
dering upon despair. 


From being some 500 points up on 24 


July, the Nikkei-225 stock average closed 
124.5 points down at 15,373 after the cut, 


its lowest level since April 1986. The earlier | 
rally had been prompted by anticipation of 


more-dramatic official intervention. 
Japan is plunging into a crisis of confi- 


dence over the national economy and over 


the health of the stockmarket. This reflects 
a realisation that recession is “only just be- 


ginning in Japan,” says Paul Summerville 


at broker Jardine Fleming. Summerville 
predicts that Japan's real economic growth 
rate in the current fiscal year, to 31 March 
1993, will be only 1-1.5%. 

In the absence of a more vigorous 















. annum, or the cu- 







“FIND ME 
EVERYTHING 
YOU CAN ON 
THAT BANK 

COLLAPSE LAST 
YEAR.” 


When you need important informa- 


tion, you invariably want it fast and 
accurate, The Review Index enables 
rapid access to the most respected Asla- 
Pacific information source: The Far 
Eastern Economic Review. Everything 
published during the preceding quarter, 
by country, subject and date is detailed 
in the Review Index. 


This essential research tool is also 
available as a cumulative annual edition. 
End hours of needless searching. Sub- 
scribe now and receive your Review 
Index four times per year, including 
the cumulative annual at US$59 per 


lFarEastern Economic 


mulative annual 
alone for US$43 
per annum. 





A Dow Jones Publication 
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omic recovery ‘ater this fiscal year. 
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" ear Eg an ‘emergency meeting of the 
ine Liberal Democratic Party (LDP) con- 
sened on 24 July by Prime Minister Kiichi 
_liyazawa. 

. All that emerged was that the package 
ould be assembled in September, one 
aonth earlier than expected, and that it 
vould include extra spending on housing 
and public works as well as assistance to 
mall businesses. About Y6 trillion (US$47 
&llion) is expected to be made available. 

The timing of Miyazawa's emergency 
eeting and a leak the same day foreshad- 
wing a cut in the discount rate by the 
vank of Japan, the central bank, seemed 
signed to influence the outcome of the 
¿pper house elections held on 26 July. 

Unless the government’s actions are 
sold and rapid, it seems inevitable that Ja- 
san will be plunged into recession, nor- 
nally defined as two consecutive quarters 
ef contracting growth. 

After a 0.1% contraction in the fourth 
ied of 1991 (compared with the imme- 

iately preceding term), the economy 
sounced back to 4.3% growth in the first 
quarter of 1992. This was due to excep- 
ional factors, and another contraction (by 
1.7%) is expected in the second quarter and 
xobably beyond. 
*. The central bank's most recent quarterly 
'conomic outlook acknowledged that pri- 
rate capital spending in Japan is undergo- 
ng a "full fledged adjustment," while per- 
ional consumption continues to decelerate. 
Accounting for 21% and 56% respectively 
X GNP, these have been the main engines 
X* economic growth. 

Meanwhile, the build-up of manufac- 
urers' stocks in response to stagnant de- 
nand for capital and consumer goods is 
ikely to continue throughout the year. "Tt 
s difficult to find any strong leading sector 
which could boost the economy,” says the 
Jank of Japan. 

Another problem is stagnant loan de- 
nand, which is due partly to business con- 
idence being at a low ebb and partly to 
apanese banks' present reluctance to lend 
o any but the most trusted borrowers. 
short- and long-term lending rates are also 
'onsiderably higher than they were during 
he five-year economic boom that ended 
ast year. 

The Penes of the so-called “bubble 


ect only. "modest" iam 


-of US$12 billion in Ap 


E 


Taiwan’ E large cache of fordigivexchange reserves says a lot about the strength c 
the island’s economy. Yet their. management is a colossal burden for the Centre 
Bank of China. As the fund: grow, demands rise for more transparency and greate 
accountability. Economists argue that if the reserves were managed more openly 
the Central Bank could be more flexible in how it goes after higher yields. 

Central Bank Governor Samuel Hsieh has done more than his predecessors t 
deploy the funds productively. But critics say their huge size has overwhelmed th 
ability of the bank to deploy them imaginatively. As in the past, when more tha: 
90% of the reserves were. held in low-interest US dollar deposits, there may b 
| wasted. opportunities. - 








‘Even central ban iis admit that the volatility of world currency markets an 
the diversification of the foreign-exchange reserves out of US banks, where onl 
one third are now deposited, have been a been a challenge. The Central Bank ha 
solicited advice from at least one New York investment house on fund manage 
ment, and it has sent. employees to Federal Reserve. Rem banks in the US fo 
training in currency trading. 
| In ipe the Central Bank Cs f 


5 foreign-exchange holdings reached a record US$84. 
lent to one fifth of the total assets of all financia 
allow. the government to cover the costs of th 
. Economists say two to three months of impor 

œ cover is adequate. 

Hsieh calls the official tally for the for 
eign-exchange reserves a “talking figure.’ 
A more accurate figure would excee 
US$100 billion, representing more than ; 
decade of trade surpluses, mostly wit! 
US. About US$8 billion has been se 
aside for the foreign-currency call-loa: 
market, while another US$2 billion in fo: 
 eign-currency deposits. are held in domes 
tic banks. 

The funds have also been tapped t 
-help banks underwrite bridge loans fo 
foreign mergers and acquisitions by com 
panies such as Chinese Petroleum, Ace 
and President Enterprises. The Centre 
ion. for this purpose, but as of February, only US$67 








“With ony d 55% of the o a reserves held in US dollars, the Centre 
bank has moved closer to a. trade-weighted proportion. Roughly 40% of the fund 
are in Deutschemarks and yen, with the balance in other currencies. —— 

The diversification away rom. the US dollar has proved to be a boon as th 
German and Japanese currencies appreciate. The Central Bank reported earning 

r m appreciation alone. Annual interest earnings o: 
the reserves are estimated at US$3-4 billion. Many bankers advocate further d 
versification even though a large share of Taiwan's trade is denominated in U 











i dollars. 


Some economists have: ‘also proposed radical Da in how the foreigr 
exchange reserves are managed. They say committees of bankers and businessme 
should supervise shares of the funds, say US$10 billion each. These fund. HOME 


» would spread the responsibility of managing the national patrimony. - 


- 





lloscow to pay interest - 
o Seoul on Soviet debt 


* Russia on 20 July agreed to pay US$60 
nillion in overdue interest owed to South 


Corea on U5$1.5 billion of commercial 


yank loans and trade credits extended to 


he former Soviet Union. The deal clears 
he way for the release of further trade 
ind investment credits, as Russia has 
dready agreed to guarantee most of the 
xviet Union's debt to South Korea. 


south Korean steelmakers 
igree to limits on US exports 
South Korean steelmakers, under 


ressure from US dumping charges, have 
! greed to one-year voluntary restraints on 


tine steel items exported to the US, 
etroactive to 1 April. The voluntary 
estraints cover coated sheets, pipes and 
ubes, nails, and stainless products. 
Vashington is to make a preliminary 


letermination soon on whether these and 


ix other items — among them hot and 


and Exchange Commission if necessary. 


Analysts say the case could set a 
precedent for stricter enforcement of 
Philippine securities laws. Alcorn 
Petroleum is an affiliate of Alcorn 
Philippines and the US-based Alcorn 


group. 


Far Eastern Textiles to inject 
US$100 million in Filsyn Corp. 


$ Far Eastern Textiles of Taiwan said it 
plans to invest US$100 million in Filsyn 
. Corp. of the Philippines. In 1989, Far 
.. Eastern acquired a 35% stake in Filsyn. 
. Details of how the cash injection will be 


used or what it will mean to the 
company's equity distribution were not 
disclosed, but part of the funds are 
expected by analysts to be used to 


increase the capacity of Filsyn's polyester- 


fibre plant. The investment is 10 times 
more than Taiwan’s total investment in 
the Philippines in 1991. 


old-coiled steel plates — are dumped in ` 


he US. The voluntary action by the 


teelmakers showed good will, US officials 


aid, but it would not halt the 
^vestigation. 


salim Group's plan to inject assets 


ato Indocement is approved 
Shareholders on 28 July approved 
Alim Group's plan to inject three assets 


ato PT Indocement Tunggal Prakarsa in 


adonesia’s largest corporate transaction. 
sement maker Indocement, which will 


ouble in size and become a player in the _ 
sod and property sectors, is to pay Rps 


7 trillion for PT Bogasari Flour Mills, 
: *hich has a virtual monopoly in wheat 
willing; 51% of Indofood Group, a food 


aanufacturer; and a 23-storey office block 
ia Jakarta. The assets are owned by Liem 


soe Liong and other partners in Salim 
sroup. 


Nicorn Petroleum thwarts 

wriental Petroleum's takeover bid 
, Alcorn Petroleum & Minerals said on 
~~ July that it has blocked a hostile 

a Keover bid wae Oriental Ecco & 











Taiwan approves loan 
for businesses in Vietnam 


» The Overseas Economic Cooperation 
Fund under Taiwan's Ministry of 


Economic Affairs has approved US$15 
million loan for Vietnam. The 10-year loan 


will be used to purchase production 
equipment from Taiwan for small and 


medium-sized businesses. The loan carries 


an annual interest rate of 395, and its 


distribution will be supervised by 
Vietnam's Central Bank. 


. attachment by investigators or income | 


authorities. Stock indices rose, as the 
decision was welcomed by Indian 
stockmarkets. 


Malaysian Indian Congress firm 
sacks official because of scanda 


> D. P. Vijandran, a former deputy 
house speaker in Malaysia's parliament 
on 27 July was sacked as a director of | 
Maika Holdings, the chief investment a 
of the Malaysian Indian Congress, 
because of alleged involvement in a 
scandal involving pornographic 
videotapes. Tan Sri G. Pasamanickam, 
chairman of Maika Holdings, said the 
action was taken because the investme 
company's image had been tarnished. 


Thai Government forms enterpri: 
to revamp Skytrain project 

> The long-gestating Bangkok Skytrai 
project is to fall into the hands of a nev 


, government enterprise after the 
= government cancelled the concession 


originally awarded to Canada's Lavalir 
group. The new enterprise will reshape 
the Skytrain project, which conflicts anc 
competes with the capital's two other 
mass-transit systems under developme: 
The government has also set up a new 
body, the National Metropolitan Mass 
Transit Committee, to coordinate the th 
systems. 


Indonesia readies law 


to protect trademarks 


> Indonesia's parliament on 23 July - 
passed into law a bill protecting busine 
trademarks. The law, which will come 
into effect on 1 April, sets a maximum 
penalty of seven years in jail and.a fine 
Rps 100 million for trademark violators 
Under pressure from major trading 
partners, Indonesia has strengthened ` 
protection for intellectual-property righ 
in recent years. Since 1987, the country 
has passed new laws on copyright and 
patent protection. 


Thai Military Bank plans 
to double its capital ut 
> Thai Military Bank plans to dabik j 
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fter the Korea Stock Exchange 
opened to foreign investors in 
January, Korea Mobile Telecom 
quickly hit its 10% foreign limit. 
"oreign investors were impressed with the 
sompany' s strong profits, low price-earn- 
Ags ratio and small debt. 

. But the generosity with which Korea 
Mobile Telecom, still 65%-owned by the 
government, is giving away its earnings 
appears to be designed to push investors 
away. Officials say the company will do- 
^ate Won 25 billion (US$32 million) this 
*ear to help localise mobile-telephone pro- 
duction. 

The money will go to the Electronic 
Kechnology. Research Institute, the coun- 
ry's most prominent research facility, to 
^elp develop mobile-telecommunications 
aquipment for domestic companies. Korea 
Mobile Telecom will not share in any roy- 
alties or revenue from products that may 
»e developed and marketed. 

“What will it be next year? Alms for the 
poor? Internal combustion engines?" a bro- 





Don't cail us 


ker at a South Korean securities house asks. 
Many shareholders prefer to put corporate 
profit into their own pockets before mak- 
ing decisions about charitable contribu- 
tions. 

- Separately, Korea Mobile Telecom's 
shares have dropped sharply as local in- 
vestor interest has waned in companies 








foreign investors have not entered the 
stockmarket in a big way and as local punt- 
ers have increasingly given in to bearish 
sentiment. Schroder Securities’ Nifty Fifty 
Index of 50 foreign favourites was up more 
than 50% in May from the beginning of the 
year. It has slid since then, and as of 21 
July was up only 8% for the year. . 

Korea Mobile Telecom’s share price has 
taken a wild ride. It hit a peak of Won 
166,000 on 20 May, up from Won 76,400 at 
the beginning of the year. 

But this gain was illusory. Until mid- 
May, the stock often shot up to its daily 
limit on thin volume, and would-be buy- 
ers usually outnumbered sellers. But when 
sentiment turned, the stock. dropped even 
more quickly than it went up, to Won 
83,500 on 18 July. 

Have fundamentals duod so dra- 
matically at Korea Mobile Telecom? Not at 
all. The stock is only selling for eight times 
estimated 1992 earnings, which are ex- 
pected to be up about 50% from a year 
earlier to Won 60-65 billion. This is a case 
of local investors trying to outsmart for- 
eigners and ending up poorer for it. 

m Mark Clifford 


They have a saying for it in the jungles of 
Malaysia: “Still water doesn’t mean there 


' are no crocodiles there.” Shroff thinks this 


bit of rainforest wisdom is equally applica- 
ble in the jungles of high finance. 


Take the case of Berjaya Group chief- 
tain Vincent Tan Chee Yioun. Tan has re- 


treated below the surface for much of the 
year since he was repelled in his efforts to 
make a tasty meal of Malayan United In- 
dustries (MUD, the lucrative financial con- 


.glomerate headed by Tan Sri Khoo Kay 
Peng. Some Tan-spotters, though, think 
: they may recently have detected a few rip- 


ple's on the water's surface. 
Tan, a man with a voracious appetite 
for corporate takeovers, still holds slightly 


more than 30% of MUI and the conjecture is - 


that, sooner or later, he must surely do 
something with it. After all, one of the 
things Tan was eyeing was Mul's portfolio 
of nearly M$5 billion in assets (US$2 bil- 
lion) — including the country’s 11th-larg- 


: h ity 


of movement in late July, when MUL qu 





disposed of its entire stake in two M. 
sian companies, Innovest and Inno-P: 
Holdings, for a total of M$61 million. 
transactions gave Khoo an extraordi 
gain of nearly: M$12 million. ~ | 

The shares were sold by two of KI 


companies: Malayan United Manufa 











ing and Pan Malaysia Rubber Indusi 
‘Sources say the shares — which includ 
controlling interest in the Singapore-l 


fast-food firm Inno-Pacific — were re 
chased by Tan Sri Lim Geok Chan 
Datuk Mokhzani Abdul Rahim, the c 
nal founders of the Innovest group. 

These divestments sparked imme 
speculation among analysts as to 
Khoo should need so much cash. The n 
was all the more mysterious beci 
Innovest is thought to have been the « 
pany i around which Khoo planned to 1 
ganise his em g 

One explanatio n is that the share 
Innovest and Inno-Pacific Holdings hz 
fact only been parked with MUI for a f 
term and now it was time to hand t 
back. The other line of reasoning is 
Khoo is raising cash to ward off anc 
takeover bid from Tan. 

After disappearing from view f 
hile, the Berjaya chief has been muc 
iews of late. He is often seen offi 
charity events, and is always s 








| among. the airport well-wishers who 
come home Prime Minister Datuk Seri 


hathir Mohamad from overseas trips. 
Rumour has it that Tan has ama 
nearly M$1 billion from various sot 
and may be preparing to stalk Khoo a; 
His recent cosying-up to those in px 
may bring useful leverage should he 
cide to have another try at MUI. In 
event, Khoo will need the M$61 millio 
received in the Innovest transaction. 
Sources close to Khoo stoutly maii 
that Tan's public re-emergence. sigr 
nothing. The Innovest and. Inno-Pa 
shares, they add, were sold back to € 
and Mokhzani after they made a "ver 
tractive" and "sentimental" offer to re 
control of Innovest. Neither is Khoo «€ 
cially concerned about another assau! 
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LASSIFIED ADVERTISEMENTS 





DEGREE COURSES 
ake a Masters degree in Business Admin- 
tration (MBA) entirely at home anywhere in 
w word. Also Bachelors. Masters and 


lociorale programmes in Computer Scie | 


nce, Economics, Education, Engineering. 
ternational Law, Languages, Sciences, etc. 


inightsbridge University, Dept. FERS, 
tefansgade 18, 2200 Copenhagen, 
lenmark, Tel/fax: +45 31 81 58 14 


To place your 
classified ad, 
fax: Hong Kong 
($52) 8346051 
or call: 


Hong Kong 8328473 
Singapore 2203720 
Tokyo 32700251 
Bangkok 3913275 
Sydney 3639736 
lakarta 5703123 
Taipei 77/5723 
Manila 8273950 
seoul 7856665 
„ondon 3340008 
New York 8086618 





Auckland 4192243 











[| Appointments —— 


THE AUSTRALIAN 
NATIONAL UNIVERSITY 


p HUMANITIES RESEARCH 


- CENTRE VISITING 
_ FELLOWSHIPS 


Applications: are invited for 
Visiting Fellowships in the 
Humanities Research Centre in 
1994. Each year the Centre 
concentrates upon a special 
theme. in 1994 the theme will be 
"Freedom". The Centre intends 
to organise three conferences: 
‘ideas of Liberty’ (June); ‘Asian 
Paths to Freedom’ (July) and 
‘Freedom and Representation’ 
(September). There will also be 
a conference on the 'Homan 
Family’ (August). 


Applications from scholars 
working in any area of the 


humanities are welcomed, as a 


proportion of each year's 
Fellowships is reserved forthose 
without special interest in the 
years theme; the majority of 
Fellowships, however, will be 
awarded to those whose work is 
relevant to the annual theme or 
the. subsidiary conference. 
Fellows are expected to work at 
the Centre, but are encouraged 
also to visit other Australian 
universities. Grants usually 
include a travel component and 
à weekly living all lowance. 


Prospective appl icants must 
obtain further particulars and 
application forms from 
the Centre Administrator, 
Humanities Research Centre, 
The Australian National 
University, GPO Box 4, 
Canberra, ACT 2601, Australia. 
Fax 61 6 248 0054. 

Appl ications. should reach the 
Secretary. Australian National 
University, by 30 October 1992. 


THE UNIVERSITY IS AN EQUAL 
OPPORTUNITY EMPLOYER 





Classified Results 


"We placed a small ad in the REVIEW 
Classified Section and we had an extremely 
‘varied and interesting response — and some 





Executive Appointments | 


THE 
ASIA 
SOCIETY 


ASSISTANT DIRECTOR 
CORPORATE PROGRAMS 
IN NEW YORK 


We are seeking an individual to develop educational programs for 
Corporate Executives in New York to broaden awareness of key 
issues in U.S.-Asia economic and business relations. The Assistant 
Director will play a leadership role in planning and administering 
innovative programs including conferences, luncheon meetings, 
executive briefings, receptions and other programs involving lead- 
ing Asian and American business and government figures. 


Key responsibilities include expanding the audience for Corporate 
Programs, identifying potential program topics and speakers, orga- 
nizing the events, obtaining program fundi ing where appropriate. 
Supervise one staff, develop and monitor budgets. 


Candidates must have the following: MA or MBA with focus on eco- 
nomics, Asian Affairs or Business; minimum 5 years experience 
with demonstrated creativity, initiative and strong administrative 
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The human factor 


f there is one overriding problem 

with automation in aircraft cock- 

pits, it is that there is no consen- 

sus on how much is a good thing. 
And after a series of experiments last year 
in the US using ground-based flight simu- 
lators, there appears to be no evidence that 
the present level of automation has im- 
proved crew performance. 

As the operations of more systems 
aboard modern transport aircraft are taken 
over by computers, only one basic require- 
ment is clearly stated: pilots must be kept 
in the decision-making loop. 

The world's three major aircraft manu- 
facturers, Boeing and McDonnell Douglas 
in the US and Airbus Industrie in Europe, 
have each approached cockpit automation 
in different ways. Each in turn has adopted 
its own evolutionary path, both driven and 
limited by available technology, 
with the same ultimate goal. They 
want to relieve pilots of the distrac- 
tions of routine chores so as to leave 
them free to make decisions accord- 
ing to the "big picture." 

The big picture is almost liter- 
ally that. Traditional electro- 
mechanical cockpit instruments, 
each showing one aspect of flight, 
have been discarded on more re- 
cent aircraft in favour of electronic 
screens on which the same infor- 
mation is presented in integrated 
form. 

Instead of pilots having to scan 
a series of dials to evaluate pro- 
gress, computers adapt the infor- 
mation to show the aircraft's track 
on an electronic map display. An- 
other screen shows such basics as 
the aircraft's altitude, speed and 
course. 

Pre-programmed with the desired 
route, computers automatically tune in to 
radio beacons to update an aircraft's posi- 

tion. Computers also monitor engine per- 
formance as well as seek the most efficient 
power settings for the requirements set by 
the crew. Computers also run the electri- 
cal, hydraulic and other systems, offering 
advice and reporting what they hav e done. 
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turn flies the aircraft. But there are various 
levels of manual and hybrid use available 
in case of technical problems. 

Airbus has taken the biggest step with 
its A320 short- to medium-range twinjet. 
The A320's computer software contains the 
aircraft's structural and other physical lim- 
its, and the pilot controls the aircraft via a 
small sidestick like a video-game control- 
ler instead of using a control wheel. 

Should an A320 pilot need to perform 
an emergency climb, for instance, pulling 
back hard on the sidestick and holding it 
there commands full power and maximum 
climb performance without ov erstressing 
the aircraft or stalling it through raising the 
nose too far. This level of "disconnection" 
of the pilot from the aircraft, however, has 
not met with universal acclaim. 

Many pilots say they want to feel what 





Airbus' A320 automated cockpit. 


the aircraft is doing by feedback through 
the controls. Such comments have come 
from pilots who do not fly the A320, and 
Airbus has gone to great lengths to demon- 
strate that the aircraft flies just like any 
other. 

Nevertheless, Boeing intends that its 777 
under design will have a control wheel and 
a system that will generate artificial feed- 
back, even though its controls will be fly- 
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air-traffic control requirements durin 
approach to land. But punching in 
and cross-checking it inevitably mean 
lots having to concentrate on things ir 
the cockpit instead of monitoring the 
craft's progress and keeping watcl 
other traffic. 

In effect, computers have reorgar 
pilots’ work patterns instead of allevi 
them, a point underscored by compari 
of crew performances in 1991. The exe 
was intended to test the thesis that é 
mation leads to more crew errors. E 
by the crew account for about 70% o! 
craft accidents, 

In the exercise, the same series of [ 
lems — technical trouble during an 
proach in worsening weather, leading 
diversion to another airport — was g 
to equal numbers of crews flying sin 
tors for highly automated and 
automated airliners. The result 
that both sets of crews made a 
the same number of mistakes. 

The anti-automation theory 
not proven, but nor was the 
good case in favour of automa 
In fact, the best results came 
crews in automated cockpits 
used a mixture of manual anc 
tomatic methods. 

New efforts are under wa 
make it easier for pilots to ch 
what automatic systems are di 
with the expression “man-mac 
interface" becoming far more 
just an industry buzzword. 
crew coordination and adio 

tasks has assumed greater 
portance during training, 

within airlines and by manufa 
ers running courses on their 
aircraft. 

None of the problems or the solu 
under study is new. Rather, the emp 
has shifted to reminding people that 
ful though computers can be, it is still 
essary to remember the basics. Thes 
clude the fact that automated aircraft 
not clairvoyant and need to be told wl 
do by pilots who know what is goin; 
And it is the pilots who make the 


urhile tho machinae merely nhe 
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wissair Customer Portrait 135: Javier L. de Lamadrid, president of a textile enterprise, Barcelona, photographed by Alberto Venzago. 
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LETTERS 


Timely exposé of duplicity 
Stacy Mosher's critical review of Bill 


~McGurn’s Perfidious Albion [BOOKS, 2 July] 


should not be allowed to diminish the mer- 
its of McGurn’s timely expose of the du- 
plicity of the British and Hongkong gov- 
ernments in their implementation of the 
Sino-British Joint Declaration of 1984. . 

The duplicity is twofold. On the one 
hand the British allowed the Sino-British 
Joint Liaison Group to be used as a front 
behind which they permitted China to 
usurp the British prerogative to determine 
the pace and form of constitutional reform 
in Hongkong. in the run-up to 1997. This 
was in direct conflict with assurances given 
to parliament on 21 January 1985. 

On the other, having conspired with the 
Peking government to restrain the natural 
growth of democratic representation, the 
British and Hongkong governments delib- 
erately obfuscated this sell-out of the po- 
litical rights granted to the people of Hong- 
kong under the terms of the international 
agreement, by a cover-up of breathtaking 
dishonesty and audacity. 

The reason why this shameful betrayal 
has not yet been publicly exposed, except 
by McGurn, is that it has been connived at 
by so many prominent figures in the Bri- 
tish and Hongkong establishments, pre- 
sumably on grounds of force majeur and 
fear of doing damage to Hongkong’s 
promising economic prosperi should the 
truth come out. 

Mosher does not challenge MeGurn's 
expose, on the contrary, she supports it. 
What has miffed her is that McGurn 
should be encouraging the US to champion 
Hongkong’s right to democratic self-gov- 
ernment for the wrong reasons. 


Is it not ignoble to appeal to US eco- 


nomic self-interest? Will that not simply 
inflame Peking’s deep paranoia over for- 
eign interference in China's internal affairs? 
She could just have a point there. 

But should one not ask whether Hong- 


kong people can afford the luxury of 


spurning help from any quarter when its 
own sovereign power is slyly edging them 
towards communist control with false 
promises of "full democracy"? 

Mosher argues that McGurn does not 
understand the quandary of the Hongkong 
people. Such is their loyalty to China that 
they did not even protest against the Sino- 
British agreement of 1984. Likewise "the 


ment reject appeals for a referendur 
the Joint Declaration in 1983 and 

refuse to canvass the views of the “s 
majority" in their self-serving alterne 
the government conducted public opi 
assessment on the a a of 
agreement. 

Where Mosher has got it dead rig 
about the politically debilitating effec 
authoritarian crown colony governme: 
Hongkong society. This left a natu 
gifted people uniquely ill-prepared t 
the leadership vacuum created v 
China decided to terminate British coi 

In drawing attention to Britain’s fa 
to provide leadership and encourage 
to Hongkong in reorganising itself to c 
and exercise the high degree of autor 
over its internal affairs promised by C 
McGurn has shown the courage o 
democratic convictions that the Bi 
claim to have mothered. Some mothe 
Hongkong JOHN WA 


Get the acronym right. 
I would like to suggest that the UN 

ference on Environment and Develop: 
[TRAVELLER'S TALES, 16 July] and its 

nym, UNCED, now means: Under No 
cumstances Elicit a Decision. 
Vancouver | 


Look to yourself first 

Bruce Kendall writing from Seattle 
TERS, 9 July] seems to have missed o 
the points that the REVIEW quite ser 
made about the global politics of defo: 
tion, that it is absolutely imperative fc 
West or the North, or whatever we wi 
call the developed world, to get off its 
horse. It has no authority — moral o 
litical — to be there. 

We could go through an almost en 
litany of the environmental destru 
wrought by the societies of the forme 
present colonial oo Settler socie 
yes, the white man — managed to de 
populations as massive as that of the ? 
American Passenger Pigeon, once so < 
dant that its flocks would block out al 
light for hours at a given point, in i 
decades. That went hand in hand wit 
wholesale clearance of forests. Mu 
Europe was once heavily forested; ir 
to the extent that it was said of Spair 
you could have traversed it from no: 
south by swinging from tree to tree 
fatuous to deny that the countries « 
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oix million tons 
of steel per year 


The Baoshan Steel Mill near 
shanghai is one of the world's 
largest stee! production centres. 
Siemens was intimately involved in 
the project planning and supplied 
and installed most of the electrical 
equipment for the hot strip mill and 
the cold rolling mill. Advanced 
process computers and automation 
equipment have been employed to 
consistently maintain stringent 
tolerances and superb material 
quality. 
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knowhow and the joint development 
of application-oriented solutions - 
these are the particular strengths of 
Siemens. Baoshan steel is just one 
example. 


For further details contact 
Siemens (Pte) Ltd 

151 Lorong Chuan 03-01 

New Tech Park Singapore 1955 


or Siemens offices in Bangkok, 
Beijing, Hong Kong, Jakarta, Kuala 
Lumpur, Manila, Seoul, Taipei and 
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The Spratly and Paracel 
archipelagoes in the South 
China Sea have emerged 
as a new regional 
flashpoint, with 
competing claims from six 
nations including China, 
Vietnam, Malaysia and the Philippines. 
China's forward policy in the area, 
backed by a naval build-up, appears to 
be part of a long-term strategy for 
projecting its power southwards. An 
unofficial Chinese document obtained 
by the REVIEW sees the region as the 
answer to China's need for 
lebensraum, including access to oil and 
other mineral resources. Deputy editor 
Nayan Chanda and REVIEW © 
correspondents in the region look at the 
background to the dispute and explain 
why China is likely to seize more 
territory whenever it senses that its 
opponents are weak. Tai Ming Cheung 
looks at the military build-up plans of 
China and its rivals. Washington 


bureau chief Susumu Awanohara 


explains why the US will not intervene 
directly in the dispute despite 
increasing fears of a naval arms race. 


Research scholar Mark Valencia 


suggests that joint development of 
resources and the shelving of territorial 
claims may be the only way to break 
the impasse over the issue. In an 
interview with REVIEW correspondents 


re 


INTELLIGENCE 


Zhao Ziyang’s deal 


The relatively light sentence meted out 
to Bao Tong, a key aide to ousted 
Chinese Communist Party chief Zhao 
Ziyang, was part of a negotiated 
settlement to get Zhao to back the policy 
line and personnel changes that 


natriarch Deng Xiaoping means to ram 


the former commander of the US 7th 

Fleet suggests that there is high risk of 

conflict between China and Vietnam 14 
Cover illustration by Morgan Chua Inset photo by AFP. 


Regional 


Thailand : Purge of the Generals 

Prime Minister Anand removes the top 
generals linked with the mid-May army 
crackdown on pro-democracy 


demonstrators and replaces them with 


professional officers 8 

Interview : Prime Minister Anand 8 
South Korea : Poll Showdown 
Parliament has been paralysed by a 
dispute over President Roh’s plan to 





political crimes stemming from the 1989 
Tiananmen massacre, could be released 
from jail by 1996 even if his Supreme 
Court appeal fails as expected. 


Polish arms for Burma 


Despite international pressure to halt 
arms shipments to the military regime in 
Burma, Poland delivered 12 Mi2 attack 
helicopters, 100 tonnes of ammunition 
and other equipment to Burma on 17 
July. At least one PZL W3 transport 
helicopter was also unloaded from the 
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postpone elections for mayors and 
provincial governors, the polls being 
first for more than 30 years 10 


Japan : Emperor's Visit 

A planned visit to China by Emperor 
Akihito will be the first by a Japanese 
monarch. Japan hopes the visit will k 
the foundations for a new working 
relationship between the two 

nations 10 


Malaysia : Party Politics 
Second-echelon politicians manoeuvr 
for advantage in the fight to eventual 
succeed Prime Minister Mahathir, rai 
fresh fears of a debilitating rift withir 
the ruling party 13 


spring, Peking sources say. In a rece 
internal speech, patriarch Deng Xiao 
said that he “did not want any mort 
discussion of Yang's position." Anal 
say this meant that Deng had turne 
down efforts by Yang and his suppi 
to extend his stay in power. Yang w 
relinquish his politburo membershiy 
first vice-chairmanship of the Centre 
Military Commission at the 14th pa! 
congress later this year and the state 
presidency next year. 


Hanoi-Pekina border talks 





shina : Olympic Hopes 

'eking's hopes of hosting the Olympics 
n the year 2000 are linked to its ongoing 
fforts to burnish an image tarred by the 
‘iananmen Square crackdown 23 


'aiwan : Garrison Command 

he military’s dreaded secret police arm 
ias been abolished and some of its 
luties have been transferred to civilian 
gencies 24 


ocus : South Korea 1992 


is South Korea enters a new political 
ra with presidential elections later this 
ear, it also faces the challenge of a new 
conomic order, as its old prosperity, 
uilt on a low-wage economy, has to 
nd a new basis. Correspondents Ed 
aisley and Shim Jae Hoon survey the 
nallenge ahead for the country 29 


rts & Society 


apan : Games 

ipanese dominance of the ancient Asian 
ame of go is being challenged by other 
untries in the region 46 


hina : Economies 

1e easing value of the renminbi in the 
"untry's foreign-currency swap centres 
is sparked speculation that Peking may 
"value the currency 50 


suth Korea : Energy 
r-conditioners have been turned 


ant an oil exploration concession to a 
> company on what Vietnam considers 
be its continental shelf, but Peking has 
far rejected the request. In a related 
velopment, the two countries have 
flayed indefinitely the resumption of 
way links because of a row over the 
marcation of the border at Friendship 
Ke. 


bother blow to Vietnam 


e collapse of communism in the 
imer Soviet Union, long Vietnam's 


ni massasi 


down, and Prime Minister Chung and 
cabinet members are sending ice cream 
to government offices to help keep 
things cool 51 


Japan : Property 

Developers involved in Tokyo's 
waterfront project are being pinched by 
the property-market collapse 52 


Japan : Finance 

Nokyo, the national farmers’ 
organisation, is trying to come to terms 
with its huge exposure to housing-loan 
companies 53 


Thailand : Companies 

Finance One chief Pin Chakkaphak has 
positioned the group through expansion 
to become more prominent in financial 
markets, but analysts wonder whether 
he has taken on too much 54 

Vaulting ambition 56 


Thailand : Environment 

The government declares the seaside 
resort of Pattaya and Phuket Island as its 
top environmental priorities 58 


Japan : Policies 

A Japanese blueprint for the economic 
revamping of Russia goes against the 
IMF advocacy of market principles 59 


Japan-US : Aid 
Japanese corporate philanthropy in the 
US changes tack 61 


Hongkong : Telecommunications 
Latest decision in pay-TV policy has 
mixed reception 62 


attacking Hanoi's communist 
government and profiling people like 
dissident novelist Duong Thu Huong, 
who was arrested for several months last 
year. 


Vote of confidence 


Beleagured Malaysian Minister of 
Energy, Telecommunications and Posts 
Datuk Seri Samy Vellu appears to have 
retained the confidence of Prime 
Minister Datuk Seri Mahathir Mohamad 
despite investigation of his assets by 





Taiwan : Investments 

Taipei hesitates to allow banks to set up 
in Vietnam 63 

Malaysia : Companies 

Indian community's holding company 
hit by scandal 64 
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Samy Vellu is in a much better position 
than many outside the government have 
dared to speculate, though his eventual 
replacement is thought likely. 


Curbs on Indian navy 


After breaking last year from its 
tradition of barring its armed forces 
from exercises with any foreign power 
— for fear of compromising its stance on 
non-alignment — India’s Defence 
Ministry appears to be limiting its navy 
to one exercise a year with a foreign 
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Anand blunts the military's role as political troublemaker. 


THAILAND 


Order in the ranks 


The Thai premier acted swiftly in side-lining top generals linked with the 
mid-May killings of pro-democracy demonstrators. The move could be 
the first step towards a more professional military. 


By Rodney Tasker in Bangkok 


hai Prime Minister Anand Pan- 

yarachun is not a man to shirk 

difficult tasks. But this time he 

had to bite the bullet, almost liter- 
ally. As a civilian, and only an interim pre- 
mier at that, revamping the politically 
powerful military leadership in one bold 
stroke was a risky business. 

Out with the bad, in with the good was 
Anand’s unspoken intent in a double- 
edged move to eliminate offending gener- 
als and blunt the military's role as political 
troublemaker. The prime minister, whose 
hrief term exnires after the 13 September 


Issarapong Noonpakdi, who was shunted 
aside as deputy permanent secretary in the 
Defence Ministry, and Supreme Com- 
mander and Air Force Commander Air 
Chief Marshal Kaset Rojananin, who will 
now cool his heels as armed forces inspec- 
tor-general. Both positions are considered 
“inactive posts” in the military hierarchy. 
Kaset and Issarapong were widely held 
responsible for ordering troops to open fire 
on pro-democracy demonstrators confront- 
ing them in central Bangkok from 17-20 
May, resulting in at least 50 unarmed pro- 
testers killed with some 250 still officially 
listed as missing. The demonstrations led 
to the resignation of unelected prime min- 


impression, saying he had only ordere 
revamp after careful consideration 

Defence Ministry report into the 

bloodshed. “This should not be views 
an act of retribution,” Anand said. “I 
acting in the context of political and n 
responsibility.” The urbane former d 
mat and business executive pointec 
that when he was appointed prime n 
ter as an unelected compromise on 10 
his mission was to pave the way for 
elections, restore peace and stability, 
act on official investigations of the 

tary's role in May. 

"| have no axe to grind, no per 
grudge,” Anand said, adding that he 
carefully studied the unpublicised De 
Ministry report of its investigation, 
recommendations for military qus 
fore announcing the reshuffle. A 
stressed that military commanders in 
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1g. "Definitely, there were those missing 
vho are dead,” he told the Review. "Defi- 
itely.” He did not estimate how many, 
ut added that he hoped people who know 
bout the killings but have not testified “for 
^ar of their lives" will eventually come for- 
vard with information. 

The Defence Ministry report must have 
een particularly damning not only of 
„aset and Issarapong, but of a wider range 
f officers of Chulachomklao Military 
cademy's Class 5, which graduated in 
958, and their proteges who have had an 
nprecedented grip on the military leader- 
hip and political power since March 1990. 
efore receiving the report, Anand had al- 
'ady removed Kaset and Issarapong from 
eir respective board positions at Thai Air- 
'ays International and the Telephone Au- 
iority of Thailand. 

Apart from Kaset and Issarapong, Class 
Army Chief of Staff Gen. Viroj Saengsanit 
'as gently led away to the inactive post of 
eputy permanent secretary for defence. 
iroj, regarded as treasurer of the wealthy 
lass 5, had tried to keep a low profile af- 
T the May affair, but was known to be in 
ie Class 5 political mainstream and par- 
cularly close to Kaset. Issarapong's 
usin, Lieut-Gen. Chainarong Noonpakdi, 
as removed as commander of the politi- 
lly crucial Ist Army Region, based in 
ingkok, and appointed head of the insti- 

te of army academics. 

In their places, Anand — presumably 
t the advice of his trusted defence minis- 
r, retired general Banchob Bunnag — 
‘or oted Gen. Vimol Wongwanich to 
my commander, Air Chief Marshal 
ranart Apichari to supreme commander 
d Air Chief Marshal Gun Pimarnthip to 

force commander. All of them, with the 
ssible exception of Voranart, are consid- 
*d by military analysts to be compara- 
rely professional soldiers. 

Vimol, 58, is described by military ana- 

ts as a "good soldier," whose refusal to 
n his Class 5's politically scheming main- 
ream resulted in his being given the pow- 
iess post of deputy supreme commander 

October 1991. The professional label also 
plies to another Class 5 officer, Gen. 

"ya Sripen, former assistant army com- 
nder who was moved up to take Viroj's 
st as army chief of staff. 

After his promotion, the quiet-spoken 
mol raised hopes for a new, apolitical 

' for the military leadership by saying 
it from now on soldiers would exercise 
tical rights as citizens, not as an institu- 
m. “We must stand on the nrineinla that 


INTERVIEW/ANAND 


PANYARACHUN 


March of democracy 


Minister Anand Panyarachun ex- 

plained why he purged the officers in- 
volved in the May violence in Bangkok, 
when at least 50 pro-democracy demon- 
strators were killed. Anand, who was ap- 
pointed prime minister following the May 
bloodshed, was interviewed by REVIEW 
editor L. Gordon Crovitz, chief corre- 
spondent Rodney Tasker and correspond- 
ent Paul Handley. Excerpts follow: 


I n an interview on 3 August Thai Prime 


What were the reasons for the changes at 
the top in the military? 

When I assumed my duties there was a 
lot of pressure, public and otherwise. At 
one extreme, certain groups were clamour- 
ing for me to take some very drastic mea- 
sures, which in my view were tantamount 
to public lynching without trials. At the 
other extreme there were groups of people 
who did not want me to do anything. 

I started from the basis that, apart from 
the rights and wrongs which have yet to 
be further revealed, the most important 
task during my administration was to en- 
sure stability and normality of our society. 

The [Defence Ministry] report, which 1 
have no reason to argue with, was quite 
clear cut on the following: first, that the 
commanders, or whoever was responsible 
for issuing orders, were acting in accord- 
ance with the procedures as they existed 
then under the old legal framework. Sec- 
ondly, the procedures led to some rather 
unsatisfactory results and the conclusion 
was that there were errors of judgment on 
the part of the commanders. And third that 
because of the errors of judgment certain 
changes be made in regard to certain indi- 
viduals quite soon which would demon- 
strate that those people would be made to 
accept responsibility. 


With these measures have you stopped 
for some time the entry of the military 
into Thai politics? 

These are steps in the right direction, 
but there are several other steps that need 
to be taken. As far as restructuring of 
armed forces is concerned, that question is 
being studied by the military itself. There 
is a meeting of minds between the civilian 
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the military establishment and milit; 
personnel. I would say that definitely th 
was a sense of remorsefulness, a very de 
sense of grief in their hearts and in th 
minds. It is quite traumatic for our milit; 
and they knew that something needed 
be done for them to recover. 


Did you worry about a military backla: 

I was not overly concerned. Thais te 
to be over dramatic and more excited 
this sort of thing than I would normally 
but it was not my intention to hurt ar 
body out of personal grudge or pique 
am convinced that the latest moves will 
fact strengthen the integrity and prof 
sionalism of the military. 


Do you think some of the officers shou 
be put on trial? 
On what basis? I only go by the rep: 





a a 4 
ssing 'definitely' dead. 





Anand: some mi 


that I received. The report did not say th 
they acted illegally, so on what basis cou 
they be put on trial? You must understar 
that when you are confronted with ric 
for three or four consecutive nights wi 
hundreds of thousands of people involve 
it is very difficult, well-nigh impossible, 
determine down to the minute details e 
actly what happened. 
There were the riots in Korea nearly 

years ago, involving the loss of nearly 2 









*rhaps excesses by both sides. 


it the Defence Ministry report, was there 
say evidence of provocateurs working for 
¿ther side? 

It was agreed that there were definitely 
*hat we call third hands. But as to who 
aose third hands were, nobody knew. 


Was there discussion of missing bodies, | 


seople killed? 


sown considerably, to just over 250 
zhereas the figure released by the private 
*ganisations is 350. There is still no clear 
alculation as to whether those missing 
were related to the events. Secondly, defi- 
aitely there were those missing who are 
lead, definitely. Yet bodies have not 
iurned up anywhere. Those issues have to 
»e addressed more seriously. 

It is quite possible that there might be 
ome individuals who have some top se- 
'ret information but were not prepared to 
‘ome out in public or to testify at the hear- 
ings of the fact-finding committee for fear 
of their lives or of their own personal safety 
or security. But I hope that once the politi- 
zal atmosphere has gone back to normal, if 
any of them has additional information 
that he will come forward. 


Could you discuss some of the other fac- 
lors to continue the process in Thailand 
toward democracy. 

One factor that has emerged in the past 
few months is that more and more people 
are convinced that the political process just 
can't be left to the traditional groups. There 
must be more participation and involve- 
ment by the people. Whether that realisa- 
tion will be translated into something more 
tangible, we'll just have to wait and see. 

I don't think we should focus our atten- 
tion just on the 13 September elections. 
These are a very important step in the long- 
term process of political development, but 
it would be foolhardy to think that these 
elections will provide all the answers that 
have been missing in the past. 

I hope the new government will be al- 
lowed to function effectively or ineffec- 
tively for the next three or four years. Even 
the West has a dilemma: they want us to 
be democratic and yet they want us to pro- 
duce the best and most effective govern- 
ment. But which democracy has the best 
and the most effective government? 
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Opposition battles Roh over local election timing 


battle over whether or not to con- 

vene local elections before the end 

of 1992.has paralysed the South 
Korean National Assembly since it re- 
opened in June following the March elec- 
tion defeat of the ruling Democratic Lib- 
eral Party (DLP). 

The government's refusal to hold what 
would have been the country's first direct 
elections since 1961 of mayors and provin- 
cial governors has prompted the two main 
opposition parties to boycott the new par- 
liamentary session. Outside parliament, the 
local election issue threatens to dominate 
the campaign for the presidential polls in 
December. 

Confrontation could reach crisis propor- 
tions if the main opposition Democratic 
Party under Kim Dae Jung goes ahead 
with a threat to demand the impeachment 
of Prime Minister Chung Won Shik. 5ome 
analysts believe this could trigger serious 
unrest as South Korea enters a critical stage 
in its political evolution. 

The election for mayors and governors, 
if it had been carried out by the original 30 
June deadline, would have allowed voters 
to directly install heads of local govern- 
ments in a departure from the current prac- 


tice of the central government appoin 
career civil servants. President Roh 
Woo agreed to this change in 1990 ir 
unusual show of consensus with opr 
tion parties. But Roh reversed his deci 
in January, saying he wanted to delay 1 
polls until June 1995 at the earliest. 

Roh claimed that frequent electi 
were draining the national treasury 
attracting tens of thousands of peopl 
political rallies when they were neede 
the farm and in factories. If the guberr 
rial race had been held as planned t 
would have been three nationwide : 
tions within 12 months, counting 
March general election and the presi 
tial polls due in December. 

Kim, who is running for the preside 
says Roh's arguments are designed to 
ceal the government's real intentio: 
manipulating various electoral proce 
including the all-important preside 
ballot. He claims Roh's action is illegal. 
promise to hold local elections is enshr 
in legislation approved by all parties 
ing the last parliament. 

Kim has called for local elections t 
held either ahead of the presidential 
or simultaneously with that electior 
that popularly chosen heads of local 
ernments can keep watch over the b 








ng process “more independently." “If the 
*hilippines could do this in their last 
‘lection,” says an opposition MP, “why 
houldn't South Korea do it?" 

The Democratic Party claims that its 
'roposals could save the government 
noney. Holding a "double election" would 
ost between Won 50 billion (US$64 mil- 
ion) and Won 100 billion more than stag- 
ng the presidential poll on its own, the 
arty estimates. But this would be much 
heaper than staging the two elections 
eparately. 

A double election in December would 
void draining manpower away from pro- 
‘uction because farmers would have al- 
eady finished harvesting and the urban 
vorkforce would have passed its busiest 
ear-end peak, says Park Sang Chon, the 
lemocratic Party's main speaker on the 
xal autonomy issue. 

Kim Dae Jung is said to believe that lo- 
il elections are essential to guard against 
overnment interference in the presiden- 
al poll. “I regard genuine local autonomy 
š vital for a genuine democracy on na- 
»nal level,” he recently told a party cau- 
is. "When you fight for a free local gov- 
nment, you are also fighting for a de- 
iocracy on national level." 

Analysts agree that the central govern- 
ent's appointment of local administration 
'ads does provide opportunity for elec- 
«al foul play. A governor or mayor in 
»uth Korea serves no more than 12 
onths in one post on the average, a re- 
mt survey quoted by the Democratic 
arty showed. 

The practice of constantly shifting may- 
5 and governors to new posts makes the 


ist first do something 
out the historical past.” 
The official said it 
wuld be wrong to inter- 
>t the trip as a shift in 
m foreign policy to- 
Ed re 

lia over relations with 
US and Europe. “But 
do feel we need to 
Ke out new policies for 
future in the post-Cold 
r Era, which means 
wre is a need to establish 


on perspectives 
E neighbouring coun- 
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officials dependent on 
the patronage of the in- 
terior minister who rec- 
ommends them to the 
president for reappoint- 
ment. At the same time, 
local government offi- 
cials have vast powers 
to provide logistical and 
fiscal support to govern- 
ment candidates at elec- 
tion time. 

A mayor or governor 
can help launch civic or- 
ganisations supportive 
of the government, and 
withhold or approve 
pork-barrel projects de- 
pending on the amount 
of support given to gov- 
ernment candidates. 
The Democratic Party 
claims that indirect in- 
terference of this kind 
can affect up to 2 mil- 
lion votes in the electorate of 28 million. 

The opposition parties' tactic of boycott- 
ing parliament to force the government to 
call local elections shows no signs of work- 
ing but DLP leaders admit to being embar- 
rassed by the situation. 

The boycott has prevented ruling party 
executive chairman Kim Young Sam from 
introducing a bill shelving local elections, 
as well as appointing 17 National Assem- 
bly subcommittee chairmen who will su- 
pervise implementation of the budget. Kim 
Young Sam is said to be anxious that he 
may be made to look like a weak leader. 

The chances of a serious clash over the 


feats President George 

Bush in the November 
_ presidential election. Japa- 
nese Foreign Ministry of- 
ficials, meanwhile, say 
they want to encourage 
the continuation of reform 
and open-door policies in 
China. 


An unprecedented for- 
mulation used by Jiang in 
a lecture during his visit 
to Tokyo was a signal that 
China now accepts an 
expanded international 
and regional role for 
Japan: "The friendly re- 





Kim Dae Jung: elections essential. 


election issue have b 
increased by the Dei 
cratic Party's par 
success in closing ra 
with the United P 
ples Party un 
former business tyc 
Chung Ju Yung. B 
groups have critici: 
Kim Young Samv's 1 
lateral move of call 
parliament into sess 
in disregard of th 
boycott. Chung, he 
ever, is said to be m 
willing to compror 
on the question of h 
and when to conve 
the parliament. 

Whether or not p 
liament is reconver 
Kim Young Sam see 
to have little chance 
winning approval fo 
bill to delay the dir 
election of mayors and governors. Conc 
over electoral rigging has been heighter 
by a recent court order overturning voti 
results in a Seoul constituency during | 
March general elections. The case involv 
a bundle of ballots cast for an oppositi 
candidate that were counted in favour o 
government candidate. 

A second such recounting has be 
ordered for another district in Seoul 
12 August. If, as a result, one more gove! 
ment legislator is forced to give up | 
seat, it could spell disaster for Kim You 
Sam's plan to keep the two elections sey 
rate. 
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peace in Asia and the world and in pro- 
moting the common prosperity of all 
countries.” 

More concretely, Jiang hinted that 
China would not directly oppose the so- 
called “PKO bill” allowing urpis mili- 

personnel to participate in ce- 
beris operations which was dies un- 
der consideration by parliament. 

Peking's show of restraint over the bill 
was the crucial step in overcoming resist- 
ance within the LDP. Since of the 
bill in June, Prime Minister Kiichi 
Miyazawa has moved quickly to secure a 
consensus on the imperial visit among 
leaders of ruling party. 

Domestic opposition to the trip has 





mai, Chinese officials 
“eet on Khmer deadlock 


Senior Thai and Chinese officials met 

Bangkok on 3 August to discuss ways 
» break the impasse in the UN peace 
rocess in Cambodia, centring on the 
"hmer Rouge's refusal to allow the 
Nsarming and cantonment of its troops 
*ong with those of the three other 
ambodian factions. The officials also 
veld talks with Khmer Rouge leader 
hieu Samphan but the talks did not 
field any concrete results. Earlier, Thai 
wreign Minister Arsa Sarasin and 
‘hinese Vice-Foreign Minister Xu Dunxin 
ad agreed to strengthen the role of 
'ambodia's all-faction Supreme National 
"ouncil, as an incentive to the Khmer 
Rouge to abide by the peace programme. 


zhinese troops battle 
Shenzhen factory workers 


Chinese soldiers fought with factory 
mployees at the Taiwanese-owned 
Ayang Machinery Co. in Shenzhen on 31 
uly. The clash began when local factory 
workers hurled verbal insults at soldiers 
»assing by their dormitory. Hand-to-hand 
ighting ended when more than 100 
soldiers surrounded the factory and local 
authorities intervened. A company official 
said a dozen people were injured. 


Rangoon orders 
colleges to re-open 


> Burma's military regime has ordered 
the country's 50 universities and colleges 
to re-open on 24 August. These 
institutions were closed in mid-December 
1991 when anti-government students 
demonstrated for two days to mark the 
award of the 1991 Nobel Peace Prize to 
detained dissident leader Aung San Suu 
Kyi. In a move to prevent future student 
troubles at the universities and colleges, 
the government sent a total of 2,096 
university teachers last January to a 
month's refresher course in techniques of 
student management and control. 


Malaysia, Indonesia join 
hands against pirates 
P Malavsia and Indonesia have 


between Indonesia and Singapore has yet 
to be officially endorsed. Indonesia is 
believed to be the source of most pirate 
attacks in the busy shipping channels 
leading in and out of Singapore, and 
shipping bodies have accused the 
Indonesian authorities of being slow to 
react to the situation. 


US reviews ban on 
warplane sale to Taiwan 


> In a move that could add tension to 
relations with China, President George 
Bush has said he is reconsidering a 1982 
ban on the sale of F16 jet aircraft to 
Taiwan. Taipei wants the planes to 
counter Peking’s purchase of Russian- 
built Su27 fighters. Bush made the 
announcement when answering questions 
from reporters in Texas, the state in which 
F16s are built. Following a drop in orders, 
5,800 workers have been laid off at the 
General Dynamics Corp. plant there. 


Social indicators 
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Japan studies aid plan 

for comfort women 

> Japan is considering establishing a 
foundation in Korea to provide financial 
assistance to Korean “comfort women” 
recruited to work in Japanese military 
brothels during World War II. The 
foundation would be financed by Japan 
but administered by the Korean 
Government, the Mainichi Shimbun 
reported. Creating an offshore foundation 
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Guerilla factions 
clash again in Kabul 


> Troops of the 
fundamentalist 
mujahideen Hizbe 
Islami faction led by 
Gulbuddin 
Hekmatyar and 
Yunus Khalis clashed 
with Uzbek militia in 
an artillery and rocket 
duel in Kabul on 2 
August, barely two 
weeks after a similar battle that killed 
over 200 people. The latest round 
inflicted serious damage on Kabul 
airport. The fighting came after Khalis 
withdrew from the country’s leadershi 
council because, he says, the governm« 
headed by President Burhanuddin 
Rabbani is propped up by communist: 
The Hizbe Islami commander holding 
Jalalabad in east Afghanistan has also 
declared he will not accept the Rabbar 
government as the central authority in 


country. 





Hekmatyar. 


Rebel leader surrenders 
to Jakarta troops 


> Veteran Irian Jaya rebel leader Dav 
Jebleb, accompanied by his two wives 
seven children, surrendered to the 
Indonesian military in Jayapura provii 
recently. Regional commander Maj.-C« 
Abinowo said he expects other memb 
of the Free Papua Movement, which F 
been fighting for an independent state 
Irian Jaya, to soon follow suit. Indone: 
took over Irian Jaya from the Dutch ir 
1963. 


Bush policy on Tibet 
independence criticised 


> At the first ever US Senate hearing 
Tibet, on 28 July, several prominent 
Democrats chided a senior State 
Department official for the Bush 
administration's refusal to recognise 
Tibetan independence and for 
"accommodating" the Chinese 
leadership's Tibet policy. Chinese 
violations of human rights in Tibet 
have been raised during past hearing; 
on China. What was new was the 
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Has the balance of 
power in Asia shifted? 


apan has challenged US dominance in Asia where both govern- 

ments and individuals are looking to Tokyo for a lead. But, despite 

their growing economic might, the Japanese seem reluctant to 
play this role. The rest of Asia remains unsure what Japan’s ultimate 
intentions are. 


Now comes a book which examines these important questions, as 
seen primarily from the viewpoint of Japan’s neighbours. Compiled by 
correspondents of the Far Eastern Economic Review, Asia’s most re- 
spected magazine, “Japan in Asia” reveals what other Asians think of 
Japan. 


Send now for this unique and fascinating study of the most 
significant Asian power-shift in decades. Essential reading for 
business people and, indeed, anybody with an interest in the 





Mail, Fax or Phone: Far Eastern Economic Review, 
G.P.O. Box 160, Hong Kong. Fax: (852) 572 2436. Phone: (852) 832 8338. 
Please rush me the just published JAPAN IN ASIA at HK$140.00, US$17.95, £10.50, Y2,500.00, S$31.00 or M$50.00 each. 
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MALAYSIA 


Power machinations 


3uling party rivalries spark fears of split 


ły Michael Vatikiotis in Kuala Lumpur 


hat do sex, videotapes and miss- 
W ing funds tell us about the state 

of Malaysia's dominant political 
'arty? As leading opposition politicians see 
; when they start receiving unsourced in- 
ormation on alleged scandals involving 
"eir government colleagues, it suggests all 
ay not be well at the heart of the coun- 
‘y's political establishment. 

“We have been through this before,” 
ays one veteran MP from the opposition 
Yemocratic Action Party (DAP). When the 
aling United Malays National Organisa- 
on (Umno) was split by a challenge to the 
'adership of Prime Minister Datuk Seri 
fahathir Mohamad in 1987, much of the 
olitical dirt kicked up by the opposing 
ictions found its way into the DAP’s hands. 

The dirt is flying again. The past few 
eeks have seen a government minister's 
ivolvement in business scrutinised by the 
ithorities, a former parliamentary deputy 
»eaker's alleged sexual antics aired — 
iough not quite viewed — in parliament, 
ad the DAP alleging that money collected 
om corporate donors for a backbenchers’ 
nner had gone missing. Political com- 
entators say factions within Umno are 
elling the revelations. 

The business world is also agog with 
culation that several recent corporate 
anoeuvres reflect rivalry among senior 
mno leaders. A tussle to take over the 
aintry’s biggest communications cable 
mpany, Federal Cables, Wires and Metal 
anufacturing, brought Finance Minister 
atuk Seri Anwar Ibrahim up against his 
edecessor Tun Daim Zainuddin — who 
Umno treasurer. A contract for new dig- 
M phone lines generated a row over the 

ssibility of favours to political cronies. 

Umno leaders acknowledge they are 

rmed by the jockeying for supremacy 
thin the party and its wider impact. “It 
»ecoming critical," Umno Secretary-Gen- 

| Datuk Mohamed Rahmat told the 
wiEW. Rahmat fears a power struggle 
hin Umno will expose the party to the 

x of another debilitating split: "Just five 


less for power." 

Parallels with the 1987 schism, which 
resulted in the temporary dissolution of the 
party, may seem alarmist, but political ana- 
lysts do not rule out that the current con- 
test may affect Mahathir's position. The 
cloak and dagger methods Malay politi- 
cians employ to gain advantage over their 
rivals have already involved the dissemi- 
nation of books and poison pen letters call- 
ing on Mahathir to step down and make 
way for younger leaders. 

This could be why Mahathir felt com- 
pelled to speak up on the rarely discussed 
succession issue in July. “There will be a 
time for those who are sincere and com- 
mitted to the party to take over from us," 
he told his constituents in Kedah state. 
"Everyone, including me, 
will have to step aside 
some day." But, he 
warned, those leaders who 
resort to money politics, 
poison pen letters and bad- 
mouthing to win support 
should be rejected. 

The 1993 contest is im- 
portant because whichever 
of the three party vice-pre- 
sidents obtains the most 
votes will be considered a 
likely successor to Ma- 
hathir or his present 
deputy, Ghafar Baba. Both 
men are in well into their 
mid-sixties, so a gener- 
ational shift in leadership 
is not far off. 

Of the three vice-presi- 
dents, Anwar has attracted 
most attention. His accu- 
mulation of the most votes 
at the last party elections in 1990 vaulted 
him into the senior position among the 
three. And since then he has been at the 
centre of many of the political issues the 
party has addressed, including the recently 
resolved confrontation with the country's 
sultans. 

The other vice-presidents, Foreign Min- 
ister Datuk Abdullah Badawi and Agri- 





Mahathir: warnings. 


he is seen as Mahathir's favoured suc 
sor. His appointment as finance mini 
last year was viewed as an opportunity 
him to garner strong political support. ! 
servers say he has wasted little time dc 
so. Outwardly, Anwar projects a comn 
touch, stressing the need for equity and 
lamic financial values. Behind the scei 
he is fast assembling a corporate netw 
of his own. And by mixing popular apr 
with a flair for political organisation, he 
gained control over much of the party 1 
chinery, sources add. 

Anwar's progress has alarmed his 
vals, who have stepped up their effort: 
head him off and helped bring the politi 
ing to the critical levels that Rahmat ta 
of. The knock-on effect is being felt in 
wider corporate and political world. 

Enter Datuk Seri Samy Vellu, presid 
of the Malaysian Indian Congress (MIC) 
a member of the Umno-led, ruling Nati: 
al Front. Some insiders believe the start 
his troubles was a struggle between Urr 
leaders, Anwar among them, to extr 
political advantage from a brace of luc 
tive telecommunications contracts earl 
this year. Anwar's brt 
with Samy Vellu, who 
also minister for ener; 
telecommunications a 
posts, over the affair 
now being tied to his re 
lation in parliament 
May linking the MIC leac 
to three companies i 
volved in the appropr 
tion of 9 million Telekc 
Malaysia shares for the . 
dian community. The scé 
dal-hungry DAP pounc 
on the issue and the gc 
ernment soon obliged w: 
a probe led by the An 
Corruption Agency 
which falls under Anwa 
Finance Ministry. 

The focus on San 
Vellu — and the resurfé 
ing of a controversy ov 
alleged videotaped sex i 
volving former deputy speaker D. P. Vije 
dran, also of MIC, — hardly poses a thre 
to Umno's pre-eminence or its leaders. B 
it does demonstrate Anwar's political p 
tency and the extent to which machinatio 
within Umno affect the national politic 
scene. Hence Umno's concern about pr 
mature challenges to the leadership. 

The question now is whether Mahatt 
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*hinese troops on a speck in the Spratly islands: six countries lay claim. 
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Treacherous shoals 


China’s forward policy in the disputed South China Sea has rattled 
Asean and alarmed the US. The Chinese say they want a peaceful 
settlement but their actions suggest otherwise. 


SENTE A string of barren islands 
et and coral reefs in the South 
PAR China Sea, once deserted 
| except for occasional visits 
by fishermen collecting 
swallow's nests for the din- 
ner table and guano for fer- 
tiliser, has emerged as the new flash point 
in post-Cold War Asia. 

Under the watchful eyes of spy satel- 
lites, surveillance aircraft and ships, sol- 
diers and scientists from China, Taiwan, 
Vietpem Malaysia and the Philippines are 





rial waters). The dispute has become the 
focus of rapidly growing regional worries 
about Chinese expansionism, and could 
provide a fresh justification for a continued 
US military presence. 

Ironically, China's southward thrust 
could also inject new life into Asean as a 
political entity just when the UN-brokered 
peace settlement in Cambodia seemed to 
have removed one of the main reasons for 
a unified Asean diplomatic stance. 

Asean foreign ministers gave top prior- 
ity to the South China Sea conflict at their 


views the South China Sea in terms rt 
niscent of an earlier imperial powe 
Germany. Although the document, set 
out China's new foreign policy ori 
ations, is not official it clearly reflects 
views of government experts. It sug; 
that the island groups of the South C 
Sea, some of them lying nearly 1,000 
metres south of China's Hainan is 
province, could provide lebensraum (s 
cun keng jian — literally, “survival spé 
for the Chinese people. 

The rationale offered by this restri 
circulation document neatly capture: 
essence of the struggle developing ir 
South China Sea. While the justificé 
may be in history, archaeology and u: 
China and other claimants to the isl 


outheast Asia at a time when both the 
»rmer Soviet Union and the US seem to 
e on the way out of the region. Military 
iterest in pursuing a forward policy in the 
'gion may have been spurred by the be- 
ef that other claimants are unlikely, on 
€ basis of past form, to react strongly 
zainst occasional displays of Chinese 
repower. 

The dispute over the control of the 
aracel and Spratly archipelagoes goes 
ack to the early part of this century. But it 
'as not until the Vietnam War wound 
own and the first oil shock galvanised 
»mpanies to search for new sources of oil 
iat the battle began. 

Four US oil companies signed contracts 
ith the South Vietnamese government of 
'esident Nguyen Van Thieu in 1973 and 
^gan exploration. Even the communist 
»vernment in North Vietnam was 
'eparing to open talks with foreign 
| companies for offshore inspec- 
on when China fired the first 
lvo. 

On 19 January 1974, a swift Chi- 
'se air and naval operation against 
iracel island ousted the South 
etnamese garrison, sank a patrol 
sat, and captured 48 South Viet- 
imese soldiers and a US adviser. 
"spite repeated appeals by Thieu 
e US 7th Fleet stayed away from 
e area. The Mao-Nixon honey- 
bon, begun in 1972, still in play in 
2 US and the State Department 
'd it did not want to get involved 
a territorial dispute. 

Vietnam claimed that the Paracel 
wang Sa in Vietnamese and Xisha 
Chinese) and Spratly (Truong Sa 
Vietnamese and Nansha in Chi- 
se) archipelagoes have been used 

Vietnamese fishermen for centu- 
5 and have been under the effec- 
? and continuous administration 
Vietnam. China based its claim 

millennia-long use of the islands 
"Chinese fishermen and adminis- 
*ive control since the Ming Dy- 
sty (14-17th century). 

The 1974 Chinese attack marked 

beginning of the conflict over the South 
fina Sea. Within months competing 
sms to the area were made by Taiwan, 
M the Philippines. When Saigon fell to 

communists in April 1975 the new 
ers quickly took control of the Spratly 
mds from the defeated South Vietnam- 
troops. China expressed its displeasure 


Vietnamese 
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up sea-level weather research stations 
sponsored by Unesco, the Chinese took 
control of six islands in the Spratly group. 

In a brief naval engagement the Chi- 
nese sank three Vietnamese transport 
ships, killed 72 seamen and took 9 prison- 
ers. The Soviet naval ships which operated 
from Cam Ranh Bay in Vietnam stayed out 
of the conflict just as the US 7th Fleet did in 
1974. Taking a neutral posture Moscow 
advised China and Vietnam to resolve their 


Instead, all the parties, especially Chi 
have continued to fortify their presence 
the islands and reefs. China has talk 
since mid-1990 of shelving the sovereigi 
issue and jointly developing the resoun 
in the South China Sea, but on 25 Febru: 
1992 passed a law on its territorial wat 
claiming all the islets in the area. 

The next Chinese move came in M 
when Peking announced that it had sign 
a contract with a US oil company, Crestc 
Energy Corp., to explore oil in a block « 
tiguous to an offshore Vietnamese oil fie 
The president of Crestone has claimed tl 
the operation will be protected by the C 
nese navy. In June China landed troops 
a reef claimed by Vietnam and set up 
"sovereignty post." But in July Qian : 
peated the offer of shelving the sovereigr 
issue. 


Scramble for the Spratlys 


m The Philippines 
@ Malaysia 

v Taiwan 

A China 


Ba Dau. 
At the latest count, 21 islands and reefs are occupied by Vietnam, 
8 by the Philippines, 9 by China, 3 by Malaysia and 1 by Taiwan 


dispute peacefully. 

Chinese Foreign Minister Qian Qichen, 
said after the incident: “What we have car- 
ried out in the Nansha islands is a scien- 
tific survey, entirely for peaceful purposes. 
The purpose . . . is to monitor the sea, and 
this action is also designed to meet the pro- 
posal in a resolution passed by one of the 
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Many reasons lie behind the rush of 
»untries to stake their claims by grabbing 
efs and shoals in the South China Sea. 

while huge question marks remain, the 
aost important is the possibility of oil or 
as-bearing geological structures in the re- 
ion. 

At this stage hopes, rather than solid 

vidence, of vast oil and gas reserves seem 
> be driving the action. An oil company 
representative in Hanoi says that there is 
ao data on the oil potential around the 
spratlys. The only available information is 
eased on the geology of the region which 
uggests the region has potential. 

This has not prevented China from 
laying up the possibilities. The internal 
locument, prepared by the theoretical de- 
Xartment of the Zhongguo Qingnian Bao 
China Youth News), says: "In terms of re- 
sources, the South China Sea holds reserves 
worth US$1 trillion. Once Xinjiang has 
oeen developed this will be the sole area 
for replacement of resources, and it is a 
main fallback position for lebensraum 
for the Chinese people in the coming cen- 
tury." 

The document, written on the basis of 
views gathered from numerous experts 
and scholars, was obtained and translated 
by the US Government. The study recom- 
mended that "development southward is 
perhaps a strategic orientation that we will 


have to choose." 

Some analysts have suggested that 
China may become a net importer of oil by 
the turn of the century and that its interest 
in the South China Sea may have been 
fuelled by continuing problems with ex- 
ploiting the oil-rich Tarim Basin in the 
Xinjiang region. But David Fridley, an ex- 
pert on China's oil industry at the East- 
West Centre in Hawaii, questions this rea- 
soning. 

He says, "they're sitting on enormous 
proven reserves in the Tarim Basin, so 
gearing up the entire military to protect 
one potentially minor oil field doesn't ap- 
pear to make a great deal of sense." 

What is clear is that China faces a 
sharply deteriorating oil supply situation. 
Oil accounted for 27% of exports in 1985, 
in value terms, but only 5% last year. 

Some other claimants have even more 
reason to be concerned about the oil factor. 
The Philippines has been about 95% de- 
pendent on imported oil but new discover- 
ies off Palawan are estimated to bring this 
down to about 85%. Until it began recently 
to pump oil from its offshore fields, Viet- 
nam was totally dependent on Soviet-sup- 
plied oil. 

A variety of other economic factors may 
underlie the competing claims. Govern- 
ments want to put markers on the conti- 
nental shelf that would ensure they are in- 


cluded in negotiations over such issue 
fishing rights, rights of passage for s 
(both commercial and naval) and kee 
seas free from nuclear dumping. 

Many regional analysts, as well as 
specialists, view China's actions in 
South China Sea as being also designe 
give it a power-projection capability. ' 
shipping lanes linking the US west « 
and Japan to Southeast Asia as well ¿ 
the Indian Ocean lie across the disp 
area. Military installations like the air 
in Woody Island in the Paracel groug 
tend China's air-patrol capability. 

At least in the case of China, dom 
political considerations seem to I 
helped focus attention on the South C 
Sea. A senior Chinese analyst says that 
of the reasons the Spratly issue has bec 
important is that some powerful fig 
want to assert China's rights. 

US analysts concur that harc 
ideologues in the Chinese Commi 
Party have taken up the cause of prc 
ing the national patrimony to assert 
position against those seeking to pl. 
the West. They believe that the Febr 
adoption of the territorial law was a 
insistence of the hardliners. Defence o 
motherland also provides the best just 
tion for increasing the armed fo: 
budget. 

Like China, Vietnam has made a | 








£ establishing a physical presence in the 
»pratly islands. Le Minh Nghia, chairman 
X the Council of Minister's Continental 
»helf Committee, told the REVIEW that 
/ietnam occupies 21 points including 9 
slands. "We have military personnel, con- 
truction workers, hydrological staff and 
cientists. There are several thousand Viet- 
'amese." 

Vietnam has also been active on the dip- 
omatic front, strongly protesting against 
he Chinese signing of an oil exploration 
igreement with Crestone on what it claims 
s its continental shelf. Vietnamese Foreign 
vlinister Nguyen Man Cam met his Chi- 
iese counterpart Qian in Manila after the 
ecent Asean foreign ministers' meeting to 
estate Vietnam's position. "We have urged 
he Chinese to stop the [Crestone] con- 
ract,” Cam told the REVIEW. 

But a foreign military attache in Hanoi 
liscounts the possibility of a Vietnamese 
nilitary move to stop the Chinese. He said: 
For sure the Vietnamese are not happy 
nd feel that the situation is humiliating. 
tut because of the poor state of their navy 
hey can't do anything else. Vietnam has 
o money to spend on military equip- 
ent." 

Vietnam's dilemma in facing China's 
termined push is that it has come at a 
me when Hanoi is trying to deal with 
normous economic problems at home and 





WITHOUT THEM IN KOREA: 


with pressure for democ- 
ratisation from abroad. 
Some of Vietnam's leaders, 
especially senior politburo 
member Gen. Le Duc Anh 
had counted on ideologi- 
cal solidarity with China's 
hardline leadership to give 
Vietnam some respite on 
the Spratlys front. 

The series of Chinese 
moves since Peking 
passed its territorial waters 
law in February has pro- 
vided Asean with a new 
focus for diplomacy, but it 
has also rattled individual 
countries. The Philippines 
feels particularly vulner- 
able because of the US 


withdrawal from its bases in the Philip- 
pines and the uncertainty of Washington’s 
defence commitment to Manila in the 


Spratly area. 


While pledging to respect its security 
commitment to the Philippines under the 
1951 defence treaty Washington has stated 
that its umbrella covers only the metropoli- 
tan territory as defined in 1951. The 
Kalayaan group of islands (part of the 
Spratlys) were officially annexed to the 
Philippines in 1978 and therefore fall out- 
side the scope of US protection. 





Qian: physical presence. 


Not surprisingly, ! 
nila has been the pri 


> mover within Asean to 


a declaration on the So 
China Sea adopted by 
regional body. The decl 
tion emphasised the ne 
sity of resolving the so 
eignty and jurisdictiona 
sues pertaining to 
South China Sea ' 
peaceful means, with 
resort to force." 
Vietnam promptly 
nounced its full suppor 
the declaration, as : 
Asean's Western dialo; 
partners and Japan. Ch 
cautiously expressed 
support for some of 


principles contained in the declaration | 
in an earlier statement, Peking had wari 
against outside powers' involvement in 


South China Sea. 


One senior US official linked Chin 
moves in the South China Sea to its g 
eral expansionist behaviour. He said 
Chinese preparations in the area and tl 
record of prevarication "makes me wo 
about China not being a status quo pov 
Like a predator which strikes his prey 
the moment of weakness China has con 
ued to seize the territory it claims." 
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OUTH CHINA SEA 


Washington's priorities 


JS emphasises freedom of navigation 


My Susumu Awanohara in Washington 





A A forthright American 
*// ~ warning against unilateral 
^D. actions and the use of force 
pute reflects a concern 

among some top US offi- 

ome a rogue player in the region, precipi- 
ating a naval arms race among territorial 
^an. Officials have been particularly an- 
voyed at what they see as Peking’s pro- 
US Undersecretary of State Robert 
Zoellich sounded the warning at the recent 
ila. And though the Chinese at the meet- 
ng pledged not to use force, they are go- 
with the Colorado-based Crestone Energy 
—orp. to explore for oil in a sector of the 
Washington's position on the South 
china Sea — that the US does not make 


> in the South China Sea dis- 
E cials that China may be- 
laimants and even non-claimants like Ja- 
vocative actions since February. 
Asean foreign ministers’ meeting in Ma- 
ng ahead with the controversial agreement 
south China Sea disputed by Vietnam. 
judgments on the merits of the claims, 


wants freedom of navigation to be pre- 
served and supports a peaceful resolution 
of disputes — remains unchanged. 

National security experts suggest that 
US strategists, upset by China's "grandiose 
claims" in the South China Sea, are inclined 
to sympathise with, if not support, the 
claims of others. But the view still prevails 
that it would be to Washington's disad- 
vantage to side with one or other claimant. 

US officials denied allegations, made by 
the Vietnamese, among others, that the US 
gave the go-ahead to Crestone in early May 
— à charge prompted by the presence of 
an official of the US Embassy in Peking at 
the signing ceremony. One official said that 
though there is no law against it, “we don't 
want our companies drilling [for oil] in dis- 
puted areas. They can't expect the US Gov- 
ernment to help if they later have prob- 
lems." 

US officials warn that the territorial dis- 
putes could touch off a spiralling arms 
build-up in the region, with strategic con- 
sequences. Some say China is only re- 
sponding to others’ escalated claims in the 
area or to the incessant badgering about 


The fire next time... 


Chinese behaviour by the US Cong 
Whatever the cause, an arms race in 
Asia — at a time when the US is see 
reducing its presence there — could y 
strain on Japan, compelling it also to 
up its military capabilities to protect it 
terests. 

One analyst identifies two US scl 
of thought on the South China Sea. 
first, comprising rightwing anti-Pe 
strategists and liberal strategists intere 
in arms control as well as democracy 
human rights, tends to see the South C 
Sea as one of the most dange) 
flashpoints, with China being the likel 
stigator. The second school — middl 
the-road strategists and maritime ex} 
— has a more benign view of China 
argues that the danger of conflict in 
South China Sea is remote. Despite it: 
casional sabre-rattling, China is too ci 
lating and too preoccupied with dom 
economic development and thus does 
intend to divert resources to cause tro 
in the region any time soon. 

Johns Hopkins University’s Sout! 
Asia specialist Fred Brown says that 
could hold both views about China sii 
taneously. While China is busy at h« 
there is no question that in the longer t 
it will become a major concern to So 
east Asia, as Peking tries to maximis 
access to maritime resources in the S 
China Sea without risking major conf 
tations with the US, Asean and Vietne 

He adds that China will test the li 


farther away from home ports. They 
[working towards being] a blue-w 


navy. 


The potential for another 
clash between Vietnam 
and China in the South 
China Sea is very high, ac- 


GA 3 
cording to Vice-Adm. 


= Stanley Arthur, the vice- 


chief of US naval opera- 
tions who until July was commander of 
the 7th Fleet. Although the Pentagon has 
not formulated an official position, de- 
fence officials see the South China Sea as 
a potential threat to regional security, he 
said in a recent interview with the RE- 
VIEW's deputy editor Nayan Chanda and 
correspondents Tai Ming Cheung and 
Michael Vatikiotis, Excerpts: 


Do you agree that the South China Sea 
is not much of a concern to policymak- 


dichotomy in our policy. 


Our trading partners are in There are some conc 
Asia and not in Europe. in Southeast Asia 
Some day, this will have to the US navy regards 


be reflected in our policy- 


making. You can begin to 
see this in statements [by 


policymakers]. As for over- 
seas commitments . .. we 


Chinese navy as b 
ward. Is the US lea 
the region becaus 
thinks local navies 
deal with any Chii 


are going to protect our threat that arises? 

ability to be forward de- I do not underestii 
ployed in the Pacific for as the capability of the 
long as we can. nese navy to inflict F 


should they decide t 
that. But one aspect of | 


How do you see the evo- 
operations we do not 


lution of naval threats and 

the naval build-up in the understand is how loj 

region? cally supportable are they for long | 
There is no doubt that the Chinese ods at sea. 









tion to the trade embargo — is why Hanoi 
is so eager to normalise relations with the 
US. A senior administration official agrees 
with Brown, saying China is. quickly be- 
coming the pre-eminent power in the re- 
gion, matching capabilities with intentions. 


[f China further strengthens its naval — 


power it will become impossible for 
neighbour to stand up to China over t 
South China Sea. 


According to a recent Heritage Founda 


tion study, if China wants to flex its muse 


cles in the South China Sea, it can call upon 
45 major surface combatants, about 100 
submarines, a proven ability to keep a na- 
val task force at sea for at least 30 days and 
à naval infantry bn ade that reportedly is 
f these forces can 
operate from bases Hainan Island. 

China “could be expected to enjoy success 
against most Southeast Asian navies dur- 
mg any potential conflict in the Paracels or 
ihe Spratlys," the study said. 

US officials refuse to speculate on cir- 
"umstances whereby Washington may in- 
servene in a conflict in the South China Sea, 
though Asean diplomats feel the US will 
aut a premium on keeping sea lanes open. 
*or the time being, the US will support re- 

sional efforts to find a peaceful resolution 
" disputes, while itself taking a low pro- 
ale. Hence Secretary of State James Baker's 
araise for Indonesia's mediation as an ex- 
mmple of emerging "ad hoc, multilateral 
'pproaches" to conflict resolution. a 










of others’ patience and that this — in addi- 
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By Tai Ming Cheung i in Hongkong 






meer remm neos mpeg 


Workers in Shanghai ship- 


shing touches to a new 
generation of warships that 


- and lengthen the reach of 
. the Chinese navy. À couple 
of thousand ae away, Chinese warships 
have been landing troops on the disputed 
but potentially oil-rich Spratly islands in 


the South China Sea. 


In response, Vienam, Malaysia, and the- 


| Philippines. are hurriedly trying to ] 
strengthen thi | 





strengi eir navies to cope with the 
Chinese threat. If unchecked, this military 
escalation could spark off naval clashes in 
the Spratlys archipe 


| lago. 
The high-profile Chinese naval presence 








in the South China Sea is of relatively re- | 


cent origin. Up until the early 1980s, Chi- 
nese warships stayed close to home ports 
and.o ited mainly in China’s northern 
coping defensively with the navies 
of the Soviet Union and Taiwan. But the 
focus began shifting with the increasing 
possibility of discovering oil in the South 
China Sea. China has laid claim to almost 
all of the South China Sea as its maritime 
territory and maintains that some 800,000 
square kilometres of this area — mainly in 
the Spratlys and the Paracels — has been 
encroached upon by Vietnam, Malaysia 
and the Philippines. 

The Chinese navy's ability to control 
these far-flung islands — the Spratlys are 
some 1,000 km from Hainan island — was 
severely limited until recently. All the 
same, Peking was not averse to the use of 
force when it was confident of victory, and 
proved it by evicting the then South Viet- 
namese forces from the Paracels in 1974. 

But China has strengthened its presence 
in the South China Sea in the past few 
years by acquiring more ocean-going war- 
ships and improving long-range ai air cover. 
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3 | .. Itpaysto participate in India's 


premier international trade show— 
. India International Trade Fair. 
Display your equipment, 
j machinery and technologíes 
| related to energy production, 
| conservation and management to 
business visitors looking for 
| devices and ideas to cut costs in 
energy production and 
management. 
The display would cover the 
1 - following: 


|. A. Energy Production & 

|... Technological Upgradation 
|| — Energy from Coal 
i — Energy from Oil & Natural 
| Gas 
| — Energy from Non- 
j Conventional Sources 


B. Energy Management & 
Conservation 

| — Agricultural Sector 

| — Industrial Sector 

| — Transport Sector 

— Domestic Sector 


OTHER HIGHLIGHTS 

| — Participation by nearly 20 

| countries at national level, 

Indian States/Union 

Territories, Government 

| Departments, Public Sector 

| and Private Enterprises. 

| — 'Techmart' emphasising 

| small scale industry's 
contribution to the national 
economy and foreign trade. 

— Display on ‘Good Living — 
covering a wide range of 
consumer articles from 

| cosmetics to household 

| appliances, giftware to 

| entertainment electronics. 


PARTICIPATION CHARGES 
A. US$ 100 per sq. meter for 
| covered bare space (Non 
| Airconditioned). 
| B. US$ 35 per sq. meter for open 
| paved area. Electricity/Power 
| charnes avtra 
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The warships coming out from the 
ianghai shipyards include a new class of 
estroyer known as Luhu, a new Jiangwei 
ss frigate and support ships that will in- 
sase the reach of the Chinese navy. These 
&w warships have enhanced air-defence 
ability and can carry a helicopter each 
@ anti-submarine work. Over the longer 
am, Chinese admirals have plans to ac- 
aire aircraft carriers. 

China's acquisition of air- refuelling 
ichnology from Iran a couple of years ago, 
se new Paracels air base and the purchase 

"a squadron of 24 long-range SU27 fight- 
*s from Moscow will help overcome the 
areat from the Vietnamese air force. 

With these force improvements Chinese 
aval planners are confident of settling the 
pratlys’ dispute through armed might. 
hinese naval officers have reportedly told 
sreign firms interested in oil exploration 
1 the South China Sea that they will re- 
eive naval protection. To offset China's 
rowing naval presence and defend their 
creasingly lucrative exclusive economic 
ones, Southeast Asian states are making 
Éforts to improve their own modest naval 
apabilities. Malaysia has ordered two frig- 
tes from Britain and signed a tentative 
greement with a Swedish shipyard for 
wo submarines. Moscow has offered 40 
AiG29s, at favourable prices, to the Malay- 
ian air force which has been searching for 

sophisticated fighter. 

The Philippines has made the moderni- 
ation of its navy its top military priority 
nd plans to replace almost all of its 
esent fleet of obsolete coastal-defence 
'essels with frigates, missile-equipped cor- 
'ettes and fast attack craft. It has ordered 








three fast attack boats equipped with 
Exocet anti-ship missiles from Spain. But 
this upgrading stems from reasons other 
than the perceived Chinese threat. 

The undermanned and poorly equip- 
ped Philippine navy has a daunting task of 
policing the territorial waters surrounding 
this vast archipelagic country. Because of 
the overwhelming presence of the US navy 
in Philippine waters until recently, Manila 
had not given much attention to naval 
modernisation. With the withdrawal of the 
US navy from the Subic Bay base, that se- 
curity blanket is evaporating. 

Only Vietnam appears not to be en- 
gaged in any significant upgrading of its 
naval capabilities. But this is largely due to 
its acute economic problems, the almost 
complete suspension of military ties with 
Moscow and the absence of other foreign 


4 WHEN CONDITIONS ARE 
RIPE , WE CAN START TO 
NEGOTIATE... 





sources of military assistance. On pa 
the Vietnamese navy has seven rusting 
US and Soviet Petya II frigates and 40 
patrol craft but analysts say these ships 
virtually non-operational for lack of st 
parts. The air force is in little better shi 
though its inventory of 30 MiG23s anc 
SU20/22 ground attack aircraft has be 
major deterrent against the Chinese na 

To compensate for its lack of front 
equipment, Vietnam has been beefing 
its garrisons on some of the islands in 
Spratlys, including burying tanks into 
ground and using them as gun empli 
ments. Following China's most recent 
forts to establish new military posts on : 
eral atolls in the Spratlys, Vietnamese : 
cials have said that they will also incr 
the number of islets under their oca 
tion. 
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Chinas strategy 


eking’s most recent assertiveness 

in the South China Sea defies the 

conventional wisdom that it only 

has limited strategic objectives in 
^e region. Those who claim that China's 
sower projection can be constrained have 
seen disappointed. 

Its continuing preoccupation with do- 
inestic politics, the complexity of interna- 
&onal relations, the need to deal with the 
overeign states of Southeast Asia as equals 
and the need to delicately balance the in- 
rests of the US and Russia do not seem to 
nhibit China's new hegemonic interest in 
the region. 

Similarly, those who had put their faith 
na Chinese non-hegemonic foreign policy 
nust have been stunned by Peking's re- 
zent moves in the disputed Spratly islands. 
China's intentions in the South China Sea 
are very much more than settling old 
scores with Vietnam. Peking's recent 
action strongly suggests that its ultimate 
aim is to replace the US and Russia in the 


on. 

On 25 February 1992, Peking surprised 
its Southeast Asian neighbours by pro- 
claiming a new law on its territorial waters 
and contiguous zones that include the 
Spratlys and the Senkaku islands north of 
Taiwan. The latter are also claimed by 
Japan. Many critics believe that Peking's 
actions have effectively derailed regional 
efforts for peace-building and cooperation 
over the Spratlys issue. 

One Indonesian critic felt that China 
was out to sabotage Jakarta's initiative on 
managing conflicts in the South China Sea. 
As if to assure the Indonesians otherwise, 
Peking sent four officials to the Indonesian 
sponsored workshop on managing con- 
flicts in the South China Sea at Jogjakarta 
on 29 June-3 July. 

It is hard to believe that China's actions 
in the Spratlys are not coordinated. The 
day after the Jogjakarta workshop ended, 
Hanoi claimed China had sent troops to 
occupy Ba Lac Reef, another atoll in the 
Spratlys claimed by Vietnam. Since 1988 
China has occupied 10 islets and atolls in 
iha lanai maogtly at the exnense of Viet- 


By B. A. Hamzah 


China certainly has geostrategic inter- 
ests beyond the South China Sea. Within 
the enclosed sea China's assertiveness is 
grounded in political, strategic, military as 
well as economic considerations. What we 
are now witnessing is a Pax Sinica in the 
making, in place of a reluctant Pax Ameri- 
cana and an impotent Russia. It could well 
be that China is pushing hard for a power 
projection capability in the South China 
Sea, hence the assertiveness. 

While the benefits from such an aggres- 
sive stance may be there for China to en- 
joy, the costs could be prohibitive in politi- 
cal terms. China's assertiveness militates 
against any Southeast Asian effort for a 
confidence-building regime. 

It has also injected 
new factors into the geo- 
political equation of the 
region, such as provid- 
ing a pretext for Japan 
to rearm, and the possi- 
bility of a reversion by 
some countries to a two- 
China policy which may 
have the effect of em- 
barrassing China by em- 
bracing Taiwan. If China 
persists with its policy it 
will reinforce the mis- 
trust and misgivings that 
some leaders in the re- 
gion have towards Pe- 
king. 

In the interest of re- 
gional stability, relations 
between China and coun- 
tries in Southeast Asia 
should not be forged on 
the basis of history or 
reputation alone. In the 
recent past, China under 
Mao Zedong was per- 
ceived as a violent, un- 
friendly and unpredict- 
able power. 

On numerous occa- 
sions China was found to be interfer- 
ing in the internal affairs of countries in 
Southeast Asia. China's repeated appeals 





that countries in Southeast Asia and : 
where have to deal. In suing for p 
with China, Southeast Asian states are 
ing to put history, however unpleasa 
may be, behind them. They hope that 
king will become a friendly power a1 
trusted friend. But if China reverts t 
old back-stabbing habits, future relat 
will never be the same again. Once bi 
twice shy. 

China should not attempt to re 
the Middle Kingdom mentality and 
pect tribute from Southeast Asia. An 
tempt in this direction will be cou 
productive and will not sit well witl 
gional neighbours who see the win 
change sweeping across the Chinese h 
land as something | 
tive. 

If these ties are tc 
dure, China's relat 
with countries in Se 
east Asia must be b 
on predictability, g 
will and recipro 
China must strive t 
move distrust, fear 
ambivalence. Deplo 
more troops in 
Spratlys will certe 
complicate regional 
tics and such action 
be viewed as being 
friendly. The S 
China Sea, notably 
Spratlys, should no 
come a new flashpoi 
conflict. 

China should als 
more considerate 
leads the way for c 
cooperation with c 
tries in Southeast 
As a matter of polic) 
Chinese dragon sh 
not bite the small h 
stretched out in fr 
ship. China must 
peace a chance to succeed as the ri 
searches for a zone of peace, freedom 
neutrality. It is therefore imperative 





‘HINA 


Pride and publicity 


^ekings Olympics bid could be aimed at Taiwan 


y Lincoln Kaye in Peking 


elon vendor Wang Ruoging plans 
M to run a marathon of sorts this 
- year without ever leaving his 
erbside fruit stall on Goldfish Lane in the 
ipital's Chaoyang district. He has in- 
alled a small black-and-white Tv beside 
is cot amidst his watermelons under the 
ives of a traditional Qing-era courtyard 
suse. He plans to watch all 250 hours of 
ircelona coverage scheduled on China 
entral Television of the 1992 Olympics. In 
ie year 2000, Wang hopes to view the Ol- 
npics live, right here in Peking. 

But by that time, if Wang's wish comes 
ue, there might be no melon stand, no 
ing courtyard and very likely no Gold- 
sh Lane. Peking is shortlisted, along with 
/dney, Manchester, Brasilia, Milan, 
ishkent, Istanbul and Berlin to host the 
'th Games. A successful bid would prob- 





fy mean the wholesale reconstruction of 
wntown Peking, wiping out some of the 
sient capital's richest repositories of tra- 
&onal architecture and lifestyles. 

"About time, too," says acupuncture 
ssseur Gao Yuan, whose home and clinic 
' both in Chaoyang. "This place is 
mmped and congested, anyway. And the 
»fs leak.” Gao hopes to be allotted an 
srtment with indoor plumbing. 


wet 1 ' ese 


significant profits stand to be made from 


graft and diversion of building materials — 


by construction companies and planning 


bureaucrats, if the Asiad building boom | 
can be taken as a precedent. Even officially, | 


the profits to be made from a successful 
bid for the 27th Games add up to US$100 
million, in the estimate of Wan Siquan, sec- 


retary-general of China's Olympic Games | 


Bid Committee. 
That is what would be left of Olympic 


revenues after spending a budgeted US$1 | 


billion to provide transport and housing | 


for the world's athletes and sports officials, 
as well as building a 100,000-seat stadium, 


a gymnasium, a velodrome, a swimming | 


pool, tennis courts and equestrian park. 


"Guess whose money would be used," | 


one Peking intellectual grumbles, sourly 
recollecting the enforced collections from 
businesses and garnishing of wages for the 
1990 Asiad. 

Despite these levies, the 1990 Asiad 
marked the turning point for the govern- 
ment's public image back when its popu- 
larity was at a low ebb. The Asiad diverted 
public attention and reinvigorated national 
pride after the trauma of Tiananmen. It also 
provided the authorities with an excuse to 
tighten up policing and bureaucratic over- 
sight of all aspects of city life. 

Such considerations are likely to be as 
important to the regime in 2000 as they 


were in 1990. By that time, the intellectual | 


notes, the current leadership crisis and the 
first rush of economic mobilisation will be 
past. Peking will be in need of a new rally- 
ing cry to mobilise national solidarity, jus- 
tify continued totalitarian control and di- 
version of resources to the centre, rather 
than the up-and-coming provinces. 

Domestically and internationally, a suc- 
cessful Olympic bid would offer China a 
windfall of political capital. Getting the nod 
next year, when the Olympic committee 
decides on its turn-of-the-century venue, 
would also mark an important milestone 
in Peking's diplomatic rehabilitation from 
pariah status after the 1989 massacre. 

If it gets to host the 2000 Olympics, 
Peking has offered to share the honours 





INTER CONTINENTAL 
HOTELS 


provides 
executive 
travellers 
with 
sustenance 
and 
substance 


As one of Asia's leading hotels, 
Hotel Inter-Continental Manila 
understands that the frequent 
business traveller needs to keep 
in touch with what's going on in 
the Asian region. 

That's why it provides executive 
guests with the most 
authoritative publication 
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Changing the watch 


“eared military super agency dismantled 








ty Julian Baum in Taipei 


hen Defence Minister Chen Li- 

an announced plans to disman- 

tle Taiwan’s Garrison Command 
n late June, some senior military officials 
‘omplained he had gone too far. Could ci- 
rlian agencies perform internal security 
luties as efficiently as the military? Who 
vould coordinate domestic security if the 
asks of the Garrison Command were di- 
vided up among other agencies? What 
would be done with the command's 9,000 
nilitary personnel? 

Despite the misgivings, the government 
had little choice but to terminate what was 
»nce the most feared arm of the Kuom- 
intang dictatorship during the years of 
martial law. 

Chen's announcement was compelled 
by a deadline set last year when President 
Lee Teng-hui lifted emergency rule by de- 
claring that Taiwan was no longer in a state 
of civil war with mainland China. Lee's 
decision required that laws and decrees 
which were contingent on emergency rule 
either had to be approved by the legisla- 
ture or became invalid after 31 July this 
year. That included late president Chiang 
Kai-shek's order setting up the Garrison 
Command in 1958, which some legal schol- 
ars say was unconstitutional from the start. 

Under the old regime, which effectively 
ended with the lifting of martial law in 
1987, the Garrison Command had author- 
ity to censor and close down publications, 
spy on government critics, and lock up dis- 
sidents. Besides such diverse missions as 
coastal surveillance and customs collection, 
it also acquired notoriety for torturing pris- 
oners, extracting forced confessions and, 
some say, murdering opponents. Most of 
the current leaders of the opposition 
Democratic Progressive Party were ar- 
rested and imprisoned under its orders. 

Even before its formal dissolution this 
month, the Garrison Command had been 
shedding its responsibilities for several 
years. At first its powerful military com- 
manders refused to cooperate, but they 
later assisted other agencies in assuming 











the Government Information Office. In a 
hint at continuing military involvement in 
internal affairs, public security at fishing 
ports has been passed to the Armed Forces 
Police. 

But the new division of labour is murky 
in some areas and sources say the organi- 
sational changes have provoked a scram- 
ble among the government agencies for 
new turf. The high-technology work of 
telecommunications surveillance, for in- 
stance, is sought after by several different 
civilian and military agencies. 

Despite the disbanding of the Garrison 
Command, opposition leaders suspect that 
some of its objectionable activities are con- 
tinuing and that the distinction between 
the military and the civilian police is not 
clearly drawn, “They still have the inten- 
tion of having the military involved in in- 





The military gets a civilian face. 


ternal security affairs,” said lawyer Stephen 
Lee, “but they no longer have any legal 
basis for doing so.” 

One example of old wine in new bot- 


the command’s controversial re-educa 
camps, actually military prisons for pec 
detained under an anti-hoodlum law 

was recently vetted by the legislature 

remains on the books. The law allows 
thorities to detain without warrant any 
suspected of a serious crime and place 

in a so-called reform programme for u 
three years. The camps reportedly wil 
administered by the Ministry of Justice 

A mission of the old Garrison C 
mand that no one appears to wan 
coastal defence, which includes a netw 
of guard posts and beach patrols to c 
smugglers and illegal immigrants al 
Taiwan's more than 1,000 kilometre 
coast line. Beginning 1 August, 
glamourless job has passed to a ne 
established Coastal Patrol Command t 
led by the former chief of the mili 
police, Gen. Wang Juo-yu. 

The establishment of a separate c 
guard force, similar to the US Coast Gu 
has been under study for several years. 
there has been no agreement on hoi 
organise and equip such a force, « 
though the navy is ready to give uj 
maritime policing mission to a n 
appropriate agency. 

Some want to see a non-military gı 
under a civilian ministry. "This is a 
that should not go to the military," 
Alfred Hu of the Sun Yat-sen Centre 
Policy Studies. Hu argues that using : 
tary units to patrol coastal waters ri 
tensions in daily encounters offsh 
which often involve contact with p 
and customs officials from main] 
China. 

Since May, more than a dozen Tai 
ese fishing boats have been harassed 
robbed by mainland Chinese boats. S 
of these incidents have involved shoot- 
and forced boardings by local officials 
Fujian province, all outside China's te! 
rial waters, according to the Main 
Affairs Council. 

Premier Hau Pei-tsun and senior 
tary officers have argued that such cc 
security problems are too importa 
place in civilian hands. But so far, de 
its name, there is no plan to give the 
Coastal Patrol Command the resoun 
needs to take over maritime police ` 
from the navy. 

The military has also been slow tc 
restrictions on public use of the sea: 
and coastal waters. Recreational box 
for instance, is generally banned de 
Taiwan's worldwide reputation 


GE90. Being built in conjunction with SNECMA of France, IHI of Japan and FiatAvio of Italy. 





Fly past 


restrictions. 





In an industry of shrinking margins 
and increasing restrictions, how do you comply and still stay competitive? 

With the GE90. The only engine designed from day one to meet both your growing 
power needs and those of the environment. 

Delivering in excess of 100,000 pounds of thrust, the GE90 can take you through every 
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ofu, a 90-minute train journey 
from Tokyo, could be just an- 
.. other rural area where city peo- 
.. ple go for the hot springs and 
^e hiking, but this is no ordinary sleepy 
asort. It is the birthplace of Shin 
-anemaru, Japan's most powerful politi- 
tan, and a barometer of the power-bro- 
ier's fluctuating popularity. 

| went to Kofu to sound out the na- 
onal mood at a time when politics in Ja- 
san is in a flux. I also wanted to find out 
aore about the Kanemaru puzzle. . 

On television, Kanemaru, the 77-year- 
ald vice-president of the ruling Liberal 
Jemocratic Party (LDP), is a respectable, 
smnipotent Japanese politician. When the 
rail, bald old man speaks, Japan listens. 
When Kanemaru said in 1991 that former 
xime minister Toshiki Kaifu should quit, 
<aifu did so within. days. When he said 
aushi, Mieno, governor of the Bank of 
apan, “should be sacked for his tight 
noney policy, it added more pressure on 
Vfieno to bring interest rates down weeks 
terwards: He is the ‘closest thing Japan 
ras to <hina’s paramount leader Deng 

Xiaoping. ! 

*; How did Kanemaru mánage to become 

such. à powerful force in Japan? How is 
local politics in in ‘his hometown connected 
to thatin. Nagatacho, where the Diet is? Is 
there any clue in Kofu to the inscrutable 
power structure of the LDP? 

I came back with a few answers, but 
many surprises. The first surprise is that 
Tokyo and Kofu are connected by an ordi- 
nary express train and not the bullet train, 
Shinkansen. Odd, because more than any 
other commodity in Japan, Shinkansen is 
at the centre of many political exchanges: 
give us the fast train, and we will provide 
you with the votes. 

Former prime minister Kakuei Tanaka 
did just that for Niigata, the remote north- 
west prefecture, a few decades ago. Shin- 
kansen brought to Niigata not only essen- 
tial links to the centre, but also many con- 
struction. contracts. — and Higher property 
prices, 

Kofu, famous ony for grapes and 
peaches, needs new businesses to help sup- 








from home.  . 

Kofu, part of the mountainous Yama- 
nashi prefecture, is too hilly even for can- 
do Japanese engineers. But Kofu has been 
promised instead to be included in Japan’s 
plans for its first linear-motor train, a 
new generation of Shinkansen. While some 
locals are excited about the possible busi- 


ness windfall, many doubt whether the 


ambitious project — to take at least a dec- 
ade — will survive if Kanemaru passes 
from the scene. “Once he dies, we'll be left 
with a pipe dream only,” said. one. shop- 
keeper. —— 

Kanemaru may not have provided Kofu 
with the Shinkansen, but he has rewarded 
his supporters with other goodies. All 
around Kofu and indeed a great part of the 
prefecture are projects identified with 
Kanemaru. There are bridges, roads, town 
halls and numerous small projects which 
have helped to develop profitable construc- 
tion businesses in a rural area where farms 
outnumber shops. 

That is the visible part 
of Kanemaru's power. The 
invisible part is the long 
list of election candidates 
over the years who called 
themselves either friends 
or enemies of Kanemaru. - 
Kanemaru is the all-season | 
issue here. He represents 
all the best and worst of 
LDP politics. If you are in- 
anti-establishment mood, 
you vote against a Kane- . 
maru-backed candidate. If 
not, you go along witha El 
Kanemaru candidate. Ei 
There is seldom a third . 
choice. 

Last year, the whole of 
Yamanashi, not only Kofu, voted no to the 
party machine run by. Kanemaru. Ken 
Amano, an independent who fought on an 
anti-Kanemaru platform, won by a narrow 
margin of 4000 votes. This year's upper 
house election was a repetition of the 
friend-or-foe contest. Kanemaru's choice 
was Tetsuro Shimura, a relative political 
unknown, a gainst Komei Mochizuki, the 
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The Kanemaru puzzle. 


where Kanemaru was brought up, doz 
of farmers lined up outside their hou 
waving and bowing to him as his « 
whisked through the grape and pe 
farms. Another glimpse of Kanema: 
grassroots strength. 

In this little village where the Kz 
marus once had a winery, everyone 
nice things to say about the old man. TI 
old ladies sitting in a small election of 

said affectionately how Kanemaru’s Ya 

nashi accent reminded them of his rc 
“Whenever we watch television, we fee 
close to him,” one lady said. That feelir 
not shared by all: Kanemaru’s heavy 
cent, husky voice and discreet phra: 
make him one of the most difficult Jay 
ese politicians to listen. to, much les 
understand. P aum 

At the other end of town, another gr 
of farmers waited quietly in a spaci 
community hall for Mochizuki. His c 


paign managers kicked off the mee 


with a speech, me 
mours of Mochizuki's 
practices during his te 
as governor. These s: 
dals were revealed in a 
newsletter, described 
Mochizuki's supporte: 
“paper bombs." 

The height of the e 
was the arrival of the : 
himself, who looked 
hausted after a full da 
campaigning against 
Kanemaru machine. U 
big, difficult words 
signed to impress the 
dience, Mochizuki 
fended himself from 
paper bombs. No mer 
of US peacekeeping oj 
tions, political reform or any of the tc 
discussed day and night in Tokyo. W 
the meeting ended, the farmers applau 
Not one question was asked. Another 
prise to me. 

What was not a surprise was the r 
of the election: Kanemaru’s man Shir 
won 256,770 votes against Mochizi 
175,853. 
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THE MOST CHARMING FIRST AND BUSINESS CLASS SERVICE TO SEOUL. 


At Asiana, we expect our passengers to expect a lot. Which is why, in First and Business Class, 
we'll go to any length to make sure that you arrive at Seoul in the right frame of mind. 
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Time for a new start 


With cheap labour ended, a new costly hi-tech base is needed 


By Ed Paisley in Seoul 


»uth Korea is approaching a political watershed with the elec- 
»n later this year of its first president with no military back- 
ound. 

But at the same time, it is at an economic turning point, as it 
ruggles to keep its competitiveness in exports, built on the old 
w-wage economy which has inevitably crumbled as out-going 
resident Roh Tae Woo's political reforms have brought not 
aly increased democracy but put more power in the hands of 
e workforce. 


nxiety may seem out of place for a country expected to 

register 7.576 GNP growth in 1992, to see inflation slip 

into single digits, and to record a rebound in exports 

| sufficient to trim US$1.7 billion off its current account 
Kicit for 1991 of US$8.7 billion. 

But in the land of the US$12 water-melon, such impressive 

&ns mask the vanishing competitiveness of large swathes of the 

tuth Korean industrial landscape. Annual wage growth of 17% a 
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quasi-command economy, most remarkable in the agricultu 
sector, are doing serious harm to the nation's industrial compe 
tiveness — just as rivals in the developing and developed wor 
are squeezing South Korean products out of the global mark 
place. 

The lethal combination of high growth, high inflation and pi 
tectionism is proving increasingly debilitating. The ever-risi 
wage bills and the high cost of money in the local capital marl 
are sapping South Korean industry of the financial resources ne 
essary to retool factories and invest in new manufacturing a) 
product research and development (R&D). Rising stockpiles 
goods such as electronics and cars bear testimony to the incre; 
ing competition the country is facing in the export market. 

These problems are causing key hi-tech industries from t 
developed world to look elsewhere in Asia for a well-trained ai 
educated workforce. This cuts directly into South Korea's plans 
make that final quantum leap to industrialised-nation status | 
developing its hi-tech industrial capacities. 


In Seoul one hotel brings 
a sense of Korea's past exquisitely 
into its present. 





Behind 14th Century walls and surrounded 
by wooded gardens, the Shilla is singularly 
dedicated to support of the business 
traveller. Culinary aplomb and recreational 
abundance vie with the quite separate 
gratifications of a 2-storey Duty-Free Hall. 
The Shilla grace now also takes a sophis- 
ticated tropical form at the new Cheju 
Shilla Resort Hotel on Cheju Island. 
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em and increasingly realise that the answer lies in opening the 
loors to foreign trade and investment and deregulating the local 
‘conomy. Their dilemma is: how fast and how selectively — a 
lilemma compounded by the nation's election cycle. 

Over the next five months the outgoing Roh administration 
aces the perhaps impossible task of holding to its economic stabi- 
isation programme amid a bruising presidential election cam- 
"aign. And if the temptation to jettison its unpopular domestic 
‘conomic policy were not enough, the implementation of its sur- 
"isingly reformist foreign investment and trade agenda before 
he end of the year is sure to face heated opposition from key 
"usiness conglomerates and entrenched bureaucrats. 

Holding the line on inflation and opening up the economy to 
nore foreign investment and trade, though, will largely deter- 
nine whether the next government will be able to undertake suc- 
essfully the structural economic adjustment necessary to lift the 
‘ation into the ranks of the developed world. 

For without a stable local economy and increased access to 
oreign investment and technology, resources will be lacking to 
'uild the hi-tech industrial base needed to compete with the rap- 
ily developing economies of Southeast Asia and China, not to 
nention the industrial might of Japan, the US and the EC. 

The prime growth engine of 1991, the construction industry, is 
aking a breather after registering annual growth rates of 44% and 
8% in 1990 and 1991, respectively, in response to government 
fforts to cool the local property market. Growth in demand for 
onsumer goods also is off markedly, partially as a result of the 
overnment's drive against conspicuous consumption, and par- 
ally because most people over the past few years have already 
ought all the cars and heavy con- 
amer durables they need. 

Without steady domestic de- 

sand, South Korean firms will have 
» rely more on growth in export 
ies at a particularly unfavourable 
me. South Korean exports are fac- 
ig trouble on two fronts. Recessions 
t the developed economies have 
it demand for South Korean cars, 
rctrical appliances, clothing and 
her consumer goods. And what 
»ods that can be sold are facing di- 
inishing price competitiveness 
gainst comparable quality exports 
əm "transplant factories" set up by 
ional or multinational corporations in China and Southeast 
sian countries. 

Indicative of this is the fact that South Korea's leading compa- 
ies posted stellar sales growth in 1991, but suffered declines in 
*t profits. Sales growth for Hyundai Motors was up 21%, but net 
»ofit dropped by the same percentage. Samsung Electronics’ sales 
ere up 16%, but profits down by 6%. For the smaller chaebol and 
aall and medium-sized companies trapped in labour-intensive 

Justries, comparable sales growth resulted in actual losses. 

The nation's labour-intensive industries are trying to cope by 

‘lowing the trend and shifting their low-end operations offshore. 

e number of companies investing abroad climbed to 52 in 1991, 
21% gain over the previous year. Actual cumulative overseas 
"estment by South Korean companies climbed to US$3.4 billion 
sof the end of 1991, from US$2.3 billion the year earlier and less 
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Changing pattern of exports 
R= EMIS ABS ur tech projects such as liquid cry: 





less than 25% and 15% respectively, from 40% and 20% in 19 

Offshore investment and a shift from an unhealthy reliance 
the US and Japanese markets is all for the good. But sales gro 
in these new markets could quickly taper off, due to saturatio 
downturn in the economies of these regions, or rising protecti 
ism. South Korean companies have direct experience of an al 
edly promising overseas market turning sour: exports to Fast 
Europe all but collapsed in 1991. 

"The government is always pushing [South Korean] compar 
to export, export, export, with no thought to long-term viabili 
says the foreign partner of one motor joint venture project. "Bu 
the end they must secure their niche in the developed market 
survive as independent competitors on the world stage." 

Certainly the US and Japanese markets will remain the rr 
important for South Korean firms seeking to compete on qual 
innovation and price. But the proposed North American free tr. 
accord between the US, Canada and Mexico, threatens South | 
rean exports of electronic goods, as well as a range of textiles. 

Moreover, protectionist moves by the US and EC are alre 
beginning to hit home. To placate Washington, steel export quc 
to the US have been reduced by 30% over the year beginnin 
April 1992. US steel-makers recently launched anti-dumping si 
against South Korean and other steel producing countries. A 
dumping lawsuits by the EC in 1991 cost South Korean synth 
textile makers dearly, and the EC is now threatening similar 
tion against a range of consumer electronics goods. 

The government recognises that the South Korean econo 
must shift to more high-end production to combat protectioni 
and preserve price competitiveness. It is encouraging private 
dustry to spend at least 5% of se 
on R&D, and to pool resources in 


display technology. The governm 
will allow firms to amortise 90% 
hi-tech investments in one year 
ginning in 1993, and plans to spe 
Won 1 trillion (US$1.3 billion) on 
promotion of science and techn 


By 1996, the government hoy 
to direct a total of Won 3 trilli 
into hi-tech research, two thirds 
which is to be borne by private 
dustry. But high debt-service co 
faced by South Korean firms of 
20%, in tandem with the lack of reasonably priced local financi 
to fund such costly research, makes it almost impossible for Sox 
Korean companies to compete over the long-term in hi-tech fiel 

The magnitude of the problem was revealed recently by | 
Korea Development Institute, a government-funded think-tai 
which reported that US auto giant General Motors spent more 
R&D in 1990 — US$4 7 billion — than all of South Korean busin 
combined (US$4.4 billion). In 1991, South Korean R&D investnx 
as a percentage of GNP amounted to 1.9%, compared to 2.7% 
the US and Japan. 

Still, companies are finding imaginative ways to circumve 
the high cost of R&D. In the critical electronics and semiconduc 
sector, for example, the Samsung and Goldstar groups in Ju 
agreed to cross-license their patents even in the crucial area 
liquid crystal display technology. Samsung Electronics manag 
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Through commitment, 
innovation and technological 
leadership, Samsung 

has become one of the world's 
fastest-growing resources. 
Not only are we at the forefron 
of electronics, but we've 
received worldwide recognitior 
for our advances in 

chemicals and engineering as 
well. Below are just 

a few examples of how we're 
making technology work 

for everyone. For more, write 
C.P.0. Box 1580, 


Seoul, Korea. Fax 02-724-0551 


SAMSUNG 


Technology that works for life. 


ELECTRONICS 

64 M DRAM semiconductors 
RISC workstation 

100,000 circuit phone switchin 
Laser disc player 

279-gram cellular phone 


Handwriting recognition PC 


ENGINEERING 

Double-hull oil tanker 

Liquified natural gas tanker 
Panamax container ship 
Post-Panamax container crane 


MX series excavators 





18% to North America and 85% to Latin America. 

But the cost of R&D to stay ahead of competitors will cut heav- 
* into profits in the medium-term, say analysts, just when these 
ctronic-goods producers should be unveiling new product lines. 
^e recent link-up of IBM of the US, Toshiba of Japan and Siemens 

Germany to develop the next generation of DRAM chips reveals 
se costs of such projects and the danger of South Korean firms 
"ing left out in the cold. Indeed, if serious efforts are not taken 
won to attract hi-tech foreign investment, South Korean firms will 
sse access to critical technologies because of a lack of financing 
^d increasingly uninterested foreign partners. 

To a large degree the three principal candidates for the presi- 
ency — ruling party candidate Kim Young Sam, opposition 
sader Kim Dae Jung and maverick businessman-cum-politician 
hung Ju Yung — agree that these ills can be cured only by 
eregulating the local economy and opening the country to more 
ereign trade and investment. But the opposition worries that for 
wlitical reasons, the Roh administration may not take the neces- 
ary steps to hold the line on inflation and implement needed 
»reign investment and trade reforms before the election. 

These reforms are designed to attract more foreign investment 
ato hi-tech fields such as semiconductors and biotechnology, and 
» improve trade relations with the US by clearing away the many 
ureaucratic hurdles to doing business and importing to South 
.orea. They are being implemented under the so-called Presi- 
ents’ Economic Initiative, launched by Roh and US President 


;,eorge Bush earlier this year. —= cb 

To break from a so-called BI 4712 Eje 
»chnology bottleneck, or the FRY TEEL Hi st Se 
ncreasing reluctance of foreign - eR — 
ompanies to transfer high tech- 
tology to South Korea, the gov- 
rnment plans to have the leg- 
slature pass a beefed-up intel- 
ectual property rights enforce- 
nent act, and significantly 
treamline the now cumber- 
ome and restrictive foreign 
lirect investment guidelines. 

Protecting patent rights and 
ittacking new foreign invest- 
nent is perhaps the single most 
mportant feature of the liber- 
lisation measures, say foreign 
»usinessmen, particularly for 
1i-tech industries. But reform of 
he domestic trade front is also important, not only to deflect 
ising protectionist sentiment in key export markets but also to 
rive local industry a competitive push. 

To facilitate this — and as a quid pro quo for US efforts to 
ncrease R&D investment in South Korea — Seoul is to improve its 
itandards and testing regulations and custom-clearance proce- 
lures — subject of bitter complaints by importers. Beginning this 
rear, 20% of imported goods will be cleared through the so-called 
»ier-direct customs clearance system, which allows goods to clear 
n two days from current 15-17 day levels. By the end of 1993, 509; 
»f imports will clear in this way, and 100% by the end of 1994. 

In addition, by prime-ministerial decree, local standards and 
esting regulations will be rationalised along international lines, 
with any changes in the rules to go through a notification and 





South Korea recently signed a similar accord with Japan, 
which the two governments will help fund two ¥1 billion (US$ 
million) technology-sharing institutes in Seoul and Tokyo. A 
negotiations are in train between Seoul and Brussels to imprc 
high technology transfers between small and medium-sized 
companies and their South Korean counterparts. 

The high stakes involved in attracting more hi-tech industr 
and technology transfers are well understood among governmi 
policymakers, industrial and labour leaders and politicians. | 
the commitment needed to implement the reforms necessary 
carry the economy forward may be lacking in this election yee 

During a period of strong political leadership, policy directi" 
from the top of government were followed by the bureaucra 
says former government official Kim Kihwan. But in this lar 
duck era, "special interest groups find support for their clai 
within the bureaucracy, which is looking over its shoulder to px 
ticians and business groups." 

But reformists within the bureaucracy see it differently. ^! 
are on the threshold of moving from the old-style of governm: 
manipulation of corporate finance and labour relations to a mi 
market-oriented system," says a senior bureaucrat at the Econor 
Planning Board. "But investments in hi-tech take time," he ad 
which is why South Korean companies need to face the rigours 
foreign competition in the local market to preserve their curr 
export niche between high- and low-end products. 

Government claims that it will stick to its economic stabili 
tion programme, however, 
more problematic. In the s 
ond half of the year, the i 
§ ministration has its so-cal) 
"Three Sevens" target — ' 
GNP growth for the year, a ` 
annual inflation rate anc 
US$7-billion current accot 
deficit. To achieve these go: 
all manner of tinkering is un 
way to reduce imports a 
boost exports, while the Bc 
of Korea and the Ministry 
Finance try to hold M2 mor 
supply growth to 18.5% for 
year, to hold down inflat 
and slow domestic econor 
growth. 

This is not sackcloth e 
nomic policy. "An 18. 
money growth is hardly tight monetary policy" comments St 
Marvin, head of research at Jardine Fleming in Seoul. Kim Kihv 
adds that the government is running a fiscal deficit in a periox 
low unemployment and solid economic growth. “Runnin; 
budget deficit with full employment is not what I would 
sound economics," he adds. Indeed, evidence of inflationary p: 
sures in the system is already appearing. 

Despite such setbacks, export growth in the short-term sho 
climb on the back of a rapidly depreciating won. The automo 
sector in particular could gain as the price differential betw 
local models and their Japanese competitors widens to as mucl 
10%. The won is expected to trade at Won 830 to the US dollar 
the end of the year, compared to its current 790-levels. 

In the short-term, this should contribute to the competitiver 
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FOREIGN INVESTMENT 


Wanted: a new 
clean image 


erman pump-maker Wilo invested Won 10 billion (US$12.8 

million) in April to build a manufacturing plant in South 

Korea, one of the largest direct foreign investments so far 
his year. The reasoning behind Wilo's move, however, reveals 
several disturbing trends which have prompted government offi- 
jals to strengthen anti-pirating legislation and clear away the be- 
vildering array of obstacles to foreign direct investment. 

"We set up operations [in South Korea] to contain Korean 
nanufacturers, who are well known for copying our successful 
ducts," says Heiko Krahmer, the president of Wilo's wholly- 
»wned subsidiary Wilo Korea. "We manufacture here not to let 
he challenge go unanswered." 

Other foreign businessmen agree that the theft of product tech- 
ology is one of their key considerations in whether to invest in 
south Korea. To an alarming extent, they are either giving the 
ountry a miss or are entering to compete in the local market 
ather than to produce for export. 

This has become a key concern of the South Korean Govern- 
ent, which has realised that protection of intellectual property 
ights may well determine whether the nation can build the hi- 
ch manufacturing base it needs to achieve industrialised-coun- 
"y status by the end of the decade. 


There are other factors, of course, which are turning fon 
investment away from South Korea. Higher wages, an infrast 
ture sagging under the weight of explosive double-digit 
growth over many years, while pricy real-estate and the my 
of chops required to secure access to industrial land mak 
difficult to set up operations. 

Wilo's Krahmer says it took more than a year to clear 
investment application through the labyrinth of federal and | 
bureaucracies. “It took so long,” says Krahmer, "despite our o 
ous contribution to the local labour market, to the country's 
ance-of-payments problem and our eventual export plans." 

According to a recent report from the government's Econo 
Planning Board (EPB), "[foreign] investments in labour-inten 
industries have slowed down sharply in terms of both the nun 
of cases and their amount." More alarming, says the EPB, is 
fact that “the share of hi-tech related foreign investment whic 
eligible for government tax incentives has also decreased fi 
19.6% of total foreign direct investment in 1988 to 2% in 1991 

The Japanese in particular are shunning South Korea, whic 
of particular concern given that so much key hi-tech manufac 
ing technology is being developed there. Rising labour costs 
fears of future South Korean competition has led Japanese fi 
to shift their offshore production base to Southeast Asia. 

lapanese businessmen say they face an additional disincen 
to investing in the country — growing public hostility towe 


Japan. The biggest obstacle to new direct foreign investment fi 


Japan is perceived racism on the part of Koreans, they say. So 
Korean government officials acknowledge the problem. They a 
however, that the decline of Korean businessmen with good 
panese connections and fluency in Japanese is contributing to 
problem, as is the new assertiveness and competitiveness of So 
Korean businessmen. 

In 1991, Japan accounted for only 16% of foreign direct inv 
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^nt in South Korea, down from 54% in 1987. US investment is 
© declining, to 21.3% of the total in 1991 from a recent high of 

4% a year earlier. 

European companies have taken up the slack, increasing their 
are to 59%, from 25% in 1991. But their step into the breach 
veals the key problem facing South Korea — the sharp swing 
»m foreign investment in export-oriented manufacturing to- 
:ds production for the local market and the service industries. 

Furthermore, investment by German companies, which ac- 
“nts for the bulk of European investment, has peaked, accord- 
x; to the local German chamber of commerce. Indeed, foreign 
erect investment in the first half of 1992 declined 1.4% from the 

'ar-earlier period, with Europe's share dropping to 34.3% (from 
».3%) and Japan's to 23.1% (from 31.4%). Investment from the US 

the first half jumped to 38%, from 26.5% in the year-earlier 
'riod, but was directed mostly towards the local service and 
anufacturing sectors. 

This rapid decline of foreign direct investment in South Korea's 
anufacturing and export sectors has sparked the government to 
'opose a far-reaching reform agenda to attract more foreign di- 
*ct investment. 

In mid-July the EPB and the Ministry of Finance circulated a 
«aft reform programme to various ministries which is designed 
» cut red tape, further protect foreign patents, simplity or elimi- 
ate joint-venture investment requirements, and lure foreign firms 
» investment in the country with new tax, financial and land 
rivileges. Parts of the pac kage will be enacted shortly by admin- 
strative decree, while others will have to undergo ministry level 
view and then be submitted to the national legislature for pas- 
age by the end of the year. 

In the critical area of intellectual property rights, the govern- 
nent will submit to the legislature for approval laws to protect 





semiconductor and software patents — applicable to all indust 

— along with strengthened enforcement, including fines and e 
imprisonment. The national legislature failed to pass these } 
posals earlier this year, leading the US Government to keep So 
Korea on its “priority watch list" under the Special 310 trade 

In addition, the government will eliminate the investm: 
approval procedures in which foreign firms were obliged to 
veal the contents of the technology to be transferred to So 
Korea. Beginning i in November, neither the ministries in charg 
approving the investment nor the nation's Fair Trade Comi 
sion will be able to “pre-review” the technologies to be tr 
ferred. 

Foreign businessmen with existing operations in South K€ 
remain sceptical that the more far-reaching of these reforms 
be enacted. The local legislature, they say, is beholden to the 
dustrial conglomerates most likely to oppose the reforms. 
ments of the nation's powerful bureaucracy can be expectec 
lobby hard against some of the changes, too, as they would : 

considerable power and, some say, a lucrative source of un 
the-table income from foreigners determined to invest and | 
companies equally intent on keeping them out or securing ao 
to their technology. 

But reform-minded bureaucrats at the EPB and the Finc 
Ministry believe these obstacles can be overcome. They say 
the national interest in securing hi-tech direct foreign investm 
and conglomerates’ own need to begin competing in these fie 
will carry the reforms through. 

Politicians, too, believe the reforms will be passed. “There 
consensus among the electorate that there is simply too m 
regulation [of the economy |," says Suh Sang Mok, the ruling : 
ty’s legislator in charge of its task force on deregulation. * 
must be the next government's main agenda." m Ed Pai 
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Looking ahead: 


Jy Shim Jae Hoon in Seoul 





ooking for ways to keep its competitive edge, South Korea 
is — perhaps belatedly — following in the footsteps of its 
competitors and is looking for opportunities to take its 
nanufacturing offshore to lower-cost countries. 

Faced by the squeeze from up-market Japanese hi-tech exports 
nd low-end products from Japanese- and Taiwanese-funded 
ompanies in Southeast Asia, Seoul is looking towards similar 
nvestments, paying particular attention to China. It is also look- 
1g to the so-called Northern Countries — the wide variety of 
ountries emerging from the former Soviet empire. It is also reach- 
1g further afield to Central and Latin America. 

While Seoul has begun trading with and investing in Poland, 
lungary, Romania and Czechoslovakia, in Asia it is approaching 
ountries such as Vietnam, Laos and Cambodia. 

So far, these efforts, however, are still on a small scale. Accord- 
1g to a Bank of Korea figure, 129 projects worth US$119.9 million 
K investments had been approved in the first six months of this 
ear for these countries, of which China alone claimed 108 projects 
avolving US$84.9 million. As of the end of June this year, invest- 
aent for these former socialist countries ran to US$284.5 million 
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Yeltsin: Seoul looks north. 


in 311 projects, including US$27 million approved for the forr 
Soviet Union. 

This was part of Seoul's global investment figures showin 
trend of continuous expansion: a total of 302 projects wc 
US$527.7 million approved in the first six months of this year, 
20% in project numbers but down 15.3% in value. The decl 
resulted from an unusually large investment of US$200 mill 
for a single oil development project approved a year earlier 
North Yemen. That brought South Korea's cumulative total 
US$5.21 billion in 2,2276 projects on approval basis. Of these 
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st 1,897 projects worth US$4.06 billion had been actually in- 
sted. 
Similar to the patterns in rival Taiwan, investment share from 
uth Korea's small and medium-sized companies is gradually 
easing, rising to 77.2% of total projects cleared in the first six 


al of investments approved so far, however, the share of small 
ismpanies stayed relatively low at just 53.3% in the number of 
ojects and at just 17.4% in total value. 

- By industry, they focused mostly on traditional manufacturing 
ms such as textile and garments, leather works and stuffed 
ays. At the same time, the portion of medium-sized investments 
*as steadily rising also, in such areas as footwear and furniture 
making ventures. 


- One of most notable developments has been China's emer- 
nce as a major destination for investment despite the absence of 
wiplomatic relations. “China represents a big potential market for 
uth Korea, with very competitive labour cost,” says Dr Bae 
“hong Ryel of the Export Import Bank in Seoul. 

Investment in China, many analysts point out, is still bedevil- 
ed by complex decision-making 
»rocedures characteristic of socialist 
sountries, but some South Korean 
susinessmen say they are more or 
ass comfortable in dealing with Chi- 
aa’s Confucian business culture 
which they share. 

Sources of raw materials is an- 
sther important reason for moving 
sites of production. This has been 
rue especially in some textile and 
rarment areas, such as silk gar- 
nents. 

Compared to Southeast Asian 
'ountries, China offers some distinct 
advantages to South Korea — such 
1s proximity; labour discipline and 
aigh productivity; and the avail- 
ability of a large number of ethnic — .... nnm 
Koreans, mostly in the northeastern 
region of China, providing a backup 
supply of mid-level managerial 
manpower. 

The value of actual investment in 
China stands at only half what has 
been approved so far, but that, ac- 
cording to some analysts, did not 
diminish the importance of China as 
Seoul's major potential market. As if 
to underscore that point, on 18 July 
Samsung Electronics signed a five- 
year US$60 million joint-venture project with the Tianjian com- 
munications board eventually to assemble 600,000 units of VCRs a 
rear. 

: Those projects already in existence showed a variety of invest- 
ments in China, ranging from forest products to leather works, 
garments and refrigerators. 

. Vietnam is showing every sign of becoming a second China 
in terms of business interest in the next few years, against the 
backdrop of opening of consulates in Seoul and Hanoi in July as 
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onths of 1992, up from 66.8% a year earlier. In the cumulative 


Where they put their money 





the prospects of development in Vietnam, considering ref 
measures under the Hanoi government as being potentially 
most radical of all former socialist countries. For example, 
Daewoo group is talking of setting up a motor assembly r 
and a motorised farming equipment factory there in view of 
need for mechanisation in the vast rice-growing area in 
Mekong delta. 

By contrast, Seoul's investment in Eastern Europe appe: 
slow, with what few projects launched there being confine 
those undertaken at the government's proddings. Actual im 
ments are few. Samsung is negotiating in Hungary and Cze 
slovakia to establish television and refrigerator plants respecti' 

Similarly, it has been more smoke than fire for economic c 
eration with the former Soviet Union, with talks on both s 
focused on the future rather than the present. Actual pro 
number just two — Hyundai's US$16 million investment in 
ber development project in the Soviet Far East region of Svet 
and Jindo’s small joint venture agreed with the former Sc 
government for the manufacture and marketing of fur coats. T 
two actually amounted to no more than US$19 million, ot 
2 US$26 million already approve 
= This may change following 
2 September visit to Seoul of Ru: 
Republic President Boris Ye 
who is anxious to improve 
nomic collaboration. He and | 
woo group chairman Kim | 
Choong discussed in July a gig: 
plan to lay a 5,000-kilometre r 
line transporting oil and gas f 
the Soviet Far East to South K 
and Japan via China and N 
Korea. 

Yeltsin appears impatient tc 
this project moving, for it m 
opening up vast new economic 
portunities for Russia with imp 
tions for the 21st century. Ru: 
officials are inclined to have Dae 
undertake the construction, whi 
nancing would be left for a US 
consortium. 

North Korea's reported ag 
ment allowing this pipeline to 
through its territory is taken 
new sign of readiness to com 
terms with the South in the | 
communist era. The visit to Seo 
July of North Korea's deputy 
mier in charge of external econ: 
| relations, Kim Dal Hyon, partly 
firmed this when he asked Seoul to invest in a pilot free econ 
zone to be built in Nampo, near Pyongyang. 

But the likelihood of North-South economic cooperatior 
pends crucially on political factors, such as progress on n 
level dialogues currently under way between the two sides. 
North must convince the South that it is ready to sign a seri 
arms reduction proposals including acceptance of bilateral 
clear inspection which is the most important issue holdin; 
progress. 
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An industry 


in suspension 


only a handful of car manufac- 
turers will survive the global 
hakeout of the 1990s. None of South 
.orea’s present five is expected to 
e among them, having been driven 
'om the field or relegated to niche 
.arkets dependent on alliances with 
oyota, Honda or Nissan of Japan, 
‘olkswagen of Germany or Ford 
nd General Motors (GM) of the US. 
But this scenario runs contrary to 
e. plans of South Korea's Ministry 
f Trade and Industry, which hopes 
» push South Korea's car industry 
ato fifth place among international 
1anufacturers by the 21st century, 
p from its current No. 10 ranking. 
he nation’s top three — the 


| ndustrial analysts predict that 


yundai Group, the Daewoo Group and Kia Motors — are busy 


»eking to fulfil this ambition. 


Admittedly the challenges facing the local industry are severe, 


ith labour costs still increasing at annual 
wuble-digit rates and with the investment 
«quirements in hi-tech plant and equipment 
ad research and development (R&D) increas- 


ig more and more rapidly. While the indus- | 
of its maximum | 


y is producing at only 60% 
pacity, stockpiles of vehicles are overflow- 
2 factory lots and sitting on docks await- 
2 export. 
But the industry has some things going 
" it, at least in the short and medium term 
uth Korean cars are still highly com- 
Kitively priced — and this should improve 


the local currency is expected to depre- | 


te significantly against the US dollar this 
ar and next, just as an appreciating yen 
ses the cost of rival Japanese cars to US 
1 European buyers. According to broker 
3. Warburg, the price gap between South 
rean sub-compact cars and those of their 
mals from Honda and Toyota will stand at 
mghly 11% by the end of 1992, up from 
% in 1991. 
Moreover, the nation's automakers have 
cessfully pioneered new export markets, 
wing them less reliant on slumping sales 
he US. South Korean exports to Western 
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nations slowed by 10% in the d A ACT to 35,000 units. 


Preliminary first-half export figures for 1992 show a stren; 
ening of these trends. It is too early to tell if these diversificat 
efforts will pay off in the long run, as Latin American and Mid 
East markets are still a gamble, while Europe will be a to 
market in the medium to long term. 

But analysts believe that in the short term, the price comp 
tiveness and improved quality of South Korean cars will prov 
the sales volume in the US needed to gain some breathing sp 
to compete over the long term in Europe and developing mar} 
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around the region and the work 

To build on this foundation, 
companies need to inject hard 
come-by capital in R&D to mi 
them less dependent on expens 
foreign technology. With bet 
technology upgrading plant a 
equipment on the factory flo 
Hyundai hopes its new plant y 
reach 80% automation by the m 
1990s — in an effort to overco 
rising labour costs. 

This said, the companies will 
hard pressed to meet the gove 
ment's ideal R&D investment ratic 
5% of sales without significant (a 
expensive) borrowing at home a 
abroad. 

Luckily for several of the | 
firms, the groundwork for exp. 


sion was put in place during the boom of the past few ye: 


Hyundai and Kia are both about to unveil in-house designed | 


gines and car models, along with badly needed new overs: 
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iarketing and consumer-financing networks. All the companies 
‘e investing heavily in new production facilities. Efforts are also 
. train to diversify their component manufacturing base both 
ithin South Korea and overseas to reduce costs. 

Hyundai's new engine, the Alpha, will make its debut in the 
»w Scoupe model this autumn. The car will be distributed in the 
S by its own dealer network and sales will be financed by its 
nn financial services company. In Europe, the group will begin 
'oadcasting its own ads, seeking to attract customers to its ex- 
inding joint-venture dealerships throughout the EC. 

Kia Motors will also unveil its new in-house model, the Sephia, 
hich boasts an engine designed by its own engineers but in 
operation with its joint-venture partners’ Ford and Mazda. 
hese cars, too, will eventually be marketed by an independent 
S subsidiary, in California at least, which the group will set up 
/ the end of the year. 

Daewoo is much further behind the local pack on both counts, 
yw that a corporate divorce from GM is all but complete. Daewoo 
yw lacks a committed distribution partner in the critical US and 
iropean markets. 

But Daewoo is said to be ahead of the game in another crucial 
ald — the diversification of its component suppliers. Daewoo 
id GM had teamed up to build a US$4-million car-component 
ctory in China, producing alternators and starters in a three-way 
itnership with a local firm, and this source is still open to 
aewoo. This and similar ventures overseas by Hyundai and Kia 
e likely to bear fruit by the end of 1993, say analysts. 

The other two manufacturers, Ssangyong Motors and Asia 
lotors, are unlikely to survive as independent companies. At 
sst, they will end up with niche markets in the commercial and 
sorts utility-vehicle markets, relying heavily on expensive 
chnological aid from existing or new foreign partners. 

m Ed Paisley 
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Price cutting 
is no bargain 


INDUSTRY 








downtown Seoul reveals the dismal state of the natio 

garment and textile industry. Prices on clothing have be 
slashed by more than 50% in recent weeks at local departm: 
stores, while even steeper bargains are there for the asking 
street stalls around the city. 

The price-cutting is the direct result of rising inventories 
unsold goods on world markets, say textile and garment mai 
facturers. “We could clothe the nation for the next three yea 
with the industry’s bulging stockpiles,” says a dispirited Shin 
Shik of the Korea Textile Industry Association. According to 
Ministry of Trade and Industry, there are 47,800 tonnes of uns 
fabric remaining from 596,000 tonnes produced in the first f 
months of the year. 

Local consumers may be pleased, but the price slashing ha 
very worrying side, too. The textile industry is South Korea's s 
ond-largest export-earner, pulling in US$15.5 billion in 1991, 
21% of total export earnings, up from US$14 billion in 1990. | 
the industry saw its market-share in the critical US market drop 
8.4% in 1991 from 11.4% in 1988, and in Japan to 18.2% fn 
23.4% over the same period. More competitive garments and t 
tiles from China and Southeast Asia are continuing to steal mar 
.. share from South Korean firms. 

The catalogue of firms leaving the br 
, ness voluntarily or otherwise is expected 
grow in 1992 despite efforts by individ 
firms to upgrade their factories, cut their 
bour force, and diversify offshore or out 
the textile business altogether. High local 
terest rates are cutting deeply into profits j 
as local consumers are cutting back on tł 
spending. Funds for diversification and mi 
ernisation are sorely lacking. 
| Over the past five years, 40% of the 
tion's garment and textile firms have gi 
under, mostly small and medium-sized fir 
| that could not compete in world markets 
local wages in the industry climbed by a st 
gering 280% in the same period. “We are v 
embarrassed, the situation is hopeless," s 
an official from the garment industry asso 
, tion. 

But in fact, the future appears mode: 
bright for those firms that have responc 
fastest to the industry's sudden loss of cc 
parative advantage in world markets. ` 
country's more nimble medium-sized tex 
firms and the larger and better finan 
chaebol are successfully finding ways to d 


| stroll through a clothing market or department store 
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roducts as anti-mould and anti- . 
atic fibres and quick-dry yarn. 
 Sunkyong is also concentrating 

1 exporting the raw materials for 
mthetic fibres to producers in 
jutheast Asia and China, where 
iere is lively demand, and is mov- 
g into related industries such as . 
igineering plastics. The group is — 
so moving some of its production 
icilities offshore to Indonesia, 
here it will build a US$20 million 
irn manufacturing facility. 

. Not all South Korean firms have 
e financial resources to diversify, 
iodernise and invest offshore si- 
iultaneously; Sunkyong's flagship 
mpany, Sunkyong Industries, has 
»en named one of the group's 


‘ore companies," giving it prefer- Synthetic fibre: the way to go. 


itial access to cheap government 

edit. But enough of the nation’s textile firms have embarked on 
least a few of these roads to make the future outlook of the 
dustry less than gloomy. 

Taehan Textile is shifting its textile operations to Indonesia 
‘hile moving into the local manufacture of car airconditioners. 
heil Wool Textile is shifting its operations to make semiconduc- 
r packaging material. 

Manoeuvres such as these are now becoming commonplace i in 
ie industry. Cumulative overseas investment, for example, by 
[5 local textile companies, now totals US$279 million as of the 
id March, 1992, with projects approved by the ministry worth 
59432 million. This is a far cry from the billions of dollars in- 
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cant improvement c over ‘the Us 
million in cumulative total overs 
investment by South Korean tex 
_ firms in 1987. 

The bulk of the investment |] 
gone to Indonesia (US$160 milli 
. and China (U5$48 million), thou 
Latin American and Caribbe 
countries have attracted US$84 n 
.. lion worth of investment on an i 
.- proval basis. Vietnam and Sri Lar 
~ are also drawing South Korean t 
tile firms to their shores, where o 
moded manufacturing equipmw 
can be re-assembled for competit 
labour-intensive production. 

South Korean textile firms ; 
also investing heavily in R&D and 
importing foreign technologies. 1 
overall industry ratio of R&D research to annual sales stands 2 
dismal 1.75%, according to the Ministry of Trade and Indust 
but top firms such as Sunkyong are putting up to 3.5% of tk 
sales receipts into R&D. 

Dong Il Textile, for example, one of the nation's leading cott 
spinning companies, has purchased the foreign technology rig 
to Duponts’ "coolmax" fast-drying polyester fibre for its spc 
line. Ishin Spinning, a company which boasts the highest leve 
factory automation, has imported a new dying technique fr 
Switzerland to remain competitive. 

So promising are these companies' efforts to overhaul th 

operations that the Ministry of Trade and Industry is consequer 
bullish that this year's export-earnings tar 
of over US$16 billion can be achieved. 1 
ministry even predicts that total textile 
| ports will reach US$30 billion by the end 
|| the century — on the back of 2-million tor 

| production levels of synthetic fibre, up fr 
current 1.4-million tonne levels. 

But for those firms unable to obtain fina 
| ing, the future remains bleak. Only in the | 
18 months have most small and mediu 
sized companies started exploring offsh 
production facilities or diversification po: 
bilities, according to Shin Bal Shik. He ac 
| that government aid in these endeavours | 

been lacking, forcing many firms to sell 
their land for cash in a last-ditch effort to 
nance a new business. 

Choo June Suk, director general of 
| textile and consumer goods bureau at 
| Ministry of Trade and Industry, says t 
these companies can tap the roughly Won. 
| billion (US$635 million) worth of governm 
credits available to the nation's small- < 
medium-sized firms. And he plans to h 
them develop ties with European clothing 
signers to help them compete at the high « 


of the fashion market. He also hopes to 
| mens xem oem. deo nme. omms mts mmt So oto MA 
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Nobody Flies To Seoul More Often Than Korean Air. 


Fly with us to Kimpo International Airport and enjoy the luxury of choosing a flight that 


harmonises well with your schedule. You will experience the dedication that could only be Korean. 
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ho Chi-Kun (left) and Koiichi Kobayashi playing in the first match of the 1992 Honinbo championship; Cho held on to the title. 
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The ultimate game 


Other countries are challenging Tokyo’s dominance of go 


Robert Delfs in Tokyo 


apan had a head start of four centu- 

ries, give or take a few decades, in 

the training of professional go play- 
*J ers, but other countries are now pro- 
ucing champions in this ancient Asian 
ame who are challenging Japanese domi- 
ince. 

The Tokugawa Shogunate established 
udal ranks and stipends for the Empire's 
ading players in 1612, thus creating the 
‘orlds’ first go pros, and the country re- 
iains the world centre of go. It is not sur- 


But the third title, that of Honinbo, has 
eluded his grasp. This year, again, the 
Korean Cho Chi-kun secured the Honinbo 
title, after losing the first three matches 
to Kobayashi in a seven-match game. 

Mankind's most ancient board game, 


go originated in China during the sec- 


ond millennium BC, spreading from there 
to Korea and Japan. For centuries, 20 has 
been East Asia's consummate elite pas- 
time, the obsession of generals and poets, 
feudal lords and courtesans, samurai and 
scholars. 

Feudal patronage in Japan and the 


associations, the Nihon Kiin and the Kai 
Kiin, and ranked in nine grades (fr 
I-dan to 9-dan). 

The biggest purse is the Kisei title ( 
million), followed by the Meijin (¥25 1 
lion) and the Honinbo (Y22 million) 
addition to prize money, there are gé 
fees for all competitors, ranging ft 
Y59,000 to Y360,000 in the top three ti 
plus watch fees of Y5 million to Y9 mil 
for the title holder and challenger. 

Until recently, Japan's well-establis 
professional system induced many of 
strongest Chinese and Korean player: 





dstory. He held the Kisei title from 1983- 
5 and the Meijin from 1980-84. 

Lin Hai-feng, the fourth rated player in 
apan, holds the Tengen title. Lin came to 
apan to study go at age 10 after he was 
liscovered in Taiwan by Wu Qingyuan. 

Wu himself, now retired, is universally 
cknowledged as the greatest player of this 
entury. Born in China, he came to Japan 
n 1928, when he was 14. Together with 
Minoru Kitani, Wu pioneered the “New 
)pening Theory” movement in the 1930s, 
vhich revolutionised modern go. 

An American, Michael Redmond 7-dan, 
s the first Westerner to break into the top 
anks of professional go. Redmond came to 
apan when he was 13, studying under 
‘usuke Oeda 9-dan, and became a full pro- 
essional in 1980 when he was 17. 

There is little doubt that Japan's domi- 
ance in go is gradually being eroded by 
he growth of professional associations in 
ther countries. As the local opportunities 
or early training and advancement im- 
rove, some of the best young Korean and 
aiwanese players are now staying home, 
vhile Chinese players who have attained 
rofessional standing in China cannot be 
dmitted to the Nihon Kiin. 

The Korean Go Association was found- 
d in 1955 by Cho Nam-chul, the 
ncle of Cho Chi-kun. He train- 
d in Japan under Minoru Ki- 
ini, returning to Korea in 1943. 
here are now 53 full profession- 
Is, dominated by the teacher- 
rudent team of Cho Hun-hyun 
-dan, and the 17-year-old 
rodigy Lee Chang-ho 5-dan. 

China, after establishing a 
rofessional 20 system in 1982, 
uickly produced players capa- 
le of challenging Japan's best. 
here are now almost 100 pro- 
'ssional players, led by Nie 
Veiping 9-dan and Ma Xiao- 
aun 9-dan. Rui Naiwei, who 
arrently resides in Japan, is the 
'orld's only woman 9-dan. 

Industrialist Ing Chang-chi has en- 
owed a foundation to encourage pro- 
'ssional go in Taiwan, where there are 
ow 15 professional-level players. “The 
"ucial thing is to start professional train- 
ig early,” Ing told the REVIEW. "If you 
art at 15, you'll never be more than a 
rong amateur. You must start before 10 
| reach the top rank of the pros, ideally at 
or 6." 

In 1988, Ing founded the first interna- 


Masters in exile 


By the time Rui Naiwei 9-dan's final 
black stone clicked into place at the 
close of her match with Yang Jae-ho, 
the tense group of young professionals 
studying the games via television moni- 
tor in the adjoining press room had al- 
ready mentally calculated the result. 

Her husband, Jiang Zhenjiu 9-dan, 
had watched the television monitor in- 
tently throughout her day-long battle 
with the experienced 8-dan player from 
Seoul. Now he smiled broadly. Jiang 
himself had lost to Yang in the previous 
round two days earlier. 

Before defeating Yang, the 28-vear- 
old Rui had dispatched up-and-coming 
Japanese star Hideki Komatsu 8-dan 
and the 16-year-old Korean prodigy Lee 
Chang-ho 5-dan. Now she advances to 
the semi-finals, where she will face 
Hideo Otake 9-dan, one of Japan's top 
“ultra-class” players in a best-of-three 
game series. If Rui prevails again, she 
will go on to the final round for the big- 
gest prize in go, the US$400,000 Ing Cup 


World Professional Go Championship. 





Rui is the only woman 9-dan profes- 
sional go player in the world, and the 
only woman in the 24-player field. 

But no one knew how strong Rui re- 
ally is until now. She has not competed 
for three years, and was nearly barred 
from this tournament as well. 

Five mainland Chinese players with- 
drew from this year's Ing Cup after the 
tournament organisers refused to black- 
list Rui and her husband, according to 
Ing Ming-hao, vice-director of the Ing 


over a dispute with the Chinese Go As 
sociation (CGA), part of the ministry- 
level National Sports Commission. She 
teaches go privately in Tokyo and at- 
tends a weekly master seminar with Lin 
Hai-feng 9-dan, one of Japan's top five 
players. 

Rui is not allowed to compete pro- 
fessionally in Japan. The Nihon Kiin, Ja- 
pan's most important professional go as- 
sociation, signed à covenant with the 
CGA in 1989, agreeing not to accept 
former professional players from China 
or Hongkong. 

Jiang, who won fame after he top- 
pled five top Japanese players in a row 
at the first China-Japan Super Go series 
in 1985, placed eighth in the previous 
Ing Cup four years ago. He now teaches 
go at the San Francisco Go Club, one of 
the foremost go centres in the US. 

"This tournament is the first time 
I've seen my husband in two years,” 
Rui says. "At the moment, we're both 
stuck." 

China's boycott of the Ing Cup 
shocked the generally apolitical world 
of international go. 

"The Chinese see Jiang and Rui as 
traitors for protesting in Tiananmen in 
1989 and because they left the Chinese 
National Team," according to Ing Ming- 
hao. "They also wanted the tournament 
to be held in Peking again, and felt they 
should be co-organisers." 

But CGA officials say the issue is their 
authority to decide who represents 
China in international competitions. 
"Ing calls this a world championship, 
so our views must be taken into ac- 
count, CGA vice-chairman Wang 
Runan 8-dan told the Review. “We de- 
cide who plays for China." 

The Ing Cup is an invitational tour- 
nament, counters Ing Ming-hao. “None 
of the players represent any country. 
We invite the best. The CGA has no right 
to dictate who can and cannot come." 

Rui's emergence from seclusion and 
her success so far have generated con- 
siderable excitement. "Rui 9-dan 
showed she is just as powerful as peo- 
ple say," commented veteran Japanese 
9-dan Norio Kudo, one of the judges for 
the Ing tournament. ^No woman player 
in Japan is this strong." 










Circle Round the Sun: A Foreigner in 
apan by Peregrine Hodson, Heinemann, 
midon. £T 6. 99 ( Us$32. 65). 


: "You can'ti imagine how iti is when your 
»nrades die," says Harry Sasaki, a con- 
cted Japanese war criminal. "They didn't 
out ‘Banzai’ or ‘Long live the Emperor!’ 
hey used to say 'Okaa-san, Okaa-san; 
[other, Mother." — 

Sasaki, a frail old man with a. barüboo 
alking stick, is talking to an. Englishman 
out his wartime experiences. He was 
»ver involved in the massacre of Filipino 
lagers that he was sent to prison for, but 

: the time of his trial no Filipino could 
ak up in defence of a Japanese, so he 
as convicted. Even a woman whose 
rother he had saved from death called for 
isaki to be executed, “because he was 
panese." 

Harry Sasaki is one of the characters 
eregrine Hodson describes in his book, 

Circle Round the Sun. ! 
lodson grills him with 
'urnalistic skill, and draws 
personality sketch rever- 
erating with the ambigui- 
es of Japan's role in the 
acific War. 

Hodson lived in Japan — 
» several years, speaks . 
ipanese fluently, and is. 
nowledgeable. about. the. 
ilture,. so his interviews: 
ith oddball Japanese char EE 
sters make good reading. 
owever, people like 
i are incidental to the fh 
tain thrust of Hodson’s | T > 
ook, the story of the year BEER 
e spent working for a 
Vestern bank in Tokyo. About the word 
f high finance, unfortunately, Hodson has 
w insights to offer. 

He appears to have. entered the bank 
' Ye specific intention of writing about 
, and since few of his colleagues are 
appy talking into the tiny tape recorder 
ec ries. 'ound.at all times, he: runs into 
aajor. communication barriers. - 

-When conducting. interviews with 
rangers, Hodson excels, but when trying 
» make sense of his colleagues, he only 
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A FOREIGNER IN JAPAN] 
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a Hodson’ s descriptio of the p people 


; .. meets in sushi bars are the best part of 1 


- book; it is a pity there are not more 


Hodson also appears to o disdain ‘bank: 
ing. He describes the other dealers as “hol- 
low men," and complains that. “people 
who talk about the bottom line don’t waste 
their time with the finer points of the hu- 
man soul.” With this attitude, it is not sur- 
prising that he learns little about the machi- 
nations of the market, or about the minds 
of the people who work in it. 

Hodson is more at home seeking 
insights into Japanese culture: exploring 
shrines, strip clubs and yakitori bars, talk- 





ing to Buddhist monks and fraternising 


with drunken salarymen. 

His English girlfriend, Tanya, couldn't 
give a damn about these things, and finds 
Tokyo crowded and stuffy. The complica- 
tions of living in a city where only one of 
them feels at home add another dimension 
to the standard tale of two lovers growing 
apart. 

At one point, Hodson tells Tanya that 
as a woman in Japan, she should not sit 
cross-legged on a tatami 
mat, but adopt the uncom- 
fortable feminine kneeling 
posture. She retorts that Ja- 
pan may not be a free coun- 
^| try, but it is a free world 
wg and she is not Japanese. Af- 
ter a number of similar in- 
cidents, she gets fed up 
| with both Japan and her 
.' boyfriend, and flies home. 

. . Hodson puts the break- 
| up. down to jealousy: “Ja- 
. pan was like another wo- 
man, and. Tanya was jeal- 
ous of her." Without the 
@ stability of a relationship, 
«4 Japan becomes a desolate 
place. Hodson is at his best 
describing the loneliness of the long-term 
Tokyo dweller. 

“What if I died here?” he asks his tape 
recorder, echoing the fears of every melan- 
choly gaijin in the metropolis. Hodson ele- 
gantly sums up the feelings of the well- 
paid foreigner who makes few real friends: 
"Looking in the mirror of a hotel bedroom, 
alone, slightly drunk." E 

It is to Hodson's credit that: à 





^d "ur FRLEGRA rH. 





E does not > 
fall into the trap of too much nihonjinron - m 
attempting to explain the Japanese * ‘na- = 


hon m Robert Gu 





Down and out 


Underground in Japan by Rey Ventura. 
Jonathan Cape, London. £7.99 (US$15. 35) 


“The Standing Men are like prostitu! 
Our customers are discriminating — tł 
size us up. They like us young and stro: 
muscular but harmless looking . . . TI 
don't want insolence. If you have long hi 
it’s better to hide it under a cap, and 
better to be clean-shaven — only the oyal 
[racketeer boss] is permitted a beard. . 
important to be seen standing. If you w 
sitting, that would mean you would just 
loafing around on the gemba [workplace 

The scene is Kotobuki, the watertri 
district of Yokohama, in a country that p 
tends it does not have or need a migr 
labour market such as the one endured e 
memorably portrayed by Rey Ventura 
Underground in Japan. 

In simple, direct prose, the young F 
pino narrates his slogging through a wo 
where men, who must also hide from 
police, compete violently for a poorly p 
12-hour shift loading bananas or crawl 
around the dank guts of à cargo-hc 
Ventura takes us into the rancid teneme 
where clans of Filipino men and won 
live in novel juxtapositions and une 
proximity with their economic rivals — 
"dregs" of Japanese society. 

In Kotobuki, the sensitive ex-stud 
contends with an amazing variety of h 
ards — from crooked shachos (bosses) e 
well-meaning communists to knife-wie 
ing fellow Filipinos and Laurel-and-Har 
cops — while searching for success and 
improbable romance. The book is fur 
and violent, packed with a rumbustic 
ness only Filipinos, one feels, could mu: 


. so convincingly in the staid land of Jap 


The story begins as Ventura, disi 
sioned with his Japanese patrons, s 
cumbs to the lure of illegality and mo 
into “Koto,” a place which erupts into 
like a Wild West saloon with its gar 
fights and larger-than-life characters: ! 


. Recto, "large, ugly, and sexy, a manipi 


tive woman with a helpful manne 
whose hobby is white slavery; the “Qu 


: of f Koto,” Margie, a bar hostess with a he 
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In the process, the reader gets a cra: 


ourse in Filipino culture: its intense re- 
rionalism (vis-a-vis other Filipinos), its . 
ouchy nationalism (vis-a-vis non-Filipinos) 
ind a devout, sentimental Catholicism that 


exists with flamboyant sensuality and a 
asual acceptance (not to say love) of vio- 
ence. A delightful humour of the op- 
wessed is seen as well, especially in the 
Japalog" argot that subtly mocks the host 
‘ountry with expressions like domo 
hinkansen ("very Bullet Train"), a pun on 
lomo sumimasen, "thank you very much." 
Under conditions of exile, however, the 
raditional patterns buckle. Ventura notes 
he enterprising Filipinas “with Japanese 


tusbands and a compatriot boyfriend on. 


he side” and a male trio of father, son and 
on-in-law all of whom “have wives and 
hildren in the Philippines, and . . . lovers 


eere." Ironically, sordid Kotobuki for many 


3 a land of freedom. 

self-effacing Ventura is a key figure in 
he action, registering amused irony and 
hame by turns at his countrymen's scab- 
ous style. He is alert to Japanese arrogance 
nd condescension, and the daily humilia- 
ions of being a non-entity in the land of 


lenty. He resents Akihiro, his patron, 
vhose sympathy contains "more than a 
unt of the Greater Japanese Co-Prosperity _ 
phere” and feels torn at a live show where | 


he main attraction is a Filipina. 

By the end, Ventura ekes out à painful 
olidarity with his compatriots in exile and 
inderstands the lures and addictions of the 
ibour underground. Economic migrants 
re not, as the cliche has it, poor people 
lriven to foreign shores "by simple eco- 
omic need." Rather, Ventura argues, they 
re people with resources to begin with 
vho get hooked on the pursuit of status. 
Viewed in the Japanese context," he 
vrites, "the Standing Man... is a member 
f an underclass . . . But viewed from the 
erspective of the barrio, this same man is 

member of a privileged class . . . When 
e returns to the barrio, people will gather 
round him, and when he speaks of his life 
1 Japan, it will be with pride. The pamo 
vill not be told of his 
ufferings and humiliations. 
: will hear of the wonders 
f the push-button world, of 
ae Bullet Train, the sky- .— 
crapers and Tokyo Disney- 
ind. In the stories with 
;:hich he regales his 
arkadas, his mates, this re- 
irning hero will feature as 


subservience paid, as did 





ST ground where he comes to grips with the 
-difficulties of his own nationality. His book 
depicts what Japan is becoming to the rest 
of the world as the "Japan dream" replaces 
B the "American dream." 


m James Dalglish 








Butterflies of the Night by Lisa Louis. 
Weatherhill, New York. US$19.95. 


Smeal MA EE RUAN NA AINAANI A ASANA IRE MAAM AAD AAS AAA A RI datan dnd Jai alent a aaaea ONE Wa AN AYA AUN ANGERS et Nea 


book about 
“Mama-sans, Geisha, 
Strippers, and the Japan- 
ese Men They Serve,” 
was written by an Ameri- 
can who went into the in- 
dustry and survived to 
tell about it. 

“Serve” is the proper 
way to put it. As Louis 
writes, “subservience 
was a skill . . . one of 
the greatest profit-mak- 
ing recourses in the 
greatest profit-making 
machine, Japan." And 





being white. One month 
she made  Y850,000 
(US$6,800), while the av- 
erage Japanese hostess makes but Y300, 000. 
To do this, however, she had to con- 
vince customers to stay long enough to 
build up bills varying between Y40,000 and 
¥80,000. 


She also wanted to do this without - 
putting out, a feat at which some of the 


other girls failed. In this, however, she was 
assisted by her ability to read character, her 
sense of humour, and the singular fact that 


“there are other businesses specifically set. 


up to allow men to touch women." 

Such places are far below the decent 
hostess bars. They are to be found deep in 
the shasei san gyo which the author nicely 
translates as “the ejaculation industry.” 
iii males cannot be rejected, be it at the 

| 4  soapland” bath, the "date" 
clubs, the peeping rooms 
or the "pink" salons. 

In such places the pay 
varies. A medium-priced 
bath house costs Y12,000 for 
the bath and Y30,000 for the 
woman, who gets to keep 
¥27,000 for 90 minutes of la- 
bour. The emplovees, savs 


"conveyer-belt: proc ossing 





as a money source.” 


some Y100,000 a month. These amour 


Ww facilities,” a 
the pink salons where the girl "appe 
with a substantial number of wet tow 
for preliminary and post-action clean-uj 


Itis apparent that drinks and conversati 


as in the hostess clubs, are not the. m 
focus of the visit. 

Why would any woman lend kerel 
this? The author finds a common reasor 


person "enters the seamier side of Jape 


nightlife with the intention of making 
money and getting out quickly, and e 
ing up not X being able to leave at all." 

: One of the yakı 
elders the author in 
_ viewed did not agi 
|. "No, most wor 
- choose to work in 
. mizu shobai [the “We 
Trade," a euphemism 
. the service industry] 
. cause there is m 
| money in it than a) 
| thing else for wome 
B Tohis way of thinkin; 

© womar's choice of p 
. fessions is so restric 
- that she is forced to t 
. ter her virtue. Indeed, 
= goes on: "Today oi 
. about 10% of all prosti 
^. tion is forced. From: 
90 % now choose: 


Yes — with the resulting assembly-1 
degradation. Although one must add 
the author is careful to) that this degra 
tion is not sexist. Men in the host-clubs 


as badly treated as women. One you 
man the author interviewed broke i 
- tears, sobbing: "I've had to lick women 
places I didn't even know they had.” 


At the very bottom are the non-wl 
foreign workers, those the Japanese « 
Japayuki-san. Even the best can make o 






however, must be seen in the context 
the home economy. In the Philippines, 

example, maids earn the equivalent 
Y1,800 a month, teachers Y10,000, and pr 
titute-strippers ¥20,000. (Figures are thi 
found in this book.) By comparison Japa 
Japayuki prices seem like good pay. 
. Lisa Louis has written an interesti 
reliable, fact-filled book. Although she F} 
first-hand knowledge of only the bet 
bars, she interviewed many of the less f 






tunate denizens to present this unusua 


wide sex spectrum of after-dark Japan. 
Despite the recent economic slowdo 
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»ngkong's port is a springboard for China's conquest of overseas markets. 


ECONOMIES 





hRenminbi's rough ride 


‘hina may well devalue the official rate of its currency soon and this 
ould spark fresh trade rows with its main trading partners, particularly 


1e US and the EC. 


y Carl Goldstein in Hongkong 


slump in the value of the ren- 
minbi over the past few weeks at 
China's foreign-currency swap 
i centres is fuelling speculation that 
ie government in Peking may soon de- 
ile the currency's official rate. Recent 
evelopments at the more than 100 swap 
mntres nationwide would suggest an im- 
ünent reduction in the official renminbi 
ite to a level closer to the rates at the cen- 





With the US presidential campaign 
moving into high gear and President 
George Bush on the defensive over his 
China policy, Washington would hardly 
welcome a move by Peking to devalue its 
currency. It could well thwart the adminis- 
tration's efforts to forestall attempts by the 
US Congress to impose conditions on the 
US renewal of China's most-favoured-na- 
tion trading status. This status makes it eli- 
gible to export to the US at preferential tar- 
iffs. 


enced similar declines. At the end of 19 
the average rate was roughly Rmb 5.90 
the dollar. 

These rates indicate that the official r 
of Rmb 5.40 to the dollar overvalues 
renminbi by some 35%. The widening ¢ 
represents a setback for the Chinese ; 
thorities, which until early this year I 
managed to narrow it slightly. Officials 
the State Administration of Foreign | 
change Control in Peking have indica 
in the past that their goal is to allow 
renminbi to float freely. 

"The authorities never give the outs 
world advance notice of their intenti 
when it comes to revaluing the renmir 
but in the past they have complied w 





ollars at the swap centres. 

China's imports of capital equipment 
nd raw materials have surged upwards 
ince the beginning of the year. Domestic 
apial spending by state enterprises was 
p 20% in the first six months of 1992 com- 
ared with the same period last year and 
xreign investment has risen dramatically. 
eemingly boundless enthusiasm among 
reign investors for opportunities in the 
-hinese market pushed up the inflow of 
eign capital by 130% to US$3.4 billion in 
1e first half of the year. 

Imports have risen by 23% to US$33.1 
illion in the first six months of 1992, while 
xports grew 17% to US$35.6 billion. The 
sian Development Bank is expecting the 
ountry's trade surplus to total US$4.9 bil- 
on this year, half the 1991 total — a con- 
action, but hardly sufficient to merit a 
zeable devaluation, some economists say. 
he current-account surplus is also ex- 
ected to decline this year, but to remain 
ealthy. 

The rapid growth in China's trade sur- 
lus with the US has made the subject a 
ensitive political issue in Washington. The 
icture is similar in Europe, where EC 
ommission President Jacque Delors said 
eking had to stop pursuing "predatory 
xport strategies." 

The EC's deficit in its trade with China 
irtually doubled last year to US$12 bil- 
on. The US deficit hit US$12.7 billion in 
391, up 22% from a year earlier, and could 
se to U5515 billion thiseyear. 

China sent buying missions to Europe 
nd the US in June and July in an attempt 
) placate the critics, but the missions are 
nlikely to have any long-lasting effect on 
Ye surplus. 

In May, the US Treasury Department 
r the first time criticised China's foreign- 
xchange policies, accusing the authorities 
f manipulating the renminbi exchange 
ite. The report said Peking should sus- 
end further devaluations until “a far- 
aching reform of China's trade and do- 
estic price regimes has been undertaken.” 

Other agencies of the US Government 
ave maintained the pressure. A round of 
lks in Peking between the US Trade Rep- 
sentatives Office and Chinese officials 
iter this month may be China's last chance 

' avert retaliatory action under Section 301 
f the 1988 Trade Act, though the final 
eadline does not come until October. 
hina has given some ground already. Tar- 
[s on 225 categories of capital equipment 
ad raw materials were cut by 20-40% 
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foreign-currency quota system works. En- 
terprises generally make more purchases 
of foreign equipment during the second 
half of the year under the existing "use it 
or lose it" system. With the renminbi de- 
preciating at the swap centres, Chinese 
companies will import equipment they 
may not necessarily need in the expecta- 
tion that it can be sold at a higher price to 
another company that lacked the foreign- 
exchange allocation. 

The swap centres have become increas- 
ingly important since their establishment 
in the mid-1980s. Turnover has increased 
to US$17 billion in 1991, up from US$13 


billion the year before, according to the 
Treasury. Trading at the centres rema 
subject to a plethora of restrictions, incli 
ing a regulation that the foreign currer 
should be used to import goods cons 
ered "necessary" for China's developme 
Firms trade foreign-exchange retenti 
quotas, rather than the foreign currency 
self. 

While Peking appears committed in | 
long run to transforming the centres int 
modern forex trading system, the proc 
demonstrates how tough it is to reforn 
system that runs on often redundant ; 
ministrative controls. 
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Waterfront woes 


okyo real-estate project hits problems 


————————A——————————— ——— an oN ear caeeassaan 


y Henny Sender in Tokyo 


ife on the waterfront can be tough. 

While not exactly washed up, those 

involved in Japan's most ambitious 
2al-estate project — a grandiose redeve- 
»pment of Tokyo's waterfront — are learn- 
1g some hard lessons. The plight of the 
evelopers, according to analysts, shows 
ist how rapidly the property market in 
okyo is crumbling. 

Three years ago, at the height of the 
roperty frenzy, Nomura Securities most 
uccessful "theme" was the Waterfront, 
vore specifically the redevelopment of 
okyo Bay. Now that theme is in tatters. 
hose who promoted it have left Nomura, 
nd those who invested in it are sadder 
ut wiser. The project has become a 
ymbolic rebuke to those who be- 
eved that the only way was up for 
ipanese real estate. 

. The root of the problem is a dra- 
jatic reversal in the supply-demand 
quation, which until recently tilted 
eavily in favour of property devel- 
ers. "Even a year ago, we were 
onfident that the market would not 
o down, despite the drop in the 
tockmarket," says an official at 
ititrust and Banking Corp-'s prop- 
rty department. “Now we see real- 
state bankruptcies every day. A 
sal-estate flood is coming.” 

Last November, the Tokyo Met- 
opolitan Government selected 14 
roups to develop various sites 
long the Waterfront, evaluating of- 
srs on the basis of January 1990 fig- 
res. In June, the city was forced to 
educe property lease fees by an av- 
rage of 20% to reflect the declining 
alue of property in Tokyo. 

But even at the reduced level, few de- 
elopers are mustering any enthusiasm. 
We are positive about the merits of the 
roject," says a general manager of Mitsui 
eal Estate carefully. "But the timing may 
ave to be delayed and the scope reduced." 
‘he reason is simple: the last thing Mitsui 
r anybody else in the business wants at 


tenants," says Graeme McDonald, an ana- 
lyst with James Capel in Tokyo. "Does this 
represent real demand?" 

When the Waterfront project was con- 
ceived, in the boom years, the assumption 
was that Tokyo was about to run out of 
office space. The vacancy rate in Maru- 
nouchi, in the heart of Tokyo, was less than 
0.1%, while districts on the fringe of the 
capital had long waiting lists. To develop 
the bay, a 448-hectare spread with an over- 
all price tag of Y8 trillion (US$64 billion), 
seemed a realistic, even sombre, proposi- 
tion. 

The Waterfront is only part of the area's 
grand design. Between it and glitzy Ginza 
lies Shrodome, a 22-hectare plot owned by 
the Japan Railway Settlement. That land, 


Tokyo Bay redevelopment 





the crown jewel of the former Japan Na- 
tional Railway landholdings, is meant to 
be auctioned off soon to the private sector 
for redevelopment. The proceeds will be 
used to retire some of the railway’s debts. 
Since the interest on the debt amounts to 
some ¥170 million an hour, Japan Railway 
is understandably impatient. 
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To the south of Tokyo, the city 
Yokohama, in partnership with : 
Mitsubishi group and Bank of Yokohai 
is redeveloping an area occupied by 
old shipyards of Mitsubishi Heavy Ind 
tries. 

But Landmark Tower, due to be « 
pleted in June 1993 and the pride 
Yokohama's redevelopment, is only 3 
leased. Mitsubishi lowered the rent on 
269-metre skyscraper to Y38,000 per tsi 
(equivalent to 3.3 square metres) from 
Y45,000 originally planned, but even n 
it is no bargain; less distinguished la 
lords of Yokohama charge Y20,001 
month. 

Mitsubishi Heavy will faithfully m 
some functions from Marunouchi to Yo 
hama, but there is not much more Mitsi 
shi can do, without undermining dem: 
for projects elsewhere. It currently ha 
backlog of 150,000 square metres and La 
mark Tower alone provides three time: 
much space as the Kasumigaseki buildi 
the first great skyscraper in Tokyo. 

The fate of these projects throws e 
greater doubt on the future of the Tol 
Waterfront. Even with the con 
sions they have won from the 
kyo government, developers : 
tenants say the price is too hi 
"The cash-flow estimates on the Y 
terfront are pure speculation," 
the Cititrust banker. 

Not long ago even to ask s 
questions seemed almost super 
ous — income is not the first pr 
ity when capital gains seem a s 
bet. Now though, simple cala 
tions point to further uncertaini 
The Tokyo government's com 
sions will cost it Y520 billion in 
revenues — revenues meant to F 
pay the ¥4 trillion bill for the in 
structure needed. 

With Tokyo's revenues slur 
ing, infrastructure outlays on 
scale required for the Waterfr 
seem even more controvers 
Moreover, there is talk of an inve 
gation by the prosecutor's office | 
irregular dealings at City Hal 
connection with the project. Even if n 
ing illegal materialises, the project i: 
trouble. Without good transport links, 
Waterfront will be isolated. 

However, participants say Tokyo ` 
never withdraw support from the Wa 
front; it has become too sacred, too clo: 
identified with Governor Shunichi Suz: 
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apanese farm body has huge property exposure 


the national farmers’ organisation. 
ousing-loan companies, among the big- 
'st lenders of property loans, are on the 
ink of bankruptcy and one of their big- 
st creditors is Nokyo. 

Parent banks fear housing-loan com- 
inies’ losses might trigger another wave 
panic in the market and are mounting a 
scue mission. In contrast, Nokyo has so 
r resisted helping the ailing firms. But its 
ige exposure may prevent it from hold- 
g out much longer. 

Housing-loan institutions owe Nokyo 
| estimated Y6.3 trillion (US$49 billion) or 
out 40% of outstanding loans. They owe 
e banks another Y5.5 trillion, according 
the financial daily Nihon Keizai Shimbun. 
uch of this money is now tied up in bad 
operty loans since the two-year collapse 
Japan's property market has seen some 
ices fall as much as 50%. 

As property borrowers default, hous- 
3-loan companies are left holding highly 
valued land as collateral. Industry 
urces estimate these companies may end 
' with bad loans of as high as ¥5 trillion, 
mpared with total bad property loans of 
much as Y15 trillion expected this year. 
ppon Housing loan, the biggest of the 
tht institutions, has troubled loans worth 
2 trillion, against assets of ¥3 trillion. 
This financial saga is another reminder 
it the fallout from Japan's speculative 
bble is far from over. The painful pro- 
is Of asset deflation has driven many 
id and stock speculators to the wall — 
d will claim more victims. In the hous- 
loan debacle, the banks have borne the 
int of the cost. 

Nokyo's involvement in the debacle 
iong housing-loan companies illustrates 
iat happens when an institution gets car- 
d away in a speculative boom. By hav- 
; participated in a financial game out- 
e its traditional activities, Nokyo now 
ds itself entangled in the property 
mp. It has been to the party, and sooner 
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tablished, and received most of their back- 
ing from banks and financial institutions. 
While they initially carved a profitable 
market niche, in the 1980s these companies 
found themselves no match for the city 
banks which could offer cheaper mortgage 
rates — often a full percentage point lower 


than the housing-loan companies. 


Meanwhile, housing-loan firms began 
diversifying their lending to non-residen- 
tial borrowers often to customers consid- 
ered too risky by the banks. Sagawa 
Kyubin, the delivery company currently 


rough the floor 


involved in a political scandal, was among 
these customers. 

In the late 1980s, Nokyo began lending 
to housing-loan institutions. Having seen 








ings. Nokyo’s loans to Daiichi Housi 
rose from ¥318 billion in March 1989 
¥746 billion two years later. 

In early 1990 the Finance Ministry : 
stricted bank lending to property clien 
The idea was to soak up the money in 
already-overheated land market, but t 
strategy backfired when banks recha 
nelled money through their housing-lo 
affiliates. These companies recycled t 
cash into property loans just as the lai 
spiral was reaching its peak. 

But good times do not last forever. ; 
property values fell, loan companies E 
came saddled with bad debts and colk 
eral at deflated prices. Daiichi suffered 
net loss in the year to March 1982 of ¥4 
million, versus a net profit of Y2.1 billion 
year earlier. 

Nippon Housing fared far worse, 1 
porting a loss of Y6.5 billion compared wi 
a profit of Y3 billion for the same perio 
The company's internal report, quoted 
the Japanese press, described it as "a « 
facto bankrupt firm." 

Parent banks and securities firms ha: 
stepped in to stop the bleeding. In rece 
months, they have sent in their own tean 
to oversee operations and carry out restru 
turing. "It's going to be a major surgery f. 
all," notes one observer. 

Nippon Housing is negotiating wi 
two of its parents, Sanwa Bank and Saku: 
Bank, to halve the interest rate on its Y2 
trillion loans to around 3.25%. 

Nokyo stands to lose even mor 
Shinren, the prefectural-level network i 
Nokyo has nearly Y4 trillion worth 4 
loans — one third of its total lendings - 
tied up with the housing-loan firms. Th 
high ratio indicates Shiren's "lack of con 
mon sense," says one broker. 

Despite its massive exposure, it has o 
fered no assistance to the ailing institutior 
so far. As a powerful rural vote-collectin 
machine for the ruling Liberal Democrat 
Party, Nokyo hopes its political influenc 
can help it to resist pressure from the F 
nance Ministry. 

Nokyo feels no obligation to help o 


because, unlike parent banks and secur 
ties firms, it is not a major shareholder « 
housing-loan companies. Its hard-lin 


position also reflects an attempt to avoi 
incurring the losses that debt relief entail 

Still, many believe it is just a matter c 
time before Nokyo will have to follow th 
banks' path. "Unless Nokyo gives in, hou: 
ing-loan institutions will go bankrupt. ` 
will have to go for a compromise," say 
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On the head of a Pin 


Verged Thai group makes a run for bank business 





3y y Paul Handley in Bangkok 
p in Chakkaphak manages Thailand's 








largest finance company, which 

owns or controls five stock broker- 
iges, an array of high-quality properties 
ind a solid investment portfolio. In addi- 
ion to an impressive art collection, he has 
hree Ferraris. On National Secretaries Day, 
lis office assistants even got him elected 
Joss of the Year. 

It is difficult to imagine how the presi- 
lent of Finance One and the architect of its 
pansion could want more, but some ana- 
ysts believe the 42-year-old Pin has posi- 
ioned the group to become even more 
»rominent in Thailand's financial markets. 
Chey may be right. 

In February, Finance One capped five 
rears of rapid growth with the takeover of 
[hananant Finance & Securities. After the 
nove, Finance One's assets swelled to Baht 
37 billion (US$1.5 billion), an amount larger 
han four of Thailand's 15 commercial 
yanks. 

Pin views Thananant, which was re- 
1amed Thana One, as the main ele- 
nent in Finance One's expansion 
strategy. He aims to rehabilitate the 
“nance house so that it can bolster 
the group's earnings growth. It had 
seen under the wing of the Bank of 
Thailand, the central bank, for the 
previous six years. 

More importantly, the combina- 
don of Finance One's four branches 
and Thana One's 14 could propel the 
group to an unchallengeable posi- 
tion among Thailand's finance com- 
panies, as most of the competition is 
allowed to have only a single office. 
[t could also make it a serious com- 
petitor of the country's staid banks. 

Nonetheless, some analysts 
wonder whether Finance One has 
taken on more than it can handle. If 
the Thai economy slows more sharply than 
it appears to be doing currently, say the 
analysts, Pin’s acquisitive appetite and go- 
go image could quickly turn into a liabi- 


lity. 
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Finance One’s s biggom leap 
forward — p.56 


But its assets totalled just Baht 2 billion, 
and its return on equity was only 1%. 

^We were geared to the gills," says Pin, 
a graduate of the University of Pennsylva- 
nia's Wharton School of business and a 
veteran of Chase Manhattan Bank's corpo- 
rate-lending unit in Bangkok. He joined 
Yipintsoi in 1980. 

Finance One's turnaround has been re- 
markable. The group benefited fully from 
a booming Thai economy in 1987-91, when 
GDP growth averaged 10%. Its annual asset 
growth averaged more than 80% in the 
period, while its consolidated profit growth 
averaged about 157%. In 1990, return on 
equity was a whopping 49%, while in 1991, 
it was 28%. 

In 1991, Finance One's consolidated 
profit rose 60% from a year earlier to Baht 
698 million on a 77% increase in revenue to 





Net profits: Finance One president Pin Chakkaphak. 


Baht 4.3 billion. Fifty-two percent of the 
revenue came from direct lending, mostly 
to companies; 30% from hire-purchase 
business; and 12% from trading gains on 
securities. At the end of the year, the com- 
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force after it began acquiring the cont 
ling interests in five stock brokerage: 
1987. 

Three of the brokerages — Thana € 
First Asia Securities and Securities On 
have seats on the Stock Exchange of T 
land. Two others, Prime Finance & Sec 
ties and Jardine Fleming Thanakom 
nance and Securities, have substantial b 
nesses, even though they do not belon 
the exchange. 

Lee says Pin's second main acc 
plishment was to tap rising loan dem 
from Bangkok's growing middle clas: 
1987, Finance One's hire-purchase b 
was virtually empty. Today, it amount 
Baht 8 billion, arising mostly from 
growth in demand for automobiles. 

Finance One's success has b 
achieved in a different way from tha 
many competitors. Most of Thailai 
finance houses keep close business | 
with the banks that either own or cor 
them. National Finance and Securities 
instance, benefits from its ties to pa 
Siam Commercial Bank. 

Finance One does not have such a 
shareholder. Its major shareholders 
Banque Paribas of France, 17.4%; © 
Farmers Bank, 8.6%; and several fami 
including Pin's with 6% stake. Thai Fe 
ers Bank places most of its busi 
through closely controlled Phatra Than 
a leading stock brokerage and Thaila 
biggest underwriter. Banque Paribas is 

a significant player in Thailand. 
As a result, Pin says Finance 
may not pick up as many lucré 
opportunities as its rivals, but 
company avoids being dragged 
undesirable loans or investment 
its shareholders. Although he re 
sents his own family's interest 
the group as well as those of 
Yipintsoi family, he describes 
duties as being mostly that of a : 
ried manager. “I see myself as a 
fessional,” Pin says. "My job 
increase shareholders' value." 

Pin has done well in his ch 
field, but Finance One is expect 
turn increasingly to asset tra 
and investment. Reduced corp: 
and consumer lending as the gr 
of the Thai economy slows to a 
7% this year, from 8% in 1991, will r 
less cash flow to fund growth. 

In the first half of 1992, Finance € 
hire-purchase business eased, accoui 
for only 25% of revenue. Moreover, a 
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'onomic cycle 12-18 months ago. We were 


repared for the downturn." 

One form of preparation by Finance 
ne was the build-up of its investment 
ortfolio. But more important were two 
keovers meant to diversify the com- 
any’s earnings base and to reshape its fi- 
incial-services operations: the Baht 224 
illion acquisition mainly through market 
tying in December 1991 of a 73.5% stake 
. textile-maker Filatex and the Baht 750 
ilion purchase of a 97% holding in 
nananant from the central bank. 

The original motive for the Filatex 
keover was to gain a backdoor listing on 
e Stock Exchange of Thailand for some 
Finance One's real-estate holdings. Re- 
imed One Holding, the company is in- 
ead taking a broader role as a major vehi- 
? for acquisitions and diversification. 

Under the management of veteran 
nance One executive Prapa Smutkojon, 
ne Holding has been divided into real- 
tate investment and management, indus- 
y and portfolio-investment arms. One 
olding is also undertaking a reverse 
keover of its parent, Ekapak, the Finance 
ne-controlled holding company used in 
e original buyout. 

Ekapak held many of Finance One's in- 
stments because of banking regulations. 
ow, One Holding is taking over some of 
ose investments. It has purchased share- 
Idings in Securities One, Prime Finance 
id Jardine Fleming Thanakom. One 
aiding is also the leaseholder of the tower 
at will house Finance One and Thana 
1e after its completion in 1993. 

Prapa says Finance One is not 
wnplaying the importance of the Filatex 
«ile business, which is expected to post 
Jaht 20 million profit this year. He says 
? revamp will bolster One Holding by 
inging in steady rental and dividend in- 
me. 

Finance One's takeover of Thananant 
Ids still greater importance for the 
sup. The move is Pin's answer to the 
eculation in Thailand's financial sector in 
? past three years that the group would 
' to acquire a commercial bank. The com- 
ied operations of Finance One and 
ana One form what is essentially a mini- 
nk that aims to compete with Thailand's 
taller commercial banks. 

Most of Thana One's problems centre 
und Baht 3 billion of non-performing, 
tured loans. If the loans can be recov- 
d fully, the company may prove to be 
extremely valuable asset. The recovery 
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issue that raised Baht L2 billion. In Janu- 


ary, One Holding raised Baht 800 million 
by issuing new shares. | 

Finance One's expansion has left some 
analysts uncomfortable. In a report last 
year, Smith New Court Securities said: 
^We are wary of Finance One's high- 
flying management and the motives be- 
hind the takeovers." The report went on to 
say that Finance One's preoccupation with 
Thananant could lead to a slip in perform- 
ance. 

Some analysts are particularly critical 
of Finance One's foray into real estate. 
"|Pin] looks like an empire builder," one 
analyst says. "If something terrible hap- 
pened to the stockmarket or the economy, 
Pin would be hit the worst." 

Finance One officials, however, point 
out that the real-estate holdings of Finance 
One and its subsidiaries are mostly in 
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prime Bangkok sites, which should help 
cushion it from a market collapse. 

With his youthful appearance and 
sometimes lighthearted nature — he often 
relaxes in his office by playing with a plas- 
tic basketball set — Pin has often been 
described as a yuppie wheeler dealer. But 
Finance One officials say this image is at 
odds with reality. Pin is more conservative 
than most chief executives, senior execu- 
tive vice-president Lee says. "People think 
he's very aggressive," Lee says. "But if any- 
thing, he is extremely cautious." 

Pin defends himself by pointing to 
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"have not gone offshore; we have not ev 


gone outside Bangkok." 

Some analysts are also critical 
Finance One's methods of launchi 
Thana One and One Holding. Finar 
One has injected large amounts of capi 
into the companies, but some analy: 
complain that the group has also shift 
assets to the disadvantage of minori 
shareholders. 

When Finance One sold shares of Ji 
dine Fleming Thanakom to One Holdi 
earlier this year, for example, critics say t 
shares were underpriced. Pin and oth 
Finance One officials, say this complaint 
unfair. They argue that the transaction w 
benefit all shareholders because of Finan 
One's large equity positions in both coi 
panies. Moreover, when Jardine Flemii 
Thanakom is listed on the Stock Exchan: 
of Thailand, probably next year, they si 





all parties will gain. 

If anything, Pin says, the set-up of Or 
Holding will achieve more transparenc 
within Finance One and will do awa 
with the practice of hiding assets in she 
companies. The unconvinced, howeve 
point to a share swap between Financ 
One and property-developer Kere 
Kanjanapas' Tanayong Co. in mid-199 
The companies announced high valuatior 
on the shares, in which Tanayong trade 
2% of its capital for a 5% shareholding « 
Finance One. 

The transaction was one of the fe 







ds thé dana fion: co ace 
jme more housing-finance busines o 
inance One, though this has not since ma- 
rialised. 

More importantly, he says, the transac- 
on gave Finance One another solid share- 
older, one who is not leveraged and who 
in diversify into areas that might benefit 
oth sides. Tanayong also does not have 
ny ties to banks, which means that 
inance One is likely to win some of cash- 
iden Tanayong's banking business. 

Finance One also has strong support- 
rs. A central banker says he was con- 
erned about the group's expansion strat- 
gy until its tough negotiating ability be- 
ame apparent in the Thananant takeover. 
he banker says he was impressed with 
in's carefully planned pursuit of the com- 
anv. 
in the short term, however, Finance One 
; not likely to put its takeover talent to 





vork. Senior executive vice-president. Lee . 


ays no large acquisition will be made until 
hana One is properly assimilated. 

That should assuage Finance One's crit- 
:s. But David Gambrill, an analyst at Per- 
grine Securities, points out that when an 
avestor buys Finance One shares, he is not 
avesting in a finance company. “You are 
uying Pin and his [management] team,” 
ie Says. m" 








Finance ( One secures a springboard 


he crowning javier of Fi- 

 nance One's expansion was the 

takeover of Thananant Finance & 
Securities in February. If the ailing finance 
house, renamed Thana One, can be turned 
around, it could eventually push the group 
into the ranks of the country's top 10 finan- 
cial institutions as a full bank. 

Thana One has its roots in the 26 
finance and securities houses taken over 
by the Bank of Thailand under its 1984 life- 
boat plan. In the past six years, the central 
bank has tried to rehabilitate and sell the 
companies. Six of them w jmb 
create Thananant, ; making it the largest risk 
and the most difficult finance house to sell. 

Because of its size, Thana One is a po- 
tential gold mine. It has all eight licences 
covering finance and securities business, 
including such activities as deposit-taking 
and stockbroking. Many competitors do 
not have all eight. Finance One has only 
four and none for the securities business. 





In addition, Thana One has à seat on 
Stock Exchange of Thailand. Its memt 
ship has been valued at Baht 300 mill 
(U5$12 million). 

But Thana One carries in its Baht 9 
lion loan portfolio about Baht 3 billior 
non-performing credit. Most of the pr 
lem loans are to a former controlling sh: 
holder, Surin Tulawanachit. The loans 
Surin are secured by an estimated Dal 
billion in property, but he has been st 
born in how he repays the loans, us 
them as leverage in an attempt regain 
shareholding in the company. 

Finance One chief executive 
Chakkaphak says his group's gamble 
Thana One is a calculated one. He po 
out that all the problem loans are reco 
able. In addition the finance house ha: 
branches, five of which are in Bang! 
This is an advantage as financial instit 
begin to tap the growing Thai middle c 
and commercial sectors outside the cap 
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nance One has four branches, but most 

her financial houses in Thailand have 

en allowed to operate only one office. . 
irthermore, the company is carrying a ~ 
tht 1.3 billion retained loss that Finance 
ne can use against taxes to shore up its 
vn earnings. 

But the real pay-off will come when a 
althy Thana One goes public. Because 
nance One's expansion is likely to slow 
»wn, the group's future growth should 
ime from building up Thana One's loan 
id brokerage business and floating it off 
a sizeable profit. 

Finance One put more than 100 of its 
nployees into studying Thana One's 
‘oblems and potential before entering 
keover talks with the Bank of Thailand in 
rly 1991. With Pin leading the negotia- 
ms, Finance One took what some central 
inkers have called an exceedingly tough 
'gotiating position at a time when the 
ntral bank was under pressure to rid it- 
If of the company. ened x C REN 

Finance One acquired the finance house Pin plans new branches in Bangkok's financial district. 
r an estimated Baht 750 million, or Baht 
| a share. The price, however, is contin- 1% interest. The group is reinvesting the but one official argues that the group 
mt on Finance One not uncovering any loan in government bonds at a tax-free hard bargaining and meticulous resear 
ore substantial hidden liabilities. If it yield of 11-12%, creating for Thana One an made him more confident about its ma 
es, the price could go down. immediate cash flow. agement. “[Pin is] a tough negotiator,” | 

The Bank of Thailand also agreed to Some central bankers say Finance One says. “He got a very good deal because 
ve Finance One a Baht 1.3 billion loan at took advantage of the Bank of Thailand, the synergy between Thananant at 
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inance One. We did not know the value 
f that." 

Pin will not discuss Thana One's hid- 
en values to Finance One to avoid giving 
way his position in negotiations with 
urin. But to make it clear who is boss, 
inance One has moved quickly to make 
anges at the finance house. 

In April, Finance One appointed 
ukhum Singaravanij to get the newly 
aristened Thana One moving again. 
akhum, whose strengths are in staff man- 
zement and accounting, had been chair- 
ian of Dhana Siam Finance & Securities. 

Some Finance One staff were also trans- 
red to Thana One, as well as some of the 
roup's business. This is creating cash flow 
id cutting operating losses, which cur- 
ntly are running at Baht 2-3 million a 
ionth. 

Analysts expect that all of Finance One's 
tail business will eventually be given to 
hana One because of its large branch net- 
‘ork. Thana One has already shut a 
ranch in a quiet section of Bangkok to 
pen one in the bustling Yaowaraj 
hinatown district. 

As a company executive puts it, “We 
œ [Thana One] as 14 companies. There 
ʻe five branches in Bangkok, so there can 
2 another five Finance Ones in Bangkok.” 
he executive says a managing director 
tight be placed in every branch, in effect 
taking them a competitor with each other 
'r deposits and lending business. 

The shift of its retail business to Thana 
ne would leave Finance One free to con- 
ntrate on wholesale lending and invest- 
ient banking business at a time when 
iese areas are beginning to take off. But 
in says the shift will take place slowly. He 
<pects Finance One customers to be cau- 
ous about Thana One even if it is a group 
ibsidiary. 

But Pin sees a more crucial trend, and 
opes Thana One will put him to the fore- 
ont of it. He expects, first, that the Bank 
: Thailand will loosen up on branching 
y finance companies. The branch network 
: Finance One and Thana One will put 
iem out in front. 

Second, the Bank of Thailand is slowly 
nocking down the business barriers 
etween the 15 commercial banks and the 
ores of finance houses. Pin believes that 
ı several years there will be no walls 
2tween them. If so, amid the mergers and 
iche-seeking that would accompany such 
change, Thana One would be in a good 
osition to slide into a slot as a full-fledged, 


By David Jolly in Phuket 


T 


government has declared Thailand's two 
leading seaside resorts, Pattaya and 
Phuket, as its top environmental priorities 
by taking responsibility for coordinating 
and funding pollution cleanup measures 
there. 


ENVIRONMENT 


Greener beaches 








hailand has moved to save the 
country's tourist industry before it 
pollutes itself out of business. The 


In an important first test for a key pro- 


vision of the new National Environmental 
Quality Act, the central government has 
named the two resorts "pollution control 
areas." The move gives the central govern- 
ment authority for regulating development 
and conducting public education cam- 
paigns. Most importantly, it will have ac- 
cess to an environmental fund, which it 
will use to construct wastewater treatment 
plants in the resorts. 


"Pollution is the number one problem 


facing Thailand's tourism industry," de- 





clares Charn Wongsattayanont, general 
manager of Phuket's two Merlin Hotels. 
"The May violence is only a temporary set- 
back." 


Kasem Snidvongs, permanent secretary 


of the Ministry of Science, Technology and 
Environment, is more blunt. If the govern- 
ment does not act quickly to save the re- 
sorts, he says, "our tourist industry is 
ruined." 
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Thailand aims to clean up tourist resorts 


speed up construction of a wastewa 
treatment facility there. More than Baht: 
million is earmarked for the resort's ¢ 
bage and air-pollution measures. 

Phuket will receive spending of m 
than Baht 1 billion for wastewater tr« 
ment facilities at the Patong and Kai 
Beach areas and in Phuket Town. It à 
calls for a study of ways to deal with 
island resort's garbage collection. 

The money for the cleanup comes fr 
the Environmental Fund, a renewable B. 
5 billion fund created by the new lé 
Kasem says that plans for similar proble 
in the resorts of Chiang Mai and K 
Samui will depend on the success of 
Pattaya and Phuket schemes. 

Science and Technology Ministry o 
cials say they doubt that it will be nec 
sary to shut down any of the two reso: 
businesses, because entrepreneurs i; 
ready to cooperate with the plans. 
Phuket, business leaders showed strc 
support for the measures at a meeting w 
Science and Technology Minister Phaicl 
Uathavikul in late July. 

However, Pattaya's businesses offe) 
only a lukewarm response to a simi 
meeting with Prime Minister Anand P. 
yarachun in mid-July. Their attitudes n 
reflect pessimism over problems so seri 
that the resort has been nearly written 
by the international tourist indust 
Phuket, by contrast, is still a popular de 
nation for European and Asian travelle: 

Some environmentalists have critici: 
the government's motives. They claim 
plans are aimed at bolstering tourism a 
are not the start of a serious cleanup ca 
paign. 

Others argue that the decision ma 
sense. Choosing the resorts is “actue 
quite canny,” says Paul Clements-Ht 
general manager of Environmental Bt 
ness Group. He believes that a move 
clean up the resorts will set an example 
the Thais, showing that environmer 
measures can be economically advar 
geous. 

Phuket Merlin Hotel’s Charn says 
big question is who will eventually pay 
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Bank of Japan governor Yasushi Mieno ‘nd. USI Federal Reserve Board chairman Pa 
tral bankers. Neither can understand- 
o. and “real” economic activity ..— 
ences to come up with some 


Alan Greenspan are two very puzzled 
why the traditional linkage between m 
appears to have snapped. Mieno has as 
answers. ee 
- Japan’s official discount rate he bee 


fastest reduction ever, but the econom 















stagnant. iem 
Both men talk about "balance. sheet” fa te 
eries. This is shorthand for saying that over 
are too busy repaying debts they acq 
out of the slow-slow 1990s. This. is 
growth of the money supply. - | 










On the "supply side," banks. are vrelucant to lend: as they struggle to rebuild: i " 
balance sheets they allowed. to become over-stretched through an orgy of lending E 


in the 1980s. 


It seems an open-and-shut: case: sit back anda wait for the debt overhang to wik. n 
itself through the system and demand will eventually pick up. But how long is this 


















process supposed to take? And is it likely _ 
to bring us any nearer to understanding . 
the relationship between credit creation 
and levels of sustainable. economic activ- 
ity? 
This is arguably: the most negiécied: i 
area of contemporary ecor omic th heory, 
though it is of far more than just acade 
interest. For example, it is an important 
consideration for Asian businessmen whe 
depend critically upon the- US. ui Japan 
for markets and investments. 








that a given level of money me ra ld E 
finance a given | level of economic actin n 
But 1 money supply has been influenced 


recent years to an unprecedented. extent: by chet c creation, and this in turn has pot 





geared up real economic activity to. historically high levels. 


y aus 
Once production and employment. have been pitched at a level high enough: to FE 
meet credit-financed demand, how much more credit is required not just to sustain. 53 


demand but to maintain. growth at these higher | levels of activity? 


. And how soon does the new credit come: to represent an intolerable burden de 
upon business and individuals, causing. the sort of demand contraction we are. se 


seeing now in the US, Japan and in Europe? 
+ There are established yardsticks.- ! 








estate has moved out of line with income levels. 
What is needed now is a theory which lin 
dependence, and links all this back to sustainable levels of indebtedness. It might 
then be possible to base money supply and economic growth projections on some- 
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en. et ave times. in just over a year, thes s 
continues to slow. Greenspan, meanwhile, . 
has pared rates to their lowest level i in 3: deny, and still the US economy lool s pos 


rs constraining their economic recov- Gh 
orrowed businesses and individuals 
ed in the go-go 1980s to spend their way 
the “demand side” factor constraining the: a 


Analysts have criteria for deciding when com- 5 
panies have reached maximum prudent levels of debt to equity. And it is fairly 
easy to determine what is a sustainable level of individual or household debt. 
There are also ratios for determining. when the go of assets like land or real z 


links output levels and growth to crédit i 






To Russia 
with pride 
Japan offers 
economic model 


Japanese blueprint for the econom 


restructuring of the now-splintere 

former Soviet Union flies in the fa 
of current Western economic orthodoxy : 
espoused by the IMF. This clash of ideok 
gies is likely to become increasingly ev 
dent as a more assertive Japan offers poli 
advice to Asian and other countries. 

The Japanese report to the Commo 
wealth of Independent States (Cis), carrie 
out under its technical assistance pr 
gramme, uses Japan's postwar econom 
renaissance as a model that can be adapte 
by other countries. In essence, the repo 
stresses the value of centrally guided pol 
cies based on common goals. The IMF, o 
the contrary, believes in the primacy t 
market principles. 

The cis does not appear to enjoy tk 
luxury of choosing between the two pri 
scriptions, with its constituent economic 
crumbling rapidly. If it accepts the IMF px 
sition, it will be eligible for an aid packag 
worth US$24 billion. Tokyo, however, 
insisting on a resolution to the question ¢ 
the northern territories, four islands seize 
from Japan by the former Soviet Union a 
ter the war, before it offers any financii 
support. 

A three-man economic mission from th 
Ministry of Trade and Industry (Miti) - 
Fusae Ota, Hiroya Tanikawa and Tasuk 
Otani — presented the Japanese report t 
the Russian Government in May. Th 
authors say their approach is in "star 
contrast" to that of the IMF. Moscow r« 
ceived the IMF prescription earlier this yea 
and according to Miti, is finding it unpala 


able. 


“Market mechanisms cannot be a 
mighty," declares the Japanese team. Mi 


doubts, too, whether “macroeconomic ay 


proaches,” such as those advocated by th 
IMF, are sufficient to meet Russia's chii 
need of revitalising production. 






iyilian needa. ER x ocn 

According to Miti, Russian ministers ex- 
ect output — especially in sectors such as 
il, steel and machinery — to contract by 
0-50% by the end of 1992, compared with 

year ago. Inflation is expected to run at 

round 7% a month throughout 1992 as a 
esult of price liberalisation measures 
dopted on 1 January. 

The IMF is urging Moscow to free up 
rices even more while continuing a tight 
Yonetary policy, to reduce fiscal expendi- 
ires and to adopt external policies aimed 
t securing a single exchange rate for the 
ussian rouble. 

What is really needed, counters Miti, “is 
x the government to take emergency 
Yeasures to halt the output decline. Japan 
rovides a useful example as it experienced 
drastic plunge in production from 1945- 
9.” 

Miti acknowledges certain fundamental 
ifferences between the Japanese and Rus- 
ian systems. Japan had a market-based 
conomy before the war, and during the 
ation’s postwar reconstruction policy- 
iakers had a “full knowledge of corporate 
1anagement." Middle-managers and indi- 








idual entrepreneurs survived the postwar | 


urge of prominent capitalists by the US |. 


ccupation authorities. 


Russia, according to the report, is "para- | 


rsed by a number of systemic problems, 
icluding lack of private ownership, the 
Yonopolistic nature of the market and the 
bsence of such concepts as individual free- 


om and self-responsibility." Despite all | 
iis, says Miti, Russia can still learn from | 


ipan. 


rar was to encourage competition, initially 


mong domestic suppliers. Miti cites the | 
marvellous success" of Japan's automo- | 


ile industry as proof of the virtue of pro- 
oting competition among a relatively 
wge number of companies in each indus- 
"y. Russia's priority, says the report, 
hould be to divide its state monopolies 
Xo competing companies, supplied by 
hains of smaller companies. 

Given the shortages of investment capi- 
il in key industries, Miti suggests that 
:ussia could learn from the Japanese post- 
rar experience of channelling funds 
irough government institutions and pri- 
ate banks. Capital accumulation could be 


ncouraged through preferential taxation | 


chemes. 
Miti believes too that Russia should 


stablish Japanese-style "priority produc- 


The thrust of Japanese policy after the | 








akistan's economic liberalisation 

j appears to be paying off. Govern- 

ment estimates put GDP growth at 

6.4% in the year to 30 June, com- 

pared with 5.6% the year before. Independ- 

ent economists, though, discern a clutch of 

underlying problems: inflationary pres- 

sures, a balance-of-trade crisis and a de- 
cline in agricultural output. 

A recent Asian Development Bank re- 
port predicted that the economic reforms 
of the Nawaz Sharif government could lay 
the foundations for sustained growth. 
Finance Minister Sartaj Aziz said on 31 July 
that the economy's performance was par- 
ticularly creditable given a generally un- 
favourable international climate. 

Agriculture, manufacturing and con- 
struction all grew faster in 1991-92 than the 
year before, but the overall growth in agri- 
culture was distorted yi a d. increase in 





the production of raw cotton due to in- 
creased acreage and good conditions. An- 
other important agricultural product, 
wheat, grew only marginally, and produc- 


tion of several crops — such as rice, © 


sugarcane and chick peas — declined. 
Independent economists said agricu- 
Iture was likely to suffer in the coming year 
because of the government's concentration 
on industry and the development of infra- 


| structure. They predicted growth in farm- 


ing output in the current year would fall to 
around 4.2%, from 6.4%. 
In the manufacturing sector, large-scale 


| enterprises expanded by 7.4% and small- 









Sharif, a self-made entrepreneur, dr: 
most comfort. Investment increased by 
estimated 17.6% in the year to 30 June i 


most of it was funnelled to the private : 


tor. Aziz argues that this is a conserva! 
assessment. He says a truer picture is 
vealed by the 56% rise in machinery 
ports, and the 64% increase in disbu: 
ments of bank loans to businesses. 

But Pakistan's rush to become anot 
Asian economic miracle economy is 
without its difficulties. The trade del 
jumped dramatically during the past fi: 
year to US$2.3 billion, a rise of 56% fr 
1990-91. 

The trade deficit could have bi 
worse, though. Cotton, which accounts 
one third of the country's exports, suffe 
badly from a world glut, but the effec 
this was offset by higher exports of ma 
factured goods. So-called non-traditic 
manufactures increased 63%, garme 
19.8%, hosiery 22.7%, and cotton fab 
17.6%. 

Another problem is that remittan 
back to the country from Pakistanis wc 
ing abroad declined by 20%, But fore 
currency held by local residents increa 
nearly 500%, to more than US$1 bill: 
and foreign-exchange reserves at the i 
of June also edged over the US$1 bill 
mark, equivalent to seven days’ wortl 
imports. 

The independent economists prec 
that capital inflows will decline in calen 
1993. Sluggish oil prices will force A 
producers to reduce their loan and gr 
portfolios. Besides, say these forecast 
the continuing glut in the cotton mai 
will keep down the price of the count 
key export. 

External debt is forecast to incre 
from US$22.7 billion to around US$24 
lion in 1993, and internal debt is expe 
to rise by the equivalent of US$600 mill 

However, all the predictions are for 
economy to keep on growing. Anal 
forecast a 6.6% expansion of GDP in the « 
rent fiscal year, with the manufactur 
sector growing by about 10% and the | 
vice sector by about 6%. 

Money supply, however, is expectec 











One district in Manila pulsates with the life of the city. Ermita. 


Where rare antiques speak of Manila's glorious past. Where 
great bargains t mpt from every corner. Where spectacular 


sunsets and walks in the park soothe the senses, and where. 
bright lights and endless nights enliven them. 











ta. 





One hotel opens i its doors right into the attractions of Erm 
. The Manila Pavilion. | 





ome you with de luxe * ommodation, - 
delectable cuisine and complete business and convention | 
.. facilities. 2 








Keep i in touch with the beat of Ermita at. 
the Manila Pavilion Hotel. — 
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its worldwide communications network. 








Thanks to France Telecon 
Indosuez is open for 
business 24 hours a day. 


At large companies everywher 
international activity is acceleratin 
Communication networks must anticipa 
and contribute to this intensification. As 
leading international carrier, Fran: 
Telecom offers its internationally oper: 
ing customers comprehensive, efficientar 
cost effective business communicatioi 
solutions, leaving them free t 
concentrate on their core business. / 
Indosuez, for instance, France Telecor 
capitalizing on the bank's already installe 
communications base, is adding a node 

Paris which links its 3 parisian sites with z 
of its worldwide subsidiaries, for quicke 
safer, more efficient and cost effectiv 
voice, text and data transmission. Fror 
basic leased lines to complex hybrid glob: 
networks, users will find a wide range « 
high quality solutions, including to 
performing value added services such 2 
professional round-the-clock network an 
facilities management, client suppor 
centre for maintenance, one stop shor 
ping and many more. In the trading roon 
at Indosuez, business hours of financiz 
centers all over the world no longer ge 
in the way of business efficiency. 





For more information call: 


PI 









Japanese ph 


y Jonathan. Burton i in » New York | 


 apanese companies in the US believe 
that charity begins away from home. 
P Pledges to US non-profit groups 
»ached an estimated US$300 million in 
990, by the most recent assessment. But 
iany Japanese companies are rethinking 
wir generosity, mainly because of the col- 
ipsing stock and property markets in Ja- 
an and sharp profit downturns at their 
Jbsidiaries in the US. 

Most significantly, the nature of Japan- 
se corporate generosity in the US is chang- 
ig. Greater amounts of time and money 
re being devoted to organisations focused 
n community projects. However, leading 
iS universities remain the major recipients 
f Japanese largesse. 

"Japanese companies now realise they 





unity," says Sadahei Kusumoto, 
airman of the US subsidiary of 
ptical company Minolta. "We 
ave found that just giving 
'0ney is not good enough. We 
ave to spend our time and ef- 
Prts." 

Management has set an exam- 
le to junior employees by taking 
n out-of-hours commitments. 
usumoto, for instance, is a di- 
ctor of the northern New Jersey 

lapter of the charity organisa- 
on United Way. He also sits on 
ie board of a college i in New Jer- 
Sy, where the company is 
eadquartered, 

Gone are the headline-grab- 
ing one-off donations of the late 
380s. During those heady days, 
3smetics firm Shiseido Corp. 
ledged US$85 million to 
larvard University (spread over 10 years 
eginning in 1989) for a biology research 
intre, and conglomera te Hitachi offered 
5916 million to the University of Califor- 
ia at Irvine for a biotechnology laboratory, 
So. in 1989. 

"The megabuck giving is over," says 
elwin Roy, president of the Hi tachi Foun- 
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ianthropyi in he US changes focus 


US$2.3 million to US recipients in 1991 and 
plans to commit roughly US$2.5 million 
this year. 

Mitsubishi Electric launched a founda- 
tion in February with a US$15 million base. 
It expects to donate US$500,000 this year 
and to boost the endowment to US$50 mil- 
lion by 1996. 

Peter Kamura, executive director of the 
Japan Centre for International Exchange in 
New York, a think-tank, is not impressed. 
He criticises Japanese companies for not 
fully appreciating "the fine distinction be- 
tween public relations and philanthropy." 
But Kamura is encouraged by signs of an 


end to what he calls a "nouveau riche pe- _ 


riod of Japanese giving," in favour of more 
sophisticated benefaction. 
Now that funds from Japan have be- 


come tighter, donors are more selective. 
ave to work closely with the local. com- | 


"We did start out with a primary focus 





on higher education," explains Kathy 
Carey, head of the American Honda Foun- 
dation, the US philanthropic arm of Honda 
Motor. 

The foundation gives exclusively to 
education, but in its past fiscal year, uni- 
versities received only about one-quarter 
of the US$1 2 million it distributed. Adds 
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.— Another US$100,000 was pledged this y 





to the University of California at Los / 
geles for a programme in which resea! 
scientists take classes at the city's pul 
elementary schools. 

The riots in Los Angeles in April se 
to have galvanised some Japanese co 
panies. Four Japanese-owned banks 
Bank of California, Union Bank, Sumitoi 
Bank of California and Sanwa Bank of Ci 
fornia — have together contribut 
US$500,000 to the Rebuild L. A. p: 
gramme. The US subsidiary of Nissan \ 
tor Corp. has pledged US$1 million in e 
of the next five years towards job-creati 
programmes in South-Central Los An; 
les. 

Most Japanese companies prefer not 
publicise their charitable efforts. Toy: 
Motor Corp. is an exception. It regula 
takes full-page advertisements in major 
publications to feature Americans w 
have been helped by charities backed. 
Toyota or its endowed Toyota USA Fot 


dation. 


The Toyota name appears, subtly, i i 
lower corner of these advertisements abt 


the legend: "Investing in the Individue 
. The advertisements are striking. O 


quotes a grateful elderly woman whi 
house in Washington D.C. w 
renovated by a commun 
agency called Christmas in Ap 
The Toyota USA Foundation gz 
US$20,000 to this organisation. 

Toyota donated about US$ 
million to US charities in 19 
About US$2 million of tl 
amount was donated by t 
Toyota USA Foundation. "Ther 
very little corporate chest-beati 
going on," says Timothy And! 
of the New York-based Toy 
subsidiary that produced the : 
vertisements. 

"We're trying to show beyo 
the product a little bit of the e 
porate personality, and also.t 
fact that we're trying to live up 
our obligation in the communit 
says Andree. 

Not only do the advert 
ments develop name recognition, th 
identify Toyota as a good corporate c 
zen, rather than as a faceless interloper cx 
cerned only with the state of its balar 
sheet. US and European companies, p 
ticularly oil, energy and automobile « 
cerns, often use similar forms of print a 
broadcast advertising to convey their co 
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Paying the piper 





longkong reveals latest word on television policy 


' Michael Westlake in Hongkong 
fter more than two years of bureau- 
A cratic indecision and intense lobby- 
ing by would-be operators, the 
mgkong Government's Recreation and 
ilture Branch has finally come up with 
ensing conditions for the territory's pay- 
market. Now, after all the delays and 
anges of heart, the government is sud- 
nly demanding that putative operators 
pay TV must begin services by the end 

1993. And officials are threatening to al- 
w StarTV to enter this new market if they 
iss the deadline. 

At the moment, StarTV is not 
owed to charge viewers for its 
rvice. This is set to change fol- 
wing a decision by the Hong- 
ng Government on 29 July to 
rmit StarTv to broadcast forth- 
ming channels on pay-TV cable 
tworks once they are estab- 
hed. And the government fol- 
wed this up a day later by say- 
z that Starrv would be able to 
arge viewers for its satellite 
rvice if a cable network was not 
place by 1993. 

The decision to force a “mar- 
ige” between cable and satel- 
2 pay-TV channels came in re- 


sponse to opposition over its announce- 
ment in late June to allow StarTv to charge 
for its forthcoming channels. 

The government has not specified how 
such a merger would be achieved. Instead, 
it is up to potential cable-Tv bidders to 
make their own deals with Starrv, Hong- 
kong’s only licensed satellite-TV supplier. 
Putative pay-TV companies have until 30 
September to tender bids for the HK$5-6 
billion (US$645-775 million) pay-TV system. 
The winner is expected to be announced in 
January. 

Hongkong has fallen behind other 
countries in the region which have success- 





Marriage sought between cable and satellite pay-TV. 


Hongkong telecoms shake-up 


The Hongkong Government has decided 
to open up the domestic telephone mar- 
ket from January 1993 and to allow po- 
tential pay-TV operators to bid for an un- 
specified number of telecommunications 
licences, if they wished. The decision 
comes after a reversal in the past few 
months of a government policy which in- 
sisted that any new broadcasting network 


would have to be capable of providing. 


telecommunications services as well. 

.. Any pay-TV operator offering to build 
à cable network would therefore seem to 
have a good chance of collecting both TV 
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cences to be issued in February 1993 will 


be restricted until June 1995 to non-voice 


services such as facsimile and data trans- 
missions and leased-line services. UE 
Currently, Hongkong Telephone 

holds the aas rs for voice 
services, until 1995. Hongkong Telephone 
is an arm of publicly listed Hongkong 
Telecommunications, which is controlled 
by Britain's Cable & Wireless. Hongkong 
Telecom's other major arm, H ng 
Telecoms International (HKTI), holds the 
exclusive franchise until 2006 on interna- 
tional calls. 
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fully established pay-Tv schemes. The go 
ernment has been partly responsible f 
delays, in its attempts to juggle the co: 
peting interests of satellite, cable and reg 
lar broadcast companies. 

At stake is the right to bring new la 
and foreign programmes and advertisii 
to Hongkong's 6 million residents. The 
censing conditions are intended to create 
level playing field among the TV marke 
players: the two existing broadcast statioi 
TVB and ATV; satellite broadcaster Star! 
which wants to start regionwide pay- 
channels; and potential pay-TV operator 

The idea of establishing a pay-TV sy 
tem in Hongkong was first mooted by t 
government in 1985. By late 1989, two 
nalists emerged for a cable-TV system. O 
was a consortium led by the conglomere 
Wharf Holdings. The other was Hutchis: 
Whampoa, a company controlled by ma 
nate Li Ka-shing, which (with firms belon 
ing to the Li family) owns StarTv. 

Hutchison withdrew its bid at the l 
minute, leaving the Wharf gror 
as the only player. Hutchison's 
went on to focus on satellite 1 
setting up five channels und 
StarrV. However, the gover 
ment denied StarTv the right 
charge viewers and to broadc: 
in Hongkong's main languag 
Cantonese. This was done to pr 
tect TVB and ATV, as well as f 
ture cable-TV operators. 

In 1990, the Wharf-led cons 
tium collapsed due to interr 
wrangling. The government th 
undertook a wide-ranging 1 
view of broadcasting and te 
communications. In Decemb 
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The degree of synergy between cal 
TV and telecommunications is a matter 
debate. Hongkong Telecoms’ chief op: 
ating officer, Greg Crew, said recen! 
that a telecommunications network is c 
signed to interconnect any two poin 
while a cable TV system is designed 
distribute signals from one point to all t 
others on the network simultaneously. 

The different requirements, Crew sa 
would put anyone trying to do both a 
disadvantage. Against that, it should 
remembered that Hongkong Telepho 
started the cable-Tv ball rolling in 1986, 
its unsuccessful offer to set up a pi 
cable-TV system. 

At any rate, the franchise-holder seer 
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ises the Governor of Hongkong) was ex- 
ected to make a decision on cable TV, but 
elayed doing so until June in order to con- 
uct yet another review. 

In late June, the Executive Council de- 
ded to allow StarTv to join the pay-TV 
attle, overturning the recommendations 
f the Recreation and Culture Branch. The 
ecision allows StartV to start new, non- 
antonese language pay-TV channels for 
Ye region from October 1993. It will be 
ermitted to start dubbing any three of its 
xisting channels into Cantonese. 

Wharf and others were outraged by the 
ecision, claiming that StarTv was receiv- 
ig preferential treatment. The government 
ountered that by allowing StarrV to de- 
elop its services, a situation would be 
voided whereby it could charge overseas 
astomers but not those at home. Wharf 
rgued that the government decision 
rould, in effect, create a pay-TV service by 
'osening the restrictions on StarTV. 

On 29 July the government changed 
ourse again. In an attempt to deflect 
narges of favouritism, it decided that any 
ay-TV channels set up by Starrv would 
ot be able to use its existing satellite, but 
rould have to be distributed in Hongkong 
ia the winning pay-TV network. | 

The reaction to the government's deci- 
on has been mixed. Wharf says the forced 
marriage" between cable and satellite 
ay-TV channels was "a step forward." Pro- 
»ective bidder Millisat, which is propos- 
ig a microwave-TV distribution system, 
uid it was happy with the new ruling. 
nother, Asia Cable, was angered by the 
must carry" provision and called for.a 
ublic inquiry. * 
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' Next stop 


is Vietnam 


Taiwan hesitates 





over bank forays 


oM ————À————————————————————————————— Bae 


aiwan's financial institutions are 
pushing to set up in Vietnam, hop- 
ing to cash in on their countrymen's 
growing investment and trade across the 
South China Sea. Hanoi apparently ap- 
proves of the move but the Taipei govern- 


, ment is hesitant about giving its blessing 


because of economic uncertainties and 
fears of upsetting its US ally. 
Bankers from Taipei who have visited 


Vietnam in recent months, say the authori- | 


ties there have given them verbal assur- 
ances that they are welcome to open 
branches. The financial links would help 


attract more capital to Vietnam, where Tai- | 


wan is already the leading foreign investor 
with US$743 million in cumulative invest- 


, ment authorised as of June this year. 


The Ministry of Finance in Taipei, how- 
ever, is sitting on several applications trom 
local banks and one trust company to open 


|! offices in Vietnam. These include an appli- 


cation from Cathay Investment & Trust, the 
largest private trust company in Taiwan. 


Other institutions, including the Taipei 


Business Bank, are holding back on sub- 
mitting their applications until they receive 


a clear signal from the Taiwan government | 


that it has formalised its Vietnamese invest- 
ment policy. 

One reason for the government's hesi- 
tancy, according to independent observers, 
is uncertainty over how committed Viet- 
nam is to its programme of market re- 
forms. Two-way trade has also been slow 
to develop, though it may exceed US$300 
million this year compared with US$237 
million in 1991. 

Another issue is an air-rights agreement 
signed last year but still not implemented 
because of protests from Peking with 
whom Hanoi has been trying to improve 
relations. Taiwanese officials have negoti- 
ated a new agreement to allow an air ser- 
vice to Vietnam to begin later this month. 


Rat a moro imnartant roacnn fnere carin 
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dist in Southeast” Asian aff um "At the 
oment this is quite sensitive, because we 
ipe the US will be willing to sell F-16s 
ghter aircraft] to us. So I don't think our 


vernment is willing to risk our relation- | 


ip with the US over Vietnam." 


national Cooperation and Development 
ind (formerly the Overseas Economic 


operation Fund) administered by the | 


inistry of Economic Affairs. An intra- 
inisterial committee is considering a 
odest US$15 million to help Vietnam's 
ntral bank develop small and medium- 
red manufacturing companies using 
uipment purchased from Taiwan. How- 
er, government ministers reportedly 
inted to offer a larger amount to the stra- 
xically important neighbour on China's 
iorstep, and only held back in deference 

Washington. 

Taiwanese businessmen have been ag- 
essively seeking investment opportuni- 
s in Vietnam. Press reports claim an av- 
age of 6,000 Taiwanese, mostly business- 
en, visit Vietnam every month — ac- 
unting for half of all foreign visitors. Di- 
ct air links would increase these visits 
d raise Vietnam's profile as an invest- 
ent destination. With its low labour costs, 
arge Chinese community and proximity 

Taiwan, many businessmen see the 
untry as an attractive alternative to in- 
sting in mainland China, where political 
ks appear higher. 

The China External Trade Development 
yuncil, which has an office in Ho Chi 
inh City, estimates there are at least 500 
iwanese companies now in Vietnam, in 
ch diverse businesses as textiles, foot- 
ear, food processing, electrical appliances 
d a variety of service industries. 

Taiwan and Vietnam do not share dip- 
matic relations. The external trade coun- 

acts as Taiwan's unofficial representa- 
m in Vietnam. The largest single Taiwan- 
e investment announced so far is a mo- 


rcycle factory to be set up later this year | 


‘the Ching Fong group which includes 
ithay Investment & Trust. Ching Fong 
ans to spend US$55 million to establish 
e plant though it has given no further 
tails on the operation. 

: Although the Taipei government has lit- 
“control over small and medium-sized 


isinesses, it has stronger influence over | 


e financial sector. It has cautiously al- 


wed Taiwanese banks to expand to Hong- 
mo and refircad ta nermit financial insH- 
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et losses, videot: pe 


Scandals wrack Malaysian-Indian holding compan 


One example of Taiwan’s restraint was | 
recent decision to offer aid from the In- | 


t the end of July, caine politicians 
AS in Malaysia's parliament cringed 

when opposition MP Karpal Singh 
rose from his seat clutching a videotape. 
But nobody winced more than the MPs 
tied to the Malaysian Indian Congress' 
(MIC) investment arm, Maika Holdings. 

Memories harked back to the day in 
December 1989 when Karpal first rocked 
parliament with an allegation that Deputy 
Speaker D. P. Vijandran, a leader of the 
ruling coalition's ethnic Indian n Party. had 
appeared with scores of 
women (65, according to 
those who bothered to 
count) on a pornographic 
videotape. Vijandran later 
resigned his posts as 
Maika chairman and 
deputy speaker, but re- 
tained his directorship on 
Maika. 

Karpal, however, was 
not finished. This time he 
brandished a copy of the 
alleged tape to claim in 
parliament that the police 
investigation ordered into | 
the affair had stalled. He -| 
also urged that the cas- 
settes — which were cop- 
ies of ones purportedly 
stolen from Vijandran's home — be 
screened for MPs, all 17 hours of them. 

Parliament subsequently voted against 
screening the tapes, but MiC's party and 


business leaders did not wait for the deci- 


sion. They sacked Vijandran as a director 
of Maika Holdings, though the legal issue 
of his conduct in the alleged recordings is 
yet to be resolved. "The Vijandran affair 
has tarnished Maika's corporate image," 
company chairman G. Pasamanickam said 
following a meeting of Maika's board. 
But Maika's difficulties seem far from 
over. The ailing investment group with 
66,000 shareholders in Malaysia's ethnic- 
Indian community, is already reeling from 


| a separate scandal involving an alleged 


i| (mi«&annronriation of 9 million shares m the 





Samy Vellu: disclose assets. 


rector Tan Sri Rama lyer and have ask 
MIC President Datuk Seri Samy Vellu 
disclose his assets. 

Analysts say that Maika's leadersh 
woes are the inevitable result of a poli 
which placed the company in the hands 
politicians rather than experienced bu 
nessmen. Others say Vijandran's remo 
from Maika was punishment for being t 
first MIC leader to disclose details of t 
Telekom scandal to the press. 

But Maika's problems go deeper. T 
company, whose activities include so 
drink bottling and bookstores, suffer 
continual losses in 19€ 
90, despite an econom 
boom. The group's aft 
tax loss rose fro 
M$532,000 (US$210,0€ 
in 1987 to M$47 milli 
in 1990. 

Analysts say Mai! 
would have lost evi 
more money were it r 
for its unwillingness 
undertake any type of i 
vestment activity. À su 
stantial portion of t 
firm's M$100 million 
start-up capital in 1984 ; 
mains on deposit. Most 
its income is derived fre 
preferential share alloc 
tions in privatisation 
sues such as Telekom Malaysia. 

Leaders of the Mic and Maika are tryi 
to undo the damage wrought by t 
Telekom and Vijandran scandals. Sar 
Vellu says Maika shareholders will prc 
ably receive a 4% dividend in the curre 
financial year. He says the dividend w 


be taken from Maika’s profits in t 


Telekom Malaysia share sales. 

Analysts, however, note that the co: 
pany has repeatedly failed to pay sha 
holder dividends. Maika, moreover, 
known to have taken up only 1 milli 
shares out of a total of 10 million shares 
now valued at over M$90 million — : 
served for it under the Telekom placeme 
The company says it bought only a porti 


of the shares after it found the financi 





shina to make big purchase 

»f US autos by year-end 

» China on 28 July said it will spend 
J5$130 million this year on US vehicles 
nd parts. “The US is the world leader in 
uto-manufacturing," Chinese vice- 
hairman of state planning Gan Ziyu said 
t a Detroit news conference. Spokesmen 
or US automakers said the auto 
'urchases would probably help China 
:eep its preferential trading status with 
he US and lessen the country’s 
lependence on Japan. The deal 
eintroduces Ford to China and includes 
xM minivans, Chrysler Jeep Cherokee 
its and Ford Tempos. 


Aoscow, Hanoi to continue 
‘ooperative efforts 

» Russia and Vietnam on 31 July agreed 
0 continue economic, scientific and 
echnological cooperation, which was 
lisrupted after the collapse of the Soviet 
Jnion. Russian Vice-Premier V. A. 
Aakharadze told Vietnamese journalists 
hat Moscow would continue to cooperate 
1 the operation of the Soviet-built Hoa 
inh dam, provide Vietnam low-interest 
zans and organise an exhibition of 
'jietnamese consumer goods in eastern 
tussia. The Soviet Union had been 
‘ietnam’s most important aid donor and 
rading partner. 


'ietnam closes offices 

if 20 foreign companies 

» Vietnam on 25 July closed 20 
epresentative offices of foreign 
ompanies in Ho Chi Minh City for 


perating without licences, illegally hiring - 
xal staff and renting office space without 


uthorisation. Most of the companies 
ffected came from Taiwan, Singapore 

nd Hongkong. Ministry of Commerce 
ispection teams uncovered 60 unlicensed 
2presentative offices and another 200 
nauthorised to work. Two thirds of the 
00 foreign representative offices licensed 
> work in Vietnam are located in the city. 


apan, US make new effort 
3 improve trade links 
* Japan and the US made new 


m 


business practices. Japan agreed to 


undertake joint surveys of general trading 
firms, domestic prices and anti-monopoly 
law. The US agreed to review its 

healthcare system, job layoff practices and 
high salaries paid to corporate executives. 


Repatriable-funds window closed 
for foreign banks in India 


> The Reserve Bank of India, the central 
bank, has closed the facility that allowed 
foreign banks to bring in funds under a 
repatriable foreign currency-deposit plan 
for non-resident Indians. Foreign banks 
had brought in nearly US$1 billion in less 
than a year under the facility, giving a 
quick boost to India's balance of 
payments. But following the Bombay 
securities scandal, Standard Chartered 
Bank and ANZ Grindlays Bank had also 
used it to bring in their own funds to 
shore up liquidity and make provisions 
for claims — rather than making capital 
infusions which would not be repatriable. 





Foreign investors were net sellers 
of Japanese bonds in June 

> Foreign investors became net sellers of 
Japanese equities in June for the first time 
in 18 months. They were also net sellers 
of Japanese government bonds. According 
to Ministry of Finance figures, foreigners 
sold US$2 billion of stocks in the month. 
Purchases totalled US$800 million in May, 


Wo Eat Rm 


Seoul to lift limits on overseas - 
corporate borrowing 2 


> South Korean companies will be abl 
to raise funds more easily abroad 
beginning 1 September under regulatio 
being drafted by the Ministry of Financ 
The rules are designed to satisfy 
companies’ financing needs and to bols 
exports. Subject to ministry approval, 
companies will be able to float in 
overseas markets a variety of securities 
and debt instruments, such as | 
commercial paper and global depositar 
receipts. Currently, they are limited to. 
Yankee and Samurai bonds and to. ds 
convertible bonds and warrants. Overse 
subsidiaries and affiliates of companies 
will be given unlimited borrowing pow 
abroad. 


Philippines increases amount 
of US-dollar paper 

> The Philippine Government will 
increase its issue of US dollar- 
denominated Treasury bills from its 


E present level of US$118 million to a 


maximum of US$200 million, the Centr 
Bank of the Philippines said. The USST 
million sold last year will be maturing « 
28 August and 28 September, with the 
Central Bank planning to ask holders if 
they want to roll over their bills. The 
dollar-denominated T-bills were issued 
last year to raise funds for 
reconstruction after the eruption of 
Mount Pinatubo. However, the roll-ove 
of the bills and the new issuances appe 
to be also intended as an outlet for loca 
banks’ high dollar holdings. Interest rat 
on the US dollar-denominated bills carr 
the 180-day Libor rate, payable every s si 
months. 


Astra International chief steps 
down; replacement named 
> Well-known economist Sumitro = 
Djojohadikusumo is to take over at the 
helm of Indonesia’s second-largest |... 
business group, Astra International, afte 
founding chairman and major 
shareholder William Soeryadjaya 
announced he would step down. 
Soeryadjaya, who wants to concentrate 
his troubled family company Summa, | 
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ack in 1986, Japanese banks in 
London had on their books about 
75% of US$17 billion in perpetual 
floating-rate notes (FRNs) issued 
; British and Hongkong banks. When 
juidity in these instruments suddenly 
ied up, the market teetered on the brink 
extinction. Intervention by the Bank of 
igland saved the day, but the Japanese 
ere badly burned. 

Few seem to have spotted the parallels 
- not to mention the irony — in the fact 
at Japanese banks are preparing to push 
it what could be huge quantities of their 
vn version of the perpetual FRN. Like the 
NS, these perpetual subordinated deben- 
res will be Euromarket instruments. 
First of all, it has to be remembered that 
irpetual debt is a contradiction in terms: 
ans are intended to be repaid. In effect, it 
a curious and unhappy hybrid of equity 
id debt. A loan instrument which has no 
demption date has no discountable 
ilue, and thus depends on secondary 
arket perceptions of what it is worth. 
us was the lesson of 1986. 

But these are unusual times. Japanese 
inks are going to have a big problem 
eeting the capital-asset ratios mandated 
' the Bank for International Settlements 
IS), which are due to come into operation 
3m 31 March next year. A sharp recovery 
the Tokyo stockmarket would ease the 
‘essure, but that seems a remote prospect. 

The 11 city banks are taking no chances 
id have been casting around desperately 
r ways to increase their permanent capi- 
Ll. The solution they have alighted on is 
2rmanent subordinated debentures, 
hich rank as equity capital. Sakura Bank 
ill be first off the starting blocks with a 
5$800 million issue, probably followed 
' Tokai Bank. Others will not be far be- 
nd. 

Bank capital is split into two tiers for 
irposes of calculating Bis ratios, and the 
'gregate must amount to at least 8% of 
3k-assets. Tier one comprises capital and 
serves (retained profits), and the second 
ər includes various forms of quasi-capi- 
], such as hidden reserves in the form of 
realised gains on equities. 





SHROFF 


erpetual " bilit 


ing. The amount of ordinary subordinated 
debt in Tier 2 cannot exceed 50% of the 
total size of Tier 1 capital. A number of 
banks are nearing this limit. They need to 
boost first-tier capital but new equity is- 
sues are virtually out of the question while 
the stockmarket is weak. Neither can re- 
tained profits be earned overnight. 

Enter the perpetual subordinated de- 
benture. These curious quasi-equity ani- 
mals promise to solve the problem at a 
stroke. Or do they? Significantly, Sakura 
has had to insert a five-year call-option pro- 
vision in the terms of its ground-breaking 
issue, which offers at least a hint that the 
debentures might one day be redeemed. 

Whether Tokai Bank will follow suit 


with a similar provision remains to be seen. 


It is PPa its Tier 2 limit, as are the 


No cushions 





other city banks of Bank of Tokyo, Nippon 
Credit Bank and Hokkaido Takushoku 
Bank. More to the point, will any of the 
city banks be in a strong enough financial 
position to redeem such debt before the 
market becomes glutted? 

The other question is: who is going to 
buy these instruments? Not the Japanese 
banks themselves this time, but maybe par- 
ties not so far removed. Shroff's sources 
suggest that banks may lend money to 
various institutions or corporations to 








beneath the waterline? m Anthony Row 
Punters looking for Hongkong-listed Chi 
plays face a surfeit of choices, but the cot 
ters arousing the fiercest frenzy in t 
Hongkong market at the moment : 
China property plays. Hardly a day g 
by without some major project being : 
nounced in the Hongkong press. Th« 
news articles have the effect of hyping 1 
relevant company's stock and letting inv 
tors know that a firm is not "missing ot 
on opportunities. 

On 31 August it was executives from 
Ka-shing's Cheung Kong telling the ma 
land-controlled press about their plans 
build a Disney-style amusement park 
an island near Panyu, 90 kilometres fri 
the colony. An even more ambitious pl 
by a hitherto unknown consortium of 1 
named companies, Hongkong United I 
velopment Organisation, was revealed 
1 August when chairman Wong Po-yu 
told the press it was to build a HK$43 | 
lion (US$5.5 billion) satellite city near t 
Pearl Delta town of Dongguan. 

Chia Tai International on 24 July ; 
nounced that it would spend HK$5 billi 
to develop a resort near Dongguan inch 
ing apartments, villas, and “replicas of F 
torical landmarks." No further informati 
was forthcoming. 

But investors looking to make a bu 
on companies diving into the southe 
China property market should beware. 1 
differences between the property mar] 
across the border and the one in Hor 
kong are greater than the similarities. 

In the colony, the market is driven 
limited space and (very) negative real 
terest rates. Across the border there is 
tually limitless space. Even in heavily « 
veloped Shenzhen there is lots of fa 
land. In Dongguan or Panyu or Shun 
the town fades into the surroundi ing bu 

The legal basis for buying and selli 
land-use rights remains unclear. Parti 
larly problematic is what level of gove 
ment has the right to assign these right: 

A number of scams have already hit ! 
local press, with Hongkong buyers 
Shenzhen flats being | burdened with « 
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On fertile ground 


argely because of India's 1991 cen- 

sus, which showed the country 

had a population of 844 million 

and a 2.1% annual growth rate, 
rth control has become a major concern 
the world’s second most populous coun- 
y. And with good reason. Each hour, 
900 Indians are born. 

Unless something is done to slow the 
rth rate, India is likely to have a popula- 
yn of 1.6 billion by the year 2025 and sur- 
iss China as the most populous country. 
ich rapid population growth would have 
devastating effect on economic and so- 
ological development. 

Today, many scientists and doctors are 
ying to give a broader perspective to fam- 
/ planning in the hope of getting more 
»uples to practise birth control. Only 44% 
‘the couples in highly reproductive age 
'oups use contraception. 

In addition to birth control, these re- 
mers are seeking better health care for 
iothers and children as well as trying to 
1d certain social practices that needlessly 
id to India's high birth rate. They es- 
ecially want to reverse the custom by 
'hich parents often promote the marriage 
f children in their early teens without re- 
ard to legal age restrictions. 

India’s most heavily promoted form of 
irth control is surgical sterilisation. More 
ian. half the couples using contraception 
pt for this method. But critics of sterilisa- 
on complain that it has reached the point 
f diminishing returns. They point out that 
erilisation is chosen mostly by couples 
rho already have three or four children. 

Because of India's predominantly rural 
opulation, high poverty level and low lit- 
racy rate for women, researchers are in- 
reasingly focusing on inexpensive contra- 
2ption that requires few visits to clinics. 
Mme approach at an advanced stage is an 
nmunological one. 

The National Institute of Immunology 
1 New Delhi is working on a contracep- 
ve vaccine for women. After initial test- 
1g for human toxicity, the vaccine is now 
eing given to a test group of 180 women 
vith normal sex lives. So far, the group has 
ad 900 reproductive cycles, with only one 


ter estrogen or progestin levels, it does not 
have adverse side effects. 

Nonetheless, Om Singh, a member of 
the research team, says that before the vac- 
cine can be taken to the next stage of test- 
ing, which will involve thousands of 
women, antibody levels must be moni- 
tored in the current test group long enough 
for dosage to be determined. Three injec- 
tions are now administered to women at 
six-week intervals. The researchers hope to 
produce a single-injection vaccination that 
will need only one booster annually. 

N. K. Talwar, director of the institute of 
immunology, believes the vaccine is the 
most advanced in the world. The institute's 
research, which began in 1974, parallels an 
abandoned programme in the US at the 
Population Council's Centre for Biomedi- 
cal Research in New York. Work on the 
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Ticking: population timebomb. 


vaccine was halted at the centre after it ran 
afoul of US anti-abortion lobbies. Because 
the vaccine takes effect after an egg has 
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woman, a male contraceptive needs to st 
press the daily production of millions 
spermatozoa without diminishing a ma 
sex drive. Currently, this problem is ov 
come by supplementing the contraceptiy 
with the male hormone testosterone. 

At the Indian Institute of Science 
Bangalore, a team led by M. R. Moud; 
has made progress in developing a cont 
ceptive vaccine for men. Moudgal says t 
genesis of the vaccine, which has und 
gone limited clinical testing, can be trac 
to 1978, when he observed that male mc 
keys could be rendered infertile by the t 
of FSH, a hormone secreted by the pituité 
gland of sheep. 

Moudgal says four monkeys that wi 
immunised for up to 13 years with FSH h 
normal sex drives. Moreover, the vacc 
is reversible. Once it was stopped in | 
monkeys, they were able to impregnate 
males. 

Meanwhile, Centchroman, a new ty 
of contraceptive pill for women has pass 
all three phases of testing in India, anc 
on the market through prescription in n 
jor cities. Centchroman is the result of 
years research and testing by the Cent 
Drug Research Institute in Lucknow. 

B. N. Dhawan, the institute's direc 
says the research team focused on a p: 
pheral way of blocking pregnancy beca! 
most contraceptive pills prevent ovulati 
which disrupts bodily functions and « 
cause serious side effects. No proble 
from Centchroman usage have been : 
served, and children born to women 
volved in the contraceptive's testing hi 
had no abnormalities. Fertility also retu 
quickly to women once the weekly dos 
is stopped. 

The institute especially wanted to f 
an anti-implantation agent, which preve 
a fertilised ovum from implanting in 
uterus. In a normal reproductive cycle, 
uterine inner membrane underg 
changes that make it ready to receive 
egg at the same time ovulation occ 
Centchroman, however, inhibits the act 
of estrogen in the uterine cycle, forcin 
out of synchronisation with ovulation. 
the time the uterus is ready, the ovun 





Lufthansa, Japan Airlines 
and Nissho Iwal, 
welcome on board. 





Lufthansa, Japan Airlines and Nissho the USA. Needless to say DHL is well established 
Iwai take a seat with DHL. in each area. For short-haul routes, it uses its 
DHL International reinforces its alliance with own airplanes. For intercontinental flights it 
Lufthansa, Japan Airlines and Nissho Iwai. Under calls on leading airlines — including Lufthansa 
the new partnership each has increased its share- and Japan Airlines — and will continue to do 
holding in DHL International. The move hardly so in the future. 
comes as a surprise. DHL is the acknowledged The partners: Why they said yes. 
global leader in the express delivery of docu- Its only normal that a service-oriented company 
ments and packages. Who better to share this should look to other service companies as potential 


position than two of the world’s 
most respected airlines and f | 
a major trading group? e d, 

Service is all. 
DHL Worldwide 
Express thrives on 
the service it offers 
its customers. The 
efficiency and flair of, 
each DHL employee is 







= partners. The reputa- 
Ve tion for excellence of 
each of DHL's part- 
ners strongly moti- 
vated its choice. To 
make sure everyone 
made the right 
choice, they agreed to 
give their final answer 
after a two-year trial 
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concentrated towards the goal of deliver- period. The response was unanimous: Yes! 
ing essential packages around the world — quickly And what it means to you the customer. 
and safely. Currently, 26,000 men and women in Faster service, better airport facilities, smoother 
over 200 countries provide vital services every ground distribution systems, more investment 
day. More than 8,000 owned and operated vehicles in vital information services; the benefits to the 
from 1,350 service centres handle the express customer are clear. They will also grow in the 
deliveries of nearly one million customers worldwide. near future, allowing customers to pick and choose 
The Europe-Asia-USA triad. from a wider selection of services. It's true now and 
80 % of world trade is between Europe, Asia and it will be even more so in the future. 
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Atlanta 
In 1996 





In 1996 Its Our Turn. 


Soon, the world will discover something we've known all along. Atlanta is truly a 
great international city. That's why we call it home. And why we fly there more than 480 times 
every day, from over 300 cities around the world. 
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LETTERS 


Colonialism hangs On o —- 
Much as one favours developing country 
practitioners getting together to discuss 
what makes for development, the World 
Bank meeting in Morocco described by 
Anthony Rowley [INVISIBLE HAND, 30 July] 
seemed to throw up : some e pretty. dubious 
generalisations. — | 
None more so thati 
“East Asia, where rulers an tions sur- 
vived colonialism.” The latter is true 
enough (and not only of East Asia), but 
rulers? In Taiwan, where Japanese coloni- 
alism was followed by Kuomintang occu- 
pation? In South Korea, whose modern 
state is much more the inheritor of three 










years of US military government (plus 
again, dare one whisper it, the prior four 





decades of Japanese rule), than of the pre- 
ceding Choson dynasty? 
Granted, looking ; around the lobe there 


are instances where some continuity of 


political institutions before, during and af- 
ter colonial rule does seem to correlate with 
faster- developme nt. Bots wana is one such 
case, for economic grow h; Kerala state in 
India is another, on social welfare indica- 
tors. But equally, other iples suggest 
the opposite. Morocco itself is no shining 
advertisement for growt 1, equity, democ- 
racy, or any particular virtue (the weasel- 





















word "stability" tends to cover a multitude 


of sins). 


How about a aoi hypothesis: that 


the trauma of Japanese colonialism so sev- 


ered Korea from its roots that the quest to 


reassert them became a force for develop- 
ment? This has the virtue of explaining 
how Confucianism, seen as a force for stag- 
nation by Max Weber, could in modern 
times be transformed into a dynamic 
(which is otherwise never clear in all the 
loose talk of a "Confucian ethic"). 

While it's good that the World Bank is 
finally admitting there’ s more to develop- 
ment than market forces and less govern- 
ment, it’s also essential to handle political 
and cultural variables with rigour and pre- 
cision. 

Leeds, ee AIDAN FOSTER-CARTER 


————————————————— 





Timorese must be involved 


It is disingenuous for Indonesian officials 
to accuse Portugal of shifting its ground on 


talks at the UN on East Timor when it 
stresses the need for Timorese’ participa- f 


teL l PMen Er LIL X. nA Yo od E 


| e reference to. 


with all parties. directly concerned. wi 
view to exploring avenues for achievit 


comprehensive settlement of the pi 


lems." Who can deny that the Timorese 
the party most directly concerned? _ 

The trouble is that the consultati 
held hitherto have disregarded the di 
tive of the General Assembly by keey 


the Timorese out. The Portuguese Gov 





ment can only be commended for now 


sisting on proper respect for the resolut 
The very idea that the issue of East Ti 
can be solved without full East Timo 
involvement i is too a pi osterous for wo 

CARMEL BUDIAF 
> The Indone 
Human Rights Camp 
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Thornton Heath; 
Surrey 


No restrictions for foreigners 
N. Balakrishnan's Condo conundrun 


Aug.] makes some very valid points « 
cerning the differing views of possible 
ture trends in Singapore's private resic 
tial property market. However, saying 
"foreigners [are] not allowed to purcl 
property” needs clarification. 
Foreigners are allowed to purch 


property, provided that the property is 


ficially designated as a condominium v 


-no restrictions for foreigners. There 


many such properties in Singapore an 
as a British expatriate, am the owner-c 
pier of one such. apartment. 

Foreigners are not, however, permi 
to purchase. landed property (that 
houses, bungalows etc.), except as per 
nent residents, and then only with the | 
mission of the authorities. 

Singapore | ... -DUNCAN M. FIS) 
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Jobs for Malaysians” | 

Your BRIEFING Crackdown on illegals v 
ries Malaysian companies [23 July} r 
be true. But those construction compa! 
in Kuala Lumpur and elsewhere in Ma 
sia never had it so good. The workers fi 
Indonesia and the Philippines are paid | 
nuts by these companies. At such a [ 
rate (as low as US$2.80 a day) and witt 
social benefits, no Malaysian workers 


take the jobs. 


In Sarawak some companies in tim 
related industries deliberately impo! 


workers from Indonesia because they 
. cheap. Such a situation, if allowed to « 
tinue, will rob the local labour force 
employment. It will not deprive these o 


panies of much of their. profits if they 


nlla tig Wis amos Wu 




















Then your journey begins 
with Nedlloyd Lines, one of 
the world’ s largest shipping . 
cor pan ies. And one of the © 
= most innovative, too. 

a We don’ t just & hip your 
goods from a” to B, but 










requlagments. Y 
A idw de shi Ipp ing 





a orpletely new 
api cien of container 








your neec ui the only 


norah your Uu "i need to De is 






your nel Nedlloyd 
agent. — 


Nediloyd L Lines: 
P.O. Box 240-3000 DH Rotterdam 
Boompjes 40-3011 XB Rotterdam 


Tatanhana: 04 40 ANGA s ES jeje 
















































MS. Malaysian. Prime Minister 
Datuk Seri Mahathir 








one of the Third World’s 
most vocal critics of the 





environment and what he 
; sees as the US attempt to 
impose its: own version of gen 

and human rights on Reve opuE 0e 

countries. Mahathir has. alienated _ 
Western diplomats by his ; 
confrontational style and offende 
of his Asean colleagues by his failure to 





‘consult them. But he has also won credit 


for changing the terms of the global 
debate on the environment so as to 
reflect the interests of developing 
countries. As Kuala Lumpur bureau 
chief Michael Vatikiotis points out, 
„Mahathir has managed to attack the 
West in his speeches while pursuing an 
economic strategy that depends heavily 
on Western trade and investment 16 


Cover HUN by Chow Lee, Inset photo by Richard Jones. 
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Cambodia : Khmer Rouge T Talk 


“warns that there may be more olence - OM m 


- against the Vietnamese community in 


. Cambodia if the UN fails to agree to the 





Khmer Rouge : demand that the Phnom - 
d Penh ines be dismantled 8 





INTELLIGENCE 


 Hanoi's quiet oil move 


Vietnam quietly signed a contract on 9 
June with a Norwegian seismic survey 
company to conduct deep-water 
hydrocarbon surveys in the vicinity of 
ano “oil exploration concession in the 
Sdwth.China Sea that China granted to 
the Colérado-based Crestone Energy 
Corn, a month earlier. Hanoi protested 









Mohamad has emerged as | In the run-up to the 


.- West on protectionism, the 


ieta 


Japan : Defence - Le 
The latest official ac yc 


top leaders meet 





Arms. : 


surveys will provide information: which 
can be sold to other foreign companies 
interested in oil exploration. off the 
Vietnamese coast. m 


Russian jets for China. 


China has taken delivery of a dozen 
Su27 fighter aircraft from Russia. The 
aircraft, currently stationed at an air 
force base 120 kilometres south of 
Shanghai, are part of a batch of 24 Su27s 
which China ordered last year. The rest 
of the aircraft will be delivered in the 
next few months. As a goodwill gesture 


! into a test 
: and | the 


recently TN fom. detention by th 
military regime are finding that strict 
conditions are being put on their 
freedom. Agents from the feared. 
Directorate of Defence Services 
Intelligence, or secret police, have told 
the politicians that they will be re- 
arrested unless they cooperate with th 
ruling State Law and Order Restoratio 
Council by acting as informers on the 
political opposition, most of whom ha 
gone underground or fled to remote 
parts of the country. 





new industrial standards 52 
Thailand : ‘Companies 





Thai Tantalum, once on the verge of. 2 
collapse, is set to become the world’s” 


largest producer of the 1 me al 


Malaysia : Companies - S : 
Investors are wary a a plan by G Cen - 





Faber group 54 
Indonesia : Banking - 


Seven major state banks are seeking E : 


equity investors to allow them to. 
compete better against smaller bank «s 


South Korea-US : Economic Relatio 
Talks to clear barriers to o bilateral: tr 


the neighbour came to. congratulate him, 
but also warned the assembly member 
about possible danger to his children if- 
anything was done to "harm" the police 
official. Fearing that the city's fiesty 
Youth magazine might soon expose him 
tor closing his eyes to vice in his 
neighbourhood, the parliamentarian has 
lecided to move house. 





China administrative c langes 


^ major streamlining and reorganisation 


of central government departments 
inder China's State Council is likely 











and investment are expected to end in 


reement i in September 58 
firms seek hi-tech collaboration 58 


japore : industry - oe 
rd. profits are falling and s some. 
ua are bare 60 pt 
















dires finds ne has few 


policymaking. 


MiG boost for Pyongyang 


North Korea has begun assembling 
MiG29 fighter aircraft folowing the 
transfer of production facilities from the 
former Soviet Union. The first locally 
made MiG29 was flown during a 
military parade celebrating North 
Korean leader Kim II Sung’s 80th 
birthday in April. North Korea brought 
24 MiG29s from the Soviet Union in the 
mid-1980s. Production of the warplane 
marks a maior technological boost to 
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Baoshan Iron and Steel, China's second. 
largest metallurgical enterprise, has beer 
discussing with the Shanghai Stock 
Exchange the listing of Rmb 1 billion 
(US$185 million) in domestic A shares - 
and Rmb 200 million in B shares (w hich 
are reserved for foreign investors.) The- 
funds are to be used for the Shanghai- . 
based factory's third phase of . 
development — expected to be 
completed by the end of the century —. 
which will increase output by 50%, The. 
first two phases cost more than Rmb 30. 
billion. The second nhase. completed ir 






ieu Samphan and part of the worthless riel banknote: increasingly isolated. 
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Fighting words 


or the first time in a decade the Khmer Rouge has admitted differences 
ith China but it has nevertheless stiffened its position in response to 


N pressure to disarm. 


' Nate Thayer in Phnom Penh 


y ambodia's hardline Khmer Rouge 
faction, accused by the UN of 
blocking implementation of the 
Paris peace accord by refusing 
demobilise its armed forces, has struck 
ck by threatening violence against the 
inority Vietnamese community in the 
untry. 
In an exclusive interview with the 
view, Khmer Rouge president Khieu 
mphan also said his group was resisting 
essure from China to cooperate with the 
N. Khien Samnhan said that he had been 


itly accused Peking of abandoning its com- 
mitment to the Khmer Rouge so as to reas- 
sure other Southeast Asian nations, includ- 
ing Vietnam, of its peaceful intentions in 
the region. Khieu Samphan spoke to the 
REVIEW one day after Yasushi Akashi, the 
head of the UN Transitional Authority in 
Cambodia (Untac) had firmly rejected the 
demands of the Khmer Rouge for the dis- 
mantling of the Phnom Penh government 
and threatened that UN troops would use 
force to enter territory under Khmer Rouge 
control. 

The Khmer Rouge has called for the 
Vietnamese-installed Hun Sen reeime to be 


Cambodia. The Khmer Rouge conten 
that Vietnam has infiltrated hundreds 
thousands of civilians into the country ài 
maintains an underground military ni 
work which is poised to swallow the cou 
try. Untac officials say they have no e 
dence of Vietnamese units remaining 
Cambodia and Akashi has condemned t 
Khmer Rouge for fuelling racial hatred. 

China's decision to side with the We 
ern powers against the Khmer Rouge h 
left the hardline Marxist faction almo 
completely without outside support for t 
first time in more than two decades. E 
Khieu Samphan made it clear in the int 
view that this would not result in a 
softening of his group's position. 

The Khmer Rouge leader accused t 
Western powers — particularly the L 
France, and Britain — of abandoning t 









etnamese forces. [because 
15e these forces against the Khmer Rouge," 
1e said. 

"If the SNC remains without power or 
neans then Untac, either consciously or 
inconsciously, is cooperating with the 
?hnom Penh regime. This means that elec- 
ions will certainly be held within the 
ramework of the regime set up by the Vi- 
stnamese . . . We will never accept this, 
ind cannot partici pate in elections or po- 
itical activity under such conditions,” 
<hieu Samphan said. 

In what appears to be the first direct 
hreat of violence against the Vietnamese, 
Shieu Samphan warned that hatred was 
nounting against Vietnam and its nation- 
ils living in Cambodia. He spoke of a 
ooming possibility of ethnic violence un- 
ess Untac met the faction’s demand. 

Khieu Samphan warned that recent 
nassacres of Vietnamese civilians in Cam- 





'odia were bound to be repeated unless. 


Jntac addresses the issue of Vietnamese 
ettlers, “Recently Ambassador Charles 
[wining spoke of his worst nightmare, see- 
ng Vietnamese corpses flowing down the 
Mekong River in Phnom Penh," Khieu 
'amphan said, referring to a remark made 
'y the US envoy to Phnom Penh to the 
REVIEW in July. 

“Untac must understand the urgency of 


esolving the problem of the Vietnamese 


ettlers who are part of the Vietnamese 
ccupation plan which continues to swal- 
ow Cambodia. If the Cambodian people 
annot see a peaceful resolution to the 
'roblem, they will seek other means. So 
Ambassador Twining's nightmare might 
'ecome a reality." 

In the first public confirmation of a 
hange in China's attitude to the Khmer 
ouge, Khieu Samphan said that talks had 
iken place in Bangkok in early August 
vith Xu but denied wire service reports 
aat Khmer Rouge supremo Pol Pot had 
een involved. Instead, he himself had met 
u to discuss the impasse over implemen- 
ation of the peace accord. 

Khieu Samphan said Xu had tried to 
npress upon him that “we should enter 
ito Phase H [of the UN peace process]." 
u described the two key conditions. raised 


y the Khmer a as "reasonable and 


orrect,” but sugg “that we should 
nter Phase H and cues [our conditions] 
t the same time." Khieu Samphan said he 
ad replied that the conditions should be 
nplemented first. 

Diplomatic sources in Phnom Penh say 
yat China is firmlv sunnortine {Intar and 





they hopel to. Khieu Samphan ad mitted that "China has 


no interest in supporting the Democratic 
Kampuchean Party in violation of the Paris 
agreement. China needs to have good rela- 
tions with the West in all fields — trade, 
diplomatic, and economic.” 

He added: “China also wants to have 
good relations with Vietnam, now that 
there is no more Soviet Union... and ina 
situation where the socialist community is 
disappearing." 

China's support for Untac in the cur- 
rent crisis leaves the Khmer Rouge with no 
significant diplomatic backing for the first 
time since the Vietnamese invasion of 

Cambodia in 1978. It removes a key factor 
from the equation which allowed the 
Khmer Rouge to survive and grow since 
its disastrous years in power. 

But while the Security Councils’ five 
permanent members appear unified in 
their opposition to Khmer Rouge refusal to 
implement the peace process, the move- 
ment has begun stressing other issues that 
have wide appeal in Cambodia. Apart 
from the Vietnamese presence, these in- 

clude corruption and economic misman- 
agement. The strategy of playing up eco- 
nomic issues has been so successful that 
Untac officials agree sympathy for the 
Khmer Rouge among ordinary Cambodi- 
ans is once again on the increase. 





To some extent, officials say, the Kh 
Rouge has been kicking against an o 
door. A rapidly deteriorating economy 
Cambodia has already fuelled serious 
sentment and anger towards the Phr 
Penh regime of Prime Minister Hun £ 
Inflation is running over 100% a year, ; 
the value of the riel against the US dc 
has fallen more than 30% since mid f 
Some Phnom Penh government minist 
have begun refusing to accept their c 
currency, demanding payments for g 
ernment services in foreign currencies. 

In recent weeks, retailers through 
the country have also begun refusing 
accept low-denomination banknotes. 
Khmer Rouge has responded by calling 
the abolition of the Phnom Penh currer 
and the introduction of à new curre 
sanctioned by the SNC. The result has b 
to intensify popular distrust in the riel; 
to deepen an already serious econo: 
crisis. 

The Khmer Rouge strategy of econo 
disruption appears to be aimed at unc 
mining any central authority in Cambo 
whether that of the UN or of 


Phnom Penh government. While the mc 
ment has succeeded in ahenating an 
creasingly impatient world commun 
there are signs that this strategy may 
succeeding. 





:GIONAL 





tegroup to reform 


»aders meet for pre-congress compromise 


Lincoln Kaye in Beidaihe 
[ he trinket stalls, shooting arcades, 


ernment posts. 


T-shirt vendors and seaside 

karaokes here all attest to how well 
riarch Deng Xiaoping and his economic 
»rmers have kept up their side of Chi- 
s implicit social contract since 1989. Peo- 
have more money than ever before, and 
re to spend it on. But in exchange for 


ir new-found prosperity, ordinary Chi- been lacklustre. 


politburo's standing committee or top gov- 


By the same token, Deng might well 
hope to sideline two unpopular appa- 
ratchiks — Premier Li Peng and General 
Secretary Jiang Zemin — who were foisted 
on him as compromise appointees by his 
hardline rivals in the gerontocracy. Li is 
tainted by association with the Tiananmen 
massacre, and Jiang's performance has 
Both have vacillated on 


e are expected to keep their noses out 
»olitics. 
The crowds of holidaymakers seem 
»py enough with the bargain, judging 
m their apparent indifference to the 
tive comings and goings of the political 
ivy weights currently convened here for 
intense month of political horse- 
ling. Peking's ruling gerontocrats and 
ir top aides are gathered in this seaside 
ort to hammer out the necessary fac- 
ial compromises before this autumn's 
h congress of the Chinese Communist 


But the decisions are all made behind 
heavily guarded walls of top cadres' 
side villas. From the jam-packed public 
ich, the only visible signs of the leader- 
p's presence are the crewcut plain- 
thes police lurking in the gazebos, the 
ousines and army jeeps that intermit- 
tly barrel down the “pedestrians-only” 
lanade and the occasional uniformed 
itry with an automatic rifle. 
Unperturbed by these intrusions, the 
ich crowds carry on with the business of 
ving fun. Their equanimity is all the 
re striking considering how much their 
itinued well-being depends on the out- 
ne of Beidaihe’s closed-door caucuses. 
Deng needs a formal endorsement at 
congress for his policy line of rapid eco- 
mic growth and reliance on market 
ces. Knowing that neither he nor his 
ng contemporaries are likely to survive 
‘five years until the next party congress, 
' 88-year-old patriarch wants to see 
eng Thought” enshrined alongside 
irxism-Leninism and Mao Zedong 
ought as fundamental party dogma. 


Te imnlamant hic rafarm amonda Aa. 


policy matters, blowing with the — 


ing wind. They have no 
mass constituencies of their 
own outside the rarefied 
circles of party leadership. 
The happiest outcome, 
from Deng's standpoint, 
could be a straight substi- 
tution of Zhu and Tian for 
Li and Jiang respectively. 
Based on partial returns of 
the selection process for the 
delegates to the congress, 
however, analysts doubt 
that the reformists can 
muster the political clout to 
bring off such a coup. 
Roughly half the 2,000- 
odd seats for the congress 
delegates would go to re- 
gional party figures and an- 


SRI LANKA 


‘Tigers’ prey 


By Manik de Silva in Colombo 





Zhu: ascendant. 


other one third to the military — bot 
constituencies where Deng is stronj 
Speeches at the ceremonies for Arme 
Forces Day — 1 August — repeatedl 
stressed the role of the military and th 
police as "escorts for reform." Likewise, tk 
recently completed conference of provit 
cial party organisation chiefs shored u 
Deng's grassroots base by setting standarc 
for party leaders right down to the factor 
level. The main criterion should be "leac 
ership ability in economic affairs," accorc 
ing to party organisation boss Lu Feng. 

Despite efforts to pack the party cor 
gress with Dengists, the conservative ba: 
tions of the central party and bureaucrac 
will still retain enough delegates to block 
reformist sweep of the appointments to th 
party central committee and other key pe 
sonnel shifts. Still, hardline standard bea 
ers like PARE n Deng Liqun, part 
propaganda chief Wan 
Renzhi and People's Daii 
director Gao Di lost the 
election bids as congre: 
delegates. At the sam 
time, Hu Qili, a high-pr 
file liberal, was also vote 
down. 

Deng's hand wa 
strengthened by the recer 
deaths of two hardlin 
gerontocrats — Li Xiar 
nian, chairman of the Ch 
nese People's Political Coi 
sultative Conference, an 
Deng Yingchao, widow « 
founding premier Zho 
Enlai. But the patriarch st 
faces such formidable oct 
genarian rivals as centri 





Sri Lanka and its armed forces ak uc K 


_Araly Point on Kayts Island off the Jaffna 
Peninsula on 8 August, killing 10 m | 
and navy officers. 









The ce included Mac Denzil 
commander of 


amainet pe eenaratiet Liberation Tigers wk 








Jeng in Shenzhen in January: leaders of all ideological stripes fall in line. 


anning guru Chen Yun and Vice-Presi- 
lent Wang Zhen. Both men were report- 
dly too ill to come to Beidaihe this year, 
"ut still wield considerable behind-the- 
cenes influence. 

Rhetorically at least, leaders of every 
deological stripe now find it expedient to 
'rotest their fealty to Deng Thought. In an 
stonishing deathbed conversion, even Pe- 
ing’s hardline party chief Li Ximing, 
videly seen as ripe for “lateral promotion” 
alled upon cadres to closely study the 
'atriarch's reformist exhortations. Premier 
À Peng, erstwhile champion of the con- 
ervative 6% annual GDP growth targets of 
he current five-year plan, revised his esti- 
nate upwards to match Deng's double- 
ligit targets. 


sland which had long been under army 
ontrol. There had been regular vehicle 
?ovements along the track where the ex- 
losion occurred. 

For President Ranasinghe Premadasa, 
he highest priority following the blast 
vas to ensure the safety of minority 
amils living among the majority 
inhalese in Colombo and elsewhere in 
1e southern and central parts of the 
ountry. On the day after the blast, 22 
eople were killed in a Tamil village in 
te eastern district of Batticaloa. The army 
as denied any involvement in the 
atticaloa attack which remains unex- 
lained. 


While the covernment is anvinie to 


On the other hand, reformist slogans 
were 
toned down in the mass media in accord- 
ance with what one observer calls the 
Beidaihe spirit of compromise. He adds: 
“After all, the congress is approaching and 
these factions have to do business with 
It's no time for slanging 


about “guarding against Leftism” 


each other. 
matches.” 
“The flow is clearly with Deng,” says 


an analyst awash in the surf at the private 
beach of Beidaihe's Diplomatic Personnel 
Guest House. “But it hardly amounts to a 
tidal wave." 

Still, he predicts, the patriarch may well 
try to capitalise on his current political 
momentum by pushing for a congress as 


early as September. If so, he adds, it could 


gency problem. The loss of the 10 officers 
will certainly affect forces morale. But the 
government intends to keep up the pres- 
sure while continuing the slow search for 
tiated settlement. 

Araly blast has stirred memories 
of the bloody anti-Tamil rioting that oc- 
curred in July 1983 when the bodies of 13 


soldiers killed by the LTTE were cremated 


in Colombo. The rioting blackened Sri 
Lanka's image internationally, and 
caused enormous economic damage 
from which tourism is only now recover- 


ing. 
Kobbekaduwa’s funeral in Colombo, 


which attracted a crowd estimated at 
newer mann nacead aff unthaiit carinne 


viv 


indicate that Deng means to leave thi 
Peng-Jiang Zemin axis in place. Instead, 
retormists might try to build around Li 
Jiang by altering the government struc 
and augmenting top party conclaves. 

In addition to the two politburo sta 
ing committee vacancies likely to open 
with the retirement of old war-horses ` 
Yilin and Song Ping, a few more s 
might be added to the partv's higl 
body. That way, both Zhu and Tian co 
be accommodated, as well as such ol 
contenders as State Planning Commis: 
chief Zou Jiahua, conservative cham 
Li Tieying and Foreign Minister C 
Qichen, a Li Peng loyalist. 

On the government side, Zhu has b 
put in charge of the newly establis] 
Economic and Trade Office. Once i 
confirmed as a full-fledged commissior 
the country's pliant parliament next y 
Zhu's new super-agency could well cc 
to wield as much clout as did the n 
defunct State Economic Commiss 
under reformist ex-party chief Zl 
Ziyang, Deng's designated successor 
fore 1989. 

Zou Jiahua, a prominent Zhu rival, 
ready has charge of the State Plann 
Commission. But this brief seems likely 
win him less and less credit as the refo; 
ist vogue for market economics ga 
ground. Zhu, on the other hand, will ge 
bask in the glory of such achievement: 
China's accession to the Gatt — though 
will also have responsibility for some o/ 
most intractable problems, like reduc 
debt, restructuring hopeless state indust 
and curbing incipient inflation. 

With the party committed, under Di 
Thought, to "take economic construct 
as the core," reformist Zhu's new posit 
greatly increases his prestige. Even if 
fails to win the premiership at the com 
congress, his control of the Economic é 
Trade Office makes him a convincing pi 
ner, together with Li and Jiahg, in a rul 
troika. 

His bureaucratic sway could be 
panded by annexing key functions of 
tax office as well as ministries such as « 
merce, industry, foreign economic relati 
and trade. Already some of these minist 
are tipped to become vice-commission 
of the Economic and Trade Office, imp 
itly subordinating them to Zhu. 

Perhaps to prepare the ground 
Zhu's ascendency, the People's Daily ra 
front page editorial stressing that econor 
reform and increased enterprise autono 
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IALAYSIA 
es cut with Belgrade 


alaysia has closed its 

ibassy in Belgrade and 

zen diplomatic ties with 
igoslavia. In a strongly 
orded statement, Foreign 
inister Datuk Abdullah 
idawi deplored the “horrific 
uation in Bosnia 

ercegovina, the main 
sponsibility for which must 
‘with ... Belgrade.” The 
tion is the first by any Asean 
untry. Malaysia also called 

i the UN Security Council to 
nvene an emergency session 
facilitate the use of “force to 
isure passage for relief 
pplies and stop the 

olence.” Malaysian 

plomats hope the matter will 
‘taken up by a caucus of 
amic states at the 

rthcoming Jakarta conference 
the Non-Aligned 

ovement. 
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I6 jet: ban stays. 


'AKISTAN 

ir force mission fails 
ikistani air force chief Air 
larshal Feroz Khan returned 
om the US on 8 August after 


‘ 


BRIEFING 


Pakistan acquired 40 of these 
aircraft before the ban came 
into effect. 


JAPAN 
A sop to the right 


Kiichi Miyazawa announced 
on 9 August that he will visit 
the Yasukuni shrine, which 
commemorates Japan's war 
dead, some time this month. It 
will be the first such act by a 
Japanese prime minister since 
Yasuhiro Nakasone's visit in 
1985, which sparked protests 
in China and Korea. Miyazawa 
had earlier said he would not 
visit the shrine in any capacity, 
but was forced to reverse his 
stand to appease rightwing 
politicians opposed to the 
emperor's visit to China later 
this year. Miyazawa's visit will 
be made in a private capacity 
and not on 15 August. 
Ceremonies conducted at the 
shrine on 15 August, the 
anniversary of Japan's 
surrender in World War II, 
specifically honour those who 
died in that war. 


KOREA 


Family reunions put off 


Red Cross officials from North 
and South Korea broke off 
their talks on 7 August, 
scuttling their original pledge 
to allow the reunion of 
families by 25 August this 
year. North Korean officials 
insisted that the reunions 
could not proceed unless the 
South stopped demanding ^ 


bilateral nuclear inspectiofjs, à. - 


major issue blocking progress 
on North-South political - 
reconciliation. 
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Separatist revenae - 
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Miyazawa: appeasing rightwing politicians. 


International, and Gurjant 
Singh Budhsinghwala, head of 
the Khalistan Liberation Force 
— were killed. Both were 
accused of numerous 
assassinations of government 
officials. 


mining firms P2 billion (USS 
million) in tax payments for 
gold output that they were 
required to sell to the central 
bank. Ramos later revoked 
both moves. 


BANGLADESH 


Workers eye Taiwan 


Dhaka has taken the initiati 
to export skilled and semi- 
skilled manpower to Taiwan 
following the latter's decisio! 
to allow in 32,000 more forei 
workers to ease an acute 
labour shortage in that 
country. A government offic 
visited Taipei recently for tal 
on the matter. Several 
thousand Bangladeshi work 
are already in Taiwan illegal 


PHILIPPINES 
Top Ramos aide quits 


President Fidel Ramos 
accepted the resignation of 
Peter Garrucho as executive 
secretary on 10 August and 
nominated Congressman 
Edelmiro Amante to replace 
him. Garrucho’s resignation 
was triggered by two 
controversies since he assumed 
office on 30 June: his move to 
extend duty exemption on 
cement imports for three years, 
and-his order refunding to 


SINGAPORE 


Keeping crime down 


About 1,000 people, alleged 
be gangsters and drug 
traffickers, are being held 
without trial in Singapore's 
jails under the republic's 
preventive detention laws. 
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Six days a week a UPS plan 
does something very important i 
Kai Tak airport. It takes off on schedul 

Worldwide Expedited Packag 
Service from UPS ensures th 


packages it carries will arrive in th 





As conventional shipments are being consolidate 
on the ground, your UPS shipments ar 
already inthe ai 


USA or Europe, faster than wit 
conventional air freight. 

Our scheduled flights mea 
scheduled deliveries. So shipmen: 
also arrive more predictably. An 
because we are UPS, they even arri 
more economically. 

So, call UPS and leave th 


conventional behind. 
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We would never 


say the new 
Audi 100 is the 
best in its class. 


We don't have to. 


“The new Audi 100 is no longer 
number three among the distin- 
guished German marques, but, as the 


test proves, number one." Auto Bild. 


"Audi has succeeded . . . in not just 
drawing level with the competition, 
but moving ahead of it.” Auto Motor 
Und Sport. 


"Frankly, there are few cars as 
refined, as cultivated, as of-a-piece as 


this.” Car and Driver. 


“This car is more than a little like 


a four-door Porsche . . .” Automobile. 


“With very little steering effort, the 
Audi actually lets itself be driven 
nimbly and precisely like a small car.” 
Auto Motor Und Sport. 


“Smooth, quiet and absolutely reso- 


lute in its onward rush.” Motor Trend. 


uto - 
motor 


sport Zag i 





“The Audi 100 is clearly the de- 


serving winner." Mor. 


SIEMENS 


Integrated 
oystems Technology 


Powe o 
for Indonesias 
rural areas 





The electrification of rural areas is one 
of the main targets of the Indonesian 
government. In line with this 
programme, Siemens, as the main 
contractor, has been responsible for 
the installation of 43 diesel power 
plants with a total capacity of 225MW. 
Diesel engines and alternators, block 
transformers and switchboards, 
distribution equipment, control and 
automation systems, much of it 
produced in Indonesia. 


Having the right equipment produced 


Integrating individual components int: 
functional systems, handling turnkey 
projects from engineering to 
commissioning - Siemens has the 
knowhow and technical competence 
This is only one example. 


For further details contact 

Siemens (Pte) Ltd 

151 Lorong Chuan 03-01 

New Tech Park Singapore 1955 

or Siemens offices in Bangkok, 
Beijing, Hong Kong, Jakarta, Kuala 
Lumpur, Manila, Seoul, Taipei and 
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lew breed of businessman enters eléction contest 


y Rodney Tasker in Bangkok 


korn Hoontrakul, sweating 
A profusely, paused after greet- 

ing a desperately poor fam- 
y in one of Bangkok's slums and 
iid in his well-polished English ac- 
nnt: "You've got to show your 
oody face." 

Akorn, despite his wealth and 
itish education, is one business- 
an who has decided to cut through 
e traditional business-politics rela- 
ship in Thailand. The traditional 
ay is for big Thai businessmen to 
ind parties which stand the best 
ance of forming a coalition gov- 
nment, and to reap benefits from 
eir investment. Akorn and his 
ung friends at the helm of Bang- 
k's business community want to 
iange all that. 

"This is a new development — 
e have never seen this kind of 
ing happen before," said Olarn 
haipravart, executive vice-presi- 
ent. of Siam Commercial Bank, 
e fourth largest in Thailand. 
larn was one of Akorn's friends 
‘companying him on the campaign trail 
rough one of Bangkok's most depressed 
eas. 

Asked whether his bank would be pro- 
ding the usual funding for political par- 
's expected to come out on top in the 13 
‘ptember general election, Olarn said: 
fes, but this time it is consumption 
oney, not investment money." In other 
ords, people like Olarn are providing 
|ancing for political parties in the time- 
snoured way, but this time they do not 
pect returns on their money. 

Olarn and several other leading busi- 
'ssmen in Bangkok are supporting 
xorn's bid to become an MP. Before, busi- 
ssmen quietly funded potential ruling 
rties in order to assure a smooth passage 
r their business operations. Now, 
unger business executives such as Olarn 
* exploiting what they think is a new 


od in the country intent on breaking 
vuv tha ald chrin af nnliittee T Iesse tha 





Akorn on the road: new integrity. 


ing in Thailand,” said the 47-year-old 
Akorn. "I think I will be a better man after 
all this — I will see how the other people 
live and how the economy is working." 

Prime Minister Anand Panyarachun 
was cautious when asked by the REVIEW 
recently for his views on the development. 
"Businessmen themselves have to appreci- 
ate the distinction between running their 
own business and running the business of 
the government. When they run their own 
business, of course, the bottom line is 
profit. Businessmen have to understand 
that once they hold public positions, the 
bottom line is not profit but public trust 
and confidence. In running the business of 
the government they must demonstrate 
their own integrity." 

The May violence, in which army 
troops shot down 52 pro-democracy pro- 
testers in Bangkok with possibly hundreds 


more unaccounted for, triggered the 1 new 
tena Ranel- al. lass ww" 


MADA Gwe sees cw 


some years, under the umbrella of an : 
ganisation called Business Manageme 
Services. 

Akorn, then a deputy manager of Ch 
Manhattan Bank in Bangkok, and | 
friends backed a party called the N« 
Force Party in the 1970s. Akorn wanted 
run in a Bangkok constituency to fight Sx 
Pramoj, then the leader of the po 
erful Democrat Party. Seni chang 
his constituency, and Akorn was 1 
allowed to change his to fight hi 
and dropped out. So Akorn has h 
to wait until now to run in an el 
tion. 

He chose the Palang Dhart 
party, headed by former Bangk 
governor Chamlong Srimuar 
Chamlong was the main leader 
pro-democracy forces confronti 
the military in central Bangkok 
May. That confrontation eventua 
led to the resignation of former : 
preme commander and army ch 
Suchinda Kraprayoon as un-elect 
prime minister. 

On his foray around the Du 
slums of his chosen constituen 
Akorn had to fend off charges 
other parties that Chamlong had 
responsibly led people to th: 
deaths in May. "We have to t 
them we are for the people,” Ako 
said. “We tell them that Chamlo 
tried to help the people, but all 
got was bullets.” 

Akorn is the most visible sign 
the trend among young business ¢ 
ecutives to support parties like Pala 
Dharma which are trying to break the « 
cle of old business-supported parties p: 
siding over corrupt administrations. T 
decision by Anand's interim governme 
to reshuffle the military leadership in t 
wake of the May violence and replace : 
fending generals with more professior 
soldiers has helped Akorn and other ca 
didates running under the banner of pi 
democracy parties. 

Akorn is running in Bangkok's Cc 
stituency One, which embraces a numt 
of military barracks. Some 25,000 soldi 
and their families comprise a formidat 
voting force among the constituency 
220,000 voters. The leading political lig 
in the area is Samak Sundaravej, leader 
the Prachakorn Thai party, who has re 
giously stuck to his pro-military line f 
lowing the May tragedy. He says that t 
troops had good cause to put down ac 


ower bw. “ee wn vlad ^ ha 
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f the top three hotel groups in Thailand 
— Akorn is hardly a man of the people. 
sut he is trying hard. 

Accompanied by young executives 
rom many leading Bangkok banks and 
«ther captains of industry, Akorn is going 
round pressing the flesh in his constitu- 
ncy every day. "I said [to Chamlong] I 
vanted to earn my seat — and Constitu- 
ncy One will be more of a challenge," 
\korn told the REVIEW. His fight for a par- 
iamentary seat is more of a challenge to 
he system than anything else. 

Business Management Services, in 
vhich Akorn is a leading light, came out 
trongly after the May upheaval, saying it 


THAILAND 


wanted actively to support candidates in 
the next election. The organisation has 
since mutéd its Jine, particularly after 
former prime" minister Chatichai 
Choonhavan announced his intention of 
leading his new Chart Pattana party to suc- 
cess. The group now represents individu- 
als who support people they like, particu- 
larly Akorn, who has been on first-name 
terms with Bangkok's leading businessmen 
for many years. 

Akorn himself is a symbol of Thailand's 
economic success. He owns two Rolls 
Royces, and his hotel group has 10 hotels 
in Thailand, with restaurants in London 
and France. At the end of a morning's cam- 


Purple pledges for votes 


By Paul Handley in Bangkok 

When Paitoon Wiriyapong and Ong-art 
Norin went to register their candidacies 
for the upcoming Thai parliamentary 
election in Uthai Thani province, they 
were in for a surprise. Just hours before 
the two New Aspiration Party (NAP) can- 
didates arrived at the registrar, two other 
people had already submitted their 
names for the same slots under the NAP 
banner. Like Paitoon and Ong-art, both 
carried official endorsements signed by 
party chief Chavalit Yongchaiyudh, the 
former army commander. 

More significantly, the two first- 
comers, Phol Rengprasertvich and Tam- 
chai Khambato, were known to be mem- 
bers of a large rival party, Chart Pattana. 

Thai politics is usually full of sur- 
prises, mostly because politicians at 
every election are ready to jump party at 
the sight of a wad of purple 500-baht 
notes. In the run-up to the 13 September 
poll, one party is said to be enticing 
crossovers with a 3-5-7 formula: Baht 3 
million (US$120,000) for any former MP; 
Baht 5 million for anyone who won à 
seat in the last 23 March) election; and 
Baht 7 million for a former minister who 
can deliver a team of MPs. 

But that is all relatively normal. This 
time, as the 31 July registration deadline 
neared, the regular party shuffle began 
to look more like a dance of panic. 
Among the more prominent jumpers, 


Li ue ee 


But it was in the big- 
ger parties that the re- 
sults were most hilarious. 
Take former prime min- 
ister Chatichai Choon- 
havan's Chart Pattana. 
Faced with rivalry from 
mega-rich politician 
Banharn Silpa-archa over 
control of his own Chart 
Thai , Chatichai and 
followers broke away. 
For an alleged offer of 
millions of baht and a 
party leadership seat, 
Phol turned his own, 
barely functional single- 
MP party — Puang Chon 
Chao Thai — into Chatichai's hands, 
whence it was redubbed Chart Pattana. 

Meanwhile, his party weakened by 
Chatichai's departure, Banharn merged 
Chart Thai with former military-backed 
powerhouse Therd Thai (the former 
Samakkhitham), retaining the Chart Thai 
name. 

Almost immediately Chart Pattana 
and Chart Thai began fighting over own- 
ership of the nearly completed Chart 
Thai headquarters. Since the lease on the 
land was in the name of one of 
Chatichai’s breakaway team, they felt 
they deserved it. But since Banharn prob- 
ably funded much of the construction of 
the building, he claimed it. Never mind 
that, in joining Chart Thai, Therd Thai 
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Chatichai: musical chairs. 


paigning around Dusit, Akorn likes to 
cork a few bottles of good French win 
put himself and his colleagues in the m 
for more campaigning. 

Whether or not Akorn wins his sei 
debatable, given the fact that he is runt 
against the formidable Samak. Either v 
Akorn feels that he is at the forefront 
move among Bangkok businessmet 
stand up and be counted, for a cha 
Even if Akorn fails in his bid for pa 
ment, the group of young businessi 
will look ahead to the next election in | 
by which time they could make a las 
mark on Thailand's troubled political lé 


scape. 


ing party-jumper — is and where thi 
money went is still a mystery. 

Meanwhile at Chart Pattana, Pho 
was getting hot. The newcomers to wha 
was his own party made him a senio 
official but would not tel 
him what was going or 
They did let him knov 
that, though Phol himsel 
could stand as an incum 
bent candidate in Utha 
Thani, his budd) 
Tamchai could not. On 
problem is that in Jul 
Tamchai was sentence 
to 20 years’ jail (he is ou 
on appeal) for illegall 
lending Phol hundreds c 
millions of baht sever? 
years ago when Tamchz 
was president of Krun; 
Thai Bank. 

So Phol got a hold o 
a blank NAP endorsemen 
signed by Chavalit and enlisted himsel 
and Tamchai in the party. Chavalit in 
sisted that he was backing Paitoon am 
Ong-art, so after registrations closed th 
registrar rejected Phol's and Tamchai' 
applications. That left both men withou 
a party and without places in the rac 
But it also left the NAP without a ticket i 
Uthai Thani, for the other two never reg 
istered. 

The NAP seemed to have more than 
few problems like that, and it almo: 
seemed that Chavalit's blank endorse 
ments had been auctioned off. Ex-M 
Narong Kittikachorn also got one, an 
went to register his candidacy i 
Ayutthaya. But then the NAP said it pre 
ferred not to back Narong, whose long 
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For more than a century and a half. Patek Philippe has been known i 
the finest watch in the world. The reason is very simple. It is made 


differently. It is made using skills and techniques that others have los 


Ur forgotte n. It is made w ith attention to detail verv few pe ople woul 


notice. It is made. we have to admit. with a total disregard for time. | 
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a particular Patek Philippe 
movement requires four 
vears of continuous work t 
bring to absolute perfectio 
we will take four vears. Th 
result will be a watch that 
is unlike any other. A wate 
that conveys quality from 
first glance and first touch 
A watch with a distinetion: 
generation after generatior 
it has been worn. loved an 
collected by those who are 
very difficult to please: 
those who will only accept 
the best. For the day that 
vou take delivery of your 
Patek Philippe. you will hav 
acquired the best. Your wate 
will be a masterpiece. quiet] 
reflecting your own values. 
A watch that was made to 
be treasured. 


PATEK PHILIPPE 
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lahathir: 'Seven countries on their own lay down the laws which affect adversely the economies of others.' 


MALAYSIA 


The Mahathir paradox 


nia] and Gandhi [of India]. Now there 
vacuum.” 


falaysia's prime minister has raised his country’s international profile 





vith his anti-Western rhetoric, yet he remains a firm believer in free The paradox is that Mahathir belo 


narkets and foreign investment. to a 


iy Michael Vatikiotis in Kuala Lumpur 


WANTED: Spokesman, 
willing to speak for deve- 
loping world. Confronta- 
tional style a plus. Must 
be willing to travel. So- 
cialists need no longer 
apply. 

If this were the job 
osting, Datuk Seri Mahathir 
Aohamad might consider himself a 
‘ont-runner for the position. Many 
thers would agree that the prime 
uinister of Malaysia is the heir ap- 
arent to an earlier generation of 
hird World spokesmen who chal- 
Éged Western leaders on every- 
ling from economics to morality. 

At home in Malaysia, he has been 
ailed as the “Hero of the South.” On 
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very different political tradition fi 
his predecessors as spokesmen 
the Third World. “Mahathir is \ 
clearly a believer in the free mark 
says Chandra Muzaffar, a promir 
Malaysian writer on social and in 
national affairs. This means that, 
like the old-style spokesm 
Mahathir has the ability to confot 
Westerners by attacking them un 
the banner — often justified — 
being a truer adherent than they 
to concepts such as free trade | 
unrestricted development to gene 
wealth. 

Mahathir’s unique brand of di) 
macy combines zeal and convic 
with shrewd political tactics, 
lacks the tact of the diplomat. 
evokes images of former Th 
World leaders like Sukarno of In 
nesia, lashing out at the UN and 
US. “He implies that the Japanese 
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on back home. His admirers claim that he 
as shown great skill in exploiting Ma- 
vysia’s international links, including its 
aembership of the Commonwealth and 
s close ties with the Muslim world, to 
nsure that his views are listened to by 
ther Third World countries — if not in the 
Vest. 

Yet his abrupt manner and love of hy- 
'erbole is seen by some of his own officials 
s self-defeating. To support his view that 
he West is ramming an arbitrary version 
f democracy down the throats of deve- 
oping countries, for example, he asked 
luring à speech to the UN General Assem- 
ly, if “democracy means to carry guns and 
launt homosexuality.” 

Some Western diplomats find his anti- 
Vestern rhetoric distasteful, not to say out- 
ageous. When Mahathir contrasted the 
ecent riots in Los Angeles with Malaysia's 
ecord of racial harmony — ("look at the 
JS itself, racial riots everywhere") — US 
Ambassador to Malaysia, Paul Cleveland, 
ost his cool. "It is simply not accurate or 
ielpful to imply, as some Malaysian press 
ditorials have, that all white citizens of the 
JS are racially prejudiced," he 
aid. 

Mahathir's aggressive style 
s dismissed by some Western 
liplomats as the response of a 
nan who is still trying to estab- 
ish his own credentials as a 
eader. "He seems to be giving 





'ent to anger and frustration. > SET NORE | e di 
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Ne are learning more about 
his and his desire to be some- 
»ody in the world,” said a sen- 
or Western diplomat. 

Whether or not such charges 
re fair, a link certainly exists 
'etween Mahathir's emergence 
$ an international spokesman and his in- 
reasingly dominant role in domestic 
solitics. Political commentators agree that 
"ter 12 years in power, Mahathir's style of 
'adership at home is growing more confi- 
lent, if a little imperious. The government- 
iontrolled domestic press never fails to 
lay up his utterances, styling him a 
«champion of the South." A typical news- 
»aper editorial credits him with "getting 
southern nations better organised . . . so 
vat their views and concerns can be heard 
hove the din and distraction of the pow- 
ful North." 

But the idea that Mahathir has adopted 

high profile abroad simply in order to 
wt votes at home may be dangerously 
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Malaysia consistently supported UN reso- 
lutions against Iraq despite a strong pro- 
Iraqi mood in Umno. The diplomat notes 
that the crucial UN vote on the use of force 
against Iraq coincided with Umno's gen- 
eral assembly, when younger members of 
the party were voicing support for Saddam 
Hussein. 

An element in Mahathir's stridency 
may be the feeling that the US and other 
Western nations have failed to appreciate 
some of the delicate ethnic issues that de- 
termine politics in the region. When Ma- 
laysia began pushing back Vietnamese 
boat people in 1991 the US Congress re- 
sponded by suspending a military training 
programme for Malaysia. Mahathir saw 
this as high-handed, says a diplomat, be- 
cause Congress had earlier ignored Malay- 
sia's concerns about the effect on the coun- 
try's ethnic politics of an influx of largely 
ethnic Chinese boat people. 

The classic instance of misunder- 
standing between Mahathir and his critics 
— with the blame about equally dis- 
tributed — concerns Mahathir's ill-fated 
attempts at economic diplomacy. In late 
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1990, Mahathir focused his attention on 
the region with a controversial proposal 
for an East Asian Economic Grouping 
(EAEG), comprising all the East Asian 
economies, but excluding the US and Aus- 
tralia. His rationale was that a stronger EC 
and the proposed North American Free 
Trade Area heralded more protectionism 
against which the Gatt appeared power- 
less. 

Some Asian diplomats feel that 
Mahathir used unnecessarily strong word- 
ing in launching the EAEG proposal. In a 
speech honouring Chinese Premier Li Peng 
in December 1990 he argued that “the Asia- 
Pacific countries should strengthen further 
their economic ties to form a bloc to 
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the EAEG proposal Mahathir's attempt 
take the lead in environmental diplom 
has achieved significant results. Starting 
far back as 1989, Mahathir took the vi 
that developed countries were bent 
blaming the earth's dismal state on the 
developed South, while at the same ti 
hindering the South's ability to protect 
environment by failing to foster sustain 
development. His uncompromising sti 
won him recognition at the Earth Sum 
in Rio de Janeiro in June, where Malays 
tough talk helped define the demand: 
the South. 

Simply put, the value of Mahathir's c 
tribution was that by forcefully linking c 
sideration of the environment to devel 
ment, the North was prevented from sh 
ing its responsibilities on such issues 
carbon monoxide emissions because t 
could not shift the blame onto disappx 
ing tropical forests. Closing the Earth S 
mit, conference chairman Maurice Stn 
noted: "Poverty, inequality, the term: 
trade, external debt, the flow of resou 
out from the South — today these iss 
have become a crucial part of the equat 
when the environment is tal 
about." 

In fact, Mahathir took 
early lead on some of the ei 
ronmental initiatives wh 
have since loomed large on 
international agenda. 
Langkawi declaration on 
environment, initiated by ! 
laysia and signed by Comm 
wealth heads of governmen 
1989, was billed as the f 
summit-level initiative link 
the environment with deve! 
ment. "The need to protect 
environment should be vie 
in a balanced perspective and due emp 
sis be accorded to promoting econo 
growth and sustainable development, 
declared. 

The same year, Malaysia co-dral 
with Brazil the UN resolution which 
the UN Commission for Environment , 
Development on track for the Earth Si 
mit in June. At a pre-summit meetinj 
environment officials in Kuala Lum} 
Malaysia persuaded the developing w« 
to take a common position on the Rio « 
ference. 

In setting issues like the environn 
within the framework of the so-ca 
"North-South Divide," Malaysian offic 
feel Mahathir has focused on a burr 
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*ilfulness, he does distort and divert Ma- 


ysia from its real interests,” suggests a 
enior US diplomat. American diplomats 
‘ress that Malaysia's economy relies heav- 
& on the US market — 25% of its manu- 
«ctured exports are to the US against 8% 
» Japan — and that it ultimately does not 
ay to be too critical of Washington. 

Some officials in Malaysia agree. "His 
aanner grates and threatens relations with 
ur major markets," said one official 
»urce. Australian business sources say 
aat Mahathir's row with Australia last 
ear over the TV mini-series Embassy 
"hich allegedly portrayed Malaysia in a 
ad light, “probably frustrated negotiations 
t train with Malaysians in both the public 
nd private sector." 

Significantly, Mahathir's frontal assaults 
n Britain, the US and Australia, which 
ave at one time or another affected bilat- 
ral ties, have always been shadowed by 
iscreet efforts to maintain relations on an 
ven keel. 5ome analysts see this as a dual- 
ack foreign policy; one which safeguards 
alations with Malaysia's major trade and 
ecurity partners, yet allows Mahathir at 
Ye same time to champion Third World 
AUSES, 

The Western targets of his criticism see 
n implicit contradiction here. Malaysia 
as been very good about opening up to 
ompetition, has welcomed investment 
ith relatively few strings attached and 
onducts a defence policy in close contact 
nth the US and other Western powers. 
Basically their foreign policy is well con- 
2ived and well executed, and very much 
1 their own interests," said a Western dip- 
mat, "except in one respect; the boss 
rould somehow like to play a greater 
dle.” m 
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Making of a maverick 








Anti-Western values shaped by career, education 


Mahathir Mohamad, the 
doctor turned politician, has 
come a long way from his 
days as a maverick back- 
bencher rejected by his 
party. Even his critics admit 
that the progress Malaysia 
: has made under his tutelage 
makes him the most successful of Malay- 
sia's four prime ministers since independ- 
ence in 1957. For all this, his somewhat 
stark view of the world around him, in- 
stilled perhaps by his early political rejec- 
tion, has changed little. 

Mahathir's convictions were formed 
early on in his political career. Educated in 
Singapore and not in the West like his three 
predecessors, all of whom studied law in 
Britain, he had little time for the British- 
educated elite of newly independent Ma- 
laysia. While their memories of colonial 
domination faded early on, Mahathir re- 
tained a deep distrust of Western inten- 
tions and sincerity, close associates say. 

Most noticeable in his political writings 
is a strong distaste for Western values. 
"Ihe ideology and logic of materialism 
have all too easily influenced human soci- 
ety," he wrote in 1986. "This is a direct 
result of the impact of Western thought, 
which fanatically focuses on the material 
as the basis of life. Values based on the 
spiritual, on peace of mind, and on belief 





in feelings loftier than desire, have no p 
in the Western psyche." 

His view is simplistic, argues wt 
Chandra Muzaffar. "Some of the val 
Mahathir talks about — the need to | 
serve the family unit, sexual propriety | 
respect for elders — are also valued hig 
in Western society. The West is as com 
as the East and I don't know whether | 
right to talk in general terms about I 
and West." 

Out of this reactionary view of a wc 
dominated by former colonial powers ; 
their materialistic culture, has grown 
belief that the West does not wish to 
the East become so advanced and str 
as to pose a threat to the West. "Thus e 
as the Western nations let go of tl 
colonies . . . they strive to protect th 
selves through various effective ways i 
means.' 

Instead, he saw the spread of pro 
tionism and other forms of "developm 
tal oppression." "It is ironical that w: 
we have adopted the liberal economic p 
cies based on free trade and open marl 
recommended by the West, they are r 
forming trade blocs which would ef 
tively restrict our products into their n 
kets," he told an Asean meeting in Octc 
1991. 

Compounding his perception of glc 
inequality is a fear that the end of the C 





Var and the emergence of the "unipolar 
vorld" has encouraged the West to insist 
pon stricter interpretations of democracy. 
Vhile proclaiming his belief in democracy, 
Aahathir rejects what he calls democracy 
s a "religion," and accuses the West of 
ractising double standards. 

If Mahathir's ideas speak for them- 
elves, many wonder what impels him to 
uch stridency. The consistency and sense 
f conviction conveyed by his speeches 
uggests to most analysts that the rhetoric 
; genuine, and not simply for effect. Yet 
ere is evidence that Mahathir's own per- 
onality plays a role. 

US officials draw a comparison between 
acent frictions and Mahathir's 1984 visit to 
Vashington when then President Reagan 
ave him time and attention. This led to 
ye establishment of closer military ties. By 
ontrast, on another visit to the US in 1989 
fahathir was granted only a brief meeting 
vith Bush outside of Washington. “Then 
e goes to the UN and calls us racist," re- 
yarked a US official. 

Clearly, his personal distaste for the 
Vest plays a role in the way he conducts 
yese bilateral tiffs, but ultimately, analysts 
ay Mahathir is reluctant to push his views 
ir enough to jeopardise the country’s in- 
rests. Hence the confusion between his 
hetoric and actual policy. 

Western businessmen in Kuala Lumpur 
oint out that Mahathir is both accessible 
nd cordial when it comes to receiving vis- 
ing corporate executives. The same week 
e published an article attacking "Ameri- 
an business philosophy" as being too ma- 
'rialistic sources say he received a top 
'vel delegation from the US aircraft manu- 
icturer McDonnell Douglas. 

w Michael Vatikiotis 





MALAYSIA 


Clash of styles 


High profile diplomacy upsets neighbours 


Malaysia's higher interna- 
tional profile and Prime 
Minister Datuk Seri 
Mahathir Mohamad's role in 
enhancing that profile have 
not sat well with all the 
country's regional neigh- 
bours. Some see Mahathir as 
aspiring to regional leadership; filling a gap 
left by the departure of Singapore's Lee 
Kuan Yew, but encroaching on the as- 
sumed prerogatives of Indonesia's Presi- 
dent Suharto, who is Asean's longest serv- 
ing leader. 

The contrasting styles of diplomacy are 
most glaring from an Indonesian perspec- 
tive. After almost 25 years in power, 
Suharto regards himself as the senior 
leader in Asean, and has 
moved recently to establish 
his own credentials as a 
global statesman by accept- 
ing chairmanship of the 
Non-Aligned Movement. 

The two men could not 
be farther apart in style and 
temperament. Suharto's di- 
plomacy is subtle, under- 
stated and hamstrung by 
his poor knowledge of Eng- 
lish. Mahathir is fluent in 
English, takes to the po- 
dium with ease and deliv- 
ers his message bluntly. 
Too bluntly, perhaps. At a 
meeting Mahathir attended 
in Bali in March 1991, 
Suharto was offended by the Malaysian 
leader's searing attack on the West. "The 
proponents of democracy are not averse to 
international dictatorship," Mahathir had 
warned. Afterwards, one Indonesian offi- 
cial dubbed him "a little Sukarno." "We 
used to think of Malaysian officials as very 
laid back, talking about their schools in 
England . . . now it is Malaysia going 
around doing all the fighting," remarked a 
senior Indonesian diplomat. 

There is little argument about the issues. 
Both countries are non-aligned and share 


much the same goals in the arena of Third 
Warid nalitieve Whara tha harn lasadare dC 








Suharto: contrasting style. 


as granting him the credentials to sp: 
out on issues that affect the develop 
world. “If we say that there should be fi 
dom of speech within a country, then 
should allow a country to speak its m 
without punitive action being taken agai 
it if it does," he said in 1991. 

Malaysia's dogged pursuit of the E 
Asian Economic Grouping was ill-receiy 
in some Asean quarters because they | 
not been consulted beforehand. Rightly 
wrongly, Indonesia's perception is t 
Mahathir has ridden roughshod o 
Asean's hallowed house rules of consu 
tion and consensus. In an oblique refere 
to Malaysia, one senior Indonesian dij 
mat said: “Some member countries are é 
ing as if their interests are more import 
than Asean." 

Singapore's attitude 
more benign, if not px 
tive. "It is more than a 
incidence that Mahath 
initiatives have gone do 
well with Singapore 
cause of their role in off: 
ting ‘greater Indonesi 
said a commentator in £ 
gapore. 

The awkward but cl 
triangular relationship 
tween Malaysia, Singap 
and Indonesia complica 
Mahathir’s broader 
plomatic aims because 
the sensitivities involv 
His anti-Western rhetc 
rubs up-against Singapore's close ties w 
Western powers. Indonesia’s grea 
reliance on aid from Western donors | 


Y 


until recently made it shy of biting 


hand that feeds it, This may be changi 
Under attack. for its human rights rece 
Indonesia has been forthright in its ci 
cism of the West of late. And Singapor 
minister for information and the a: 
George Yeo, has, spoken of the re-em 
gence of “a common East Asian conscio 
ness” Ls 

In this réspect, Mahathir's goading 
the West may have done some good 
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Election dynamics 


2andidate Bush to review aircraft sale to Taiwan 





ty Susumu Awanohara in Washington 


resident George Bush's promise, 
p while visiting Texas, to review the 

decade-old ban on the sale of F16 
warplanes to Taiwan has been character- 
sed by some as a cynical manipulation of 
oters in an election year. The F16 is built 
n Texas by General Dynamics. 

But this sale has been under considera- 
ion by senior US administration officials 
or a while, with some strongly supporting 
t despite likely angry reactions from Pe- 
ing. Although expert opinion is divided 
in what decision Bush will reach and 
«hen, there is agreement that the decision 
vill reflect more than just his desire to re- 
nain in office. 

Bush promised to review the policy on 
he sale of Fl6s — which he had himself 
ielped forge a decade ago — on 30 July, a 
lay after General Dynamics announced 
hat it would reduce its labour force by 
,B00 by late 1994 because of a drop in F16 
ders. During a telephone interview with 

network of Texas radio stations, he said: 
[We] are now taking a new look at this 
question] to see if this sale of planes can 
'o forward.” 

Before the interview, Bush discussed the 
'ossible F16 sale with accompanying Texas 
-ongressman Joe Barton, who has since 
aunched a campaign to collect colleagues’ 
ignatures. Barton is Republican but sup- 
'ort for the sale is bipartisan, with such 
)emocratic leaders as Sen. Lloyd Bentsen, 
lso from Texas, taking the lead. Accord- 
ng to one Barton aide, fnade-positive 
ioises about the, sale; though>-he 
tressed that it .only-fóllow- a ornat 
ater-agency re 
uly. 

Taiwanese ofa are heartened by the 
lush commen 
iave always 











rench-made -2000-5 or the Israeli- _ 
uilt Kfir which ve looked at: Tai- / 
van spokesman in Washington irt Li 


old the REVIEW that theaircraft aipeiuses 
iow — F5Es and F104s — àre'6ld and acci- 
lent-prone and the indigenous fighter 
dono under dos alonmaent with heln from 


p Which began in "early 


abide by obligations it undertook in the 
1982 US-China communique limiting arms 
sales to Taiwan. Despite the Taiwan Rela- 
tions Act passed by Congress in 1979, 
which commits the US to providing Tai- 
wan with “arms of defensive character,” 
Washington has adhered to the 1982 com- 
munique, gradually reducing arms sales to 
Taiwan, qualitatively and quantitatively, 
from the 1982 level. 

Many experts in the administration and 
on Capitol Hill warn that a Bush decision 
in favour of Taiwan would irreparably 
damage the already strained US-China ties. 
It is unwise to provoke Peking when the 
US needs its cooperation 
at the UN (on Cambodia, 
Iraq and the former Yu- 
goslavia) and when Chi- 
nese reformist leader 
Deng Xiaoping is still un- 
der pressure from xeno- 
phobic hardliners, ex- 
perts say. They add that 
Bush would be doubly 
unwise to allow the votes 
of General Dynamics 
workers to determine his 
China policy and thereby 
spark an arms race in 
East Asia. 

But there are also 
many policymakers who 
are in favour of an F16 
sale to Taiwan. It can be 
argued that it is China 
which has distorted the 
Peking-Taipei balance of 
air capability, says China 
specialist Al Wilhelm of the think tank At- 
lantic Council. The Heritage Foundation's 


„Andrew Brick senses that the administra- 


tion is seeking a regional balance of power, 
countering Peking's increasingly aggres- 
sive posture by helping Taipei. 

Many specialists stress that, unlike 10 
years ago, the F16 is no longer a state-of- 
the-art aircraft. Robert Sutter of the Con- 
gressional Research Service has heard ad- 
vocates say that Peking would rather see 
Taipei buying arms from the US than from 
the French on the erounds that the TS is 





Bush: go-ahead likely. 


riod before the next-generation fight: 
developed. 

Washington-based consultant Bo: 
Glaser thinks that an F16 sale to Taiw: 
“a question of when, not whether.” Ind 
experts are debating if the go-ahead 
come before or after the November « 
tion. 

The advantage of moving before 
vember is that the domestic political | 
efit to Bush would be greater: China w« 
probably hesitate to attack Bush becau 
would prefer him in the White Ho 
rather than his rival, Bill Clinton, who 
taken harsher positions towards Pekin 

In the context of the ongoing debat 
most favoured nation treatment for C] 
a positive decision on the F16 sale m 
mean that Bush would gain the suppo 
some senators who would otherwise ' 
against him. 

One advantage of waiting till after 
vember is that Bush — if he wins — w« 
perhaps be able to re-establish military 
with Peking which | 
ostensibly been : 
pended since the Tia: 
men massacre of 1' 
while beefing up ' 
wan's defence. Some 
perts argue that it i 
the interests of the U 
well as China that 
change of high-level r 
tary personnel and s 
of US military equipn 
to China resume. 

US officials concer 
with Taiwan insist 
there is no though 
changing the basic fra 
work of people-to-pe 
exchanges between 
US and Taiwan, tho 
they admit that adj 
ments have been m 
"jn recognition of the 
in Taiwan's econo 
position.” Thus Washington has hel 
Taipei join the Asia-Pacific Economic 
operation forum (Apec) and is doing 
same with Gatt. 

Recently a Taiwan minister vis 
Washington as a participant in an A 
event. Experts say that a reverse cabi 
level visit is also probable, particular! 
there is a good trade justification for it 

Some analysts say the US has alre 
begun upgrading defence ties with Taiv 
pointing to the provision of Perry-c 


fricates over the last few vears and the 
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The Dusit Thani, Bangkok. 
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Very Tropical. Dusit Laguma, Phuket. 








Very proud to be among the Leadin; 
Hotels of the World. 

Very essentially Thai, a 1,000-year 
old culture reflected in classic styles fram 
ing modern comforts. 

Very much paradise the island life o 
Phuket, 

Very gorgeous white sands and blu 
seas, nicely warmed by a tropical sun. 

Very idyllic beach on the Gulf. wit! 
thrilling water sports and horse riding. 

Very courteous the service. 

Very certainly yours at The Dusi. 
Thani, Bangkok, Dusit Laguna, Phuke 
and Dusit Resort and Polo Club, Cha 
Am/Hua Hin. 

Verily, there is nothing that quite 


compares with a hotel called Dusit. 
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Five years from now, will vou be 
able to change your communications 
architecture as easily? 


Despite what some companies may tell you, the future direc- 
tion of communications technology is practically impossible to 
predict. But whether you re a telephone company or its customer. 
you have to make choices now. Stand alone or networked? Public 
or private? Wired or wireless? With so much uncertainty, how can 
you ever plan ahead? 

Frankly, it's difficult. You have to be sure your supplier can 
offer you a range of solutions. Hopefully, they ll be solutions that 
will work for a long time, so you won t have to take a chance on 
somebody s unproven idea of what you ll be needing one day. 

At AT&T, we don t claim to know exactly what your future 
requirements will be. Nobody knows that. But we have the track 
record to ensure that you ll be as safe as you can be. Our AT&T Bell 
Laboratories, for example, has invented or been a leader in virtu- 
ally every mainstream trend in communications technology of 


the past hundred years, including fibre optics, wireless switching, 





and the UNIX* operating system. 

This provides a pretty fair indication that our innovations 
today will become standard solutions in coming years, for tele- 
phone companies and their customers alike — whatever direction 


the future takes. 
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Kuriles stumbling block 


egardless of any new trends in 

Soviet or Russian foreign policy 

since 1985, relations with Japan 

have consistently proved a hard 
se for Moscow. Former Soviet president 
ikhail Gorbachov's visit to Tokyo in 
pril 1991 turned out to be the one real 
plomatic fiasco of his career. 

After the abortive putsch of August 
91, Russian attitudes to Japan seemed to 
iange and there were certain expectations 
r a normalisation of bilateral relations. 
it a lack of visible progress at bilateral 
msultations since October 1991 has 
oled the initial enthusiasm. Now Russia 
ypes to reverse the trend during the 
anned visit to Tokyo by President Boris 
altsin in September. 

The problem is that there is still the tra- 
tional obstacle of the Northern Territo- 
as issue — Japan's claim to the southern 
urile islands of Etorofu, Kunashiri, 
ikotan and Habomai which were occu- 
ed by the Soviet Union in September 
M5 after the Japanese surrender. Japan 
msiders solution of the dispute a precon- 
tion for any improvement of ties. 

The Russian democratic revolution cer- 
inly created better conditions for debat- 
g the Japanese claim. Unlike Gorbachov, 
ho was unwilling to discuss the problem, 
altsin has actually proposed a way to set- 
' the dispute. Although his January 1990 
ve-stage plan was too vague to impress 
dkyo, it remains the only option proposed 
z a Russian leader. 

After August 1991 the Yeltsin adminis- 
ation scored a diplomatic point by sug- 
‘sting the possibility of accelerating im- 
ementation of the plan through a solu- 
n of the territorial dispute on the princi- 
es of "justice and international law." The 
eaning of this formula was not officially 
vealed but Yeltsin's initiative was a great 
ep forward compared with Gorbachov's 
istaken tactic of using nonexistent Ja- 
inese economic interests in Siberia to try 
shelve the territorial dispute. 

As far as Japan is concerned, the new 
ussian approach seems to have been 
ken as a welcome indication of change, 


By Alexei Zagorsky 


responsible for Asian policy. Kunadze's 
proposals, elaborated when he was a sen- 
ior Japanese expert in Moscow's Institute 
of World Economy and International Rela- 
tions, provide for implementation of the 
1956 Soviet-Japanese Joint Declaration in- 
cluding the clause on the transfer to Japan 
of Shikotan and Habomai after a peace 
treaty is signed, and initiation of talks over 
the two larger islands, Kunashiri and 
Etorofu, with a deadline. 

In case Russia and Japan fail to reach a 
negotiated agreement on Kunashiri and 
Etorofu the issue would be submitted to 
the World Court. In Tokyo and Moscow 
the proposal is known as the "two plus 
alpha" solution. The Kunadze line is ac- 
cepted by the Russian 
Foreign Ministry as a de 
facto guideline and 
adopted as a basic idea in 
preparations for Yeltsin's 
visit. This should mean 
that minor discrepancies 
with the Japanese ap- 
proach remain. 

Although Tokyo re- 
cently modified its de- 
mand for the immediate 
return of all four islands 
and is ready to consider 
a stage-by-stage scenario 
including implementa- 
tion of the 1956 declara- 
tion as an initial step, it 
insists on Russian recog- 
nition of Japanese re- 
sidual sovereignty over 
all four islands. Japan 
therefore maintains that 
there should be talks on 
the terms and conditions 
for physical acquisition of 
the islands, while Kun- 
adze still treats Japanese 
sovereignty over Etorofu 
and Kunashiri as open to 
question. 

Meanwhile, larger political uncertainties 
still exist. One problem is that Yeltsin's 
stand on the southern Kuriles has been in- 
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Yeltsin's inconsistencies. On the one hai 
he desperately needs Japanese econor 
assistance and participation in West 
efforts to support Russian democracy. 
shares Gorbachov's legacy in having fail 
to score any diplomatic results in Jap 
despite radical improvement in relatic 
with other Western nations. Finally. 
failed visit to Tokyo could add to Yeltsi 
image of a politician repeating Gorbacho 
pattern of political inefficiency. 

On the other hand, there are many « 
mestic political obstacles to a compromi 
Since a territorial deal with Japan 
strongly opposed, not only by communi 
and nationalists, but also by the centri 
and some democrats, there could be a r 
of Russian foreign pol 
being rejected by grou 
spanning much of t 
domestic political sp 
trum. 

Politicians in Mosa 
have tended to exagg 
ate the extent of popu 
opposition to any terri 
rial transfer, but rec 
trends shown by put 
opinions are not help 
for a rational choice. 
poll organised in May 
the Centre of Compa 
tive Social Studies 
Moscow suggests tl 
the Russian public is | 
concerned about the 
turn of the islands to 
pan than about the « 
mestic political « 
stabilisation that mij 
result from this. 

Public opinion a! 


ITI links a territorial soluti 
p with economic benel 


compromise 


for Russia. These al 
tudes may not block 
solution but indicate t] 
Yeltsin is unlikely to i 
prove his deteriorating domestic image 
making a deal with Japan. Yeltsin him: 
has yet to decide finally how to handle | 
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VIETNAM 


Green fees 


-nvironmentalists oppose a new golf course 





y Murray Hiebert in Ho Chi Minh City 


he 75-year-old, former forestry pro- 
Í fessor had hoped to spend his re- 


maining years raising medicinal 
lants in his garden, hiking in the forest 
ind serving as an environmental adviser 
o local officials. But Hanoi's decision to 
low a Taiwanese investor to build Ho Chi 
Vinh City's first golf course smack in the 
eart of a protected forest put an abrupt 
nd to Thai Van Trung’s retirement plans. 

Trung, a French-trained forestry special- 
st, now finds himself cast in the unlikely 
ole of unofficial leader of Vietnam's nas- 
ent "green" movement, which is trying for 
he first time to press the country's rulers 
o cancel a foreign investment project, or at 
east to change its location. 

The target of Trung's anger is a licence 
ranted in April by Hanoi's State Commit- 
ee on Cooperation and Investment to con- 
truct the Vietnam International Golf Club, 
bout 12 kilometres east of Ho Chi Minh 
-ity. The city once had a small golf course 
atering largely to American military 
ifficers and wealthy Vietnamese. The com- 
nunists shut it down after they won the 
/ietnam War in 1975. 

But things have changed since then. 
/ietnam’s leaders, who have embarked on 

drive to establish a market economy, no 
onger regard golf as "decadent." They ar- 
iue that Ho Chi Minh City needs a golf 
ourse to attract 1 million tourists to Viet- 
iam by 1995 and serve the estimated 4,000 


oreign businessmen and diplomats ex- _ 


ected to take up residence in the city 
vithin the next three years. 

Plans for the proposed US$70-million 
lub, hailed by the Taiwanese investor as 
the best golf course in Asia," include two 
8-hole golf courses, a 300-room luxury 
iotel, 500 vacation villas and a children's 
'layground. 

The foreign investor is Frank Interna- 
ional Investment Co. of Taiwan. Three 
^ietnamese partners — Saigon Tourist Co., 
hu Duc Forest Park, and Liksin, a print- 
ng company — are providing the land. 

The site offered by the Vietnamese part- 
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tected forest. Vietnam's investment board 
granted the licence despite opposition from 
the Ministry of Forestry, many of the coun- 
try’s prominent environmentalists, and 
local Thu Duc officials. 

“Vietnam needs foreign investment, but 
we also need to protect our environment,” 
Trung argues. “In the future, we're going 
to have an economic boom in Ho Chi Minh 
City, so we need the forest area to provide 
clean air. We need 1-2,000 hectares more of 
forests around the city, and at the same 
time they want to destroy the limited for- 
ests we already have.” 

Shortly before the licence was issued, 
Trung published an article in the official 
Saigon Giai Phong newspaper and wrote a 
letter to the Hanoi government calling on 
it to press the investors 
to move their golf course 
to one of the many areas 
nearby which had earlier 
been stripped of trees. 
Trung’s appeal was ig- 
nored. 

But opposition to the 
golf club appears to be 
growing. Ho Chi Minh 
City officials were ques- 
tioned repeatedly on the 
project when the city 
people's council met in 
late July. Opponents of 
the project say they are 
now preparing a petition 
for which they will 
gather signatures from 
the country's leading sci- 
entists. This would be a 
brave move in a country 
where people's political 
rights are still largely 
limited to voting for the legislature every 
five years. 

The anger of Trung and his supporters 
has been fuelled by an ecological disaster 
at another golf course project in Vung Tau, 
a coastal town 120 kilometres southwest of 
Ho Chi Minh City. Another Taiwanese 
company, which had been licensed to build 
what it called the Paradise Golf Course, 
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Trung: unofficial green leader. 


Another golf course under construi 
by a Hongkong company in the mout 
resort of Dalat in the central highland: 
also run into sharp criticism. Local 
dents are up in arms because the inve 
have flattened the top of one of the a 
most scenic hills. 

The Vietnamese partners in the 
Duc golf course have refused to meet 
nalists since the controversy erupted. 
official publications have responded t 
uproar by offering economic argument 
the project. Saigon Economic Times, a we 
published by Ho Chi Minh City’s peo 
committee, claimed recently that the 
ernment would earn US$70 million ir 
and rental fees from the golf course 
the next 25 years, while the Vietnar 
partners would earn another US$55.7 
lion. 

“We're starting to get the feeling 
foreigners can buy anything in Vietna 
they have money,” complains Tran Ti 
Thuc, a journalist who often writes a 
the environment for Labour Sunday m 
zine. Thuc opposes all golf course cons: 
tion in Vietnam, arguing that these pro 
will deprive farmer 
agricultural land anc 
haust water resource 
operators try to keer 
grass green. 

Thuc doubts that 
ponents of the pr 
will be able to force 
government to chc 
its decision. "Offi 
fear they'll get a 
reputation among 
eign investors if the 
verse their decision, 
says. 

Ho Chi Minh C 
deputy mayor ins 
that the decision is f 
Pham Chanh Truc, : 
is also responsible fo: 
city's economic p 
ning, claimed that H 
“has approved 
project and the part 
are going to implement it. If there’s s 
controversy we'll try to resolve the p 
lem, but there's no chance we'll m 
changes in the project." He added tha! 
city could quickly plant new trees tc 
place those cut down for the golf cour 

According to local press accounts, F) 
International still has not deposited the 
USS5 million, due in late May, to b 
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Why aren't you? 


Jver the last 10 years, the Middle East has rapidly gained 
ecognition as a world market. And now, more and more 
companies are looking to the region to expand their operations - in 
nanufacturing, assembling, packing, re-exporting and distribution. 


The Free Zone is built around the largest man-made harbour | 
the world, efficiently managed by Dubai Ports Authority. This give 


the Zone direct access to the Gulf region, with a consumer mark: 
of over 1 billion people. 
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Slow boat to Fi 


Iji 


Aborted rescue plan fuels navy controversy 





by Colin James in Wellington 


ho gives the orders, the military 
W or the government? That is the 

question New Zealanders are 
'ondering after a war of words between 
ormer chief of defence staff Air Vice-Mar- 
hal David Crooks and former prime min- 
ster David Lange over a proposed mili- 
ary operation in Fiji five days after the first 
alitary coup there in 1987. Lange heaped 
'esh fuel on that controversy in a 4 Au- 
ust tirade in parliament. 

Crooks went public in May with de- 
iled criticisms of the day of high drama 
n 19 May 1987 when he was ordered in 
rriting by Lange to send a Hercules C130 
'ansport aircraft ^with sufficient military 
ersonnel aboard to act as required to pro- 
ct New Zealand interests in Fiji.” 

Lange's concern was an Air New Zea- 
ind 747 jet liner and its crew held by a 
me hijacker on the tarmac at Fiji's Nadi 
irport. The C130, with commandos 
board, was to free the plane. In fact, be- 
re the C130 took off the 747 flight engi- 











TAIWAN 


neer knocked the hijacker 
out with a bottle of duty- 
free whisky. 

In his 1990 book, Nu- 
clear Free, Lange criticised 
the military for lack of pre- 
paredness in needing six 
hours to get the plane into 
the air. Crooks struck back 
in interviews run over 
three days by the Welling- 
ton newspaper The Domin- 
ion in May. 

Crooks said he had dif- 
ficulty getting a precise ob- 
jective for the mission from 
Lange, who had mentioned 
the safety of the high com- 
missioner Rod Gates, his 
staff and an estimated 2,000 New Zealand 
nationals in Fiji then. This widened the pos- 
sible scope of the mission from a counter- 
terrorist operation to one requiring “fairly 
wide-ranging capability.” In view of this 
“it was very difficult to envisage just what 


they could achieve, what they could do 








Lange: war of words. 


and for what purpose.” The then arti 
director at defence headquarters, Lieut 
David Lough, went further. In an inten 
he described the order as “ridiculous 
the face of experienced and well-equir 
Fijian troops without adequate back-u 

Crooks did prepare the flight, w 
was cancelled an hour before take-off w 
the hijacker was overr 
ered. But his respons 
Lange’s order has ra 
questions as to who i 
charge. 

The Dominion arti 
painted Lange as b 
bling, imprecise and 
sponsible. Sensing poli 
capital, Prime Minister 
Bolger immediately 
dered an inquiry by 
staff which he promise 
make public because ol 
major issues of public 
terest it raised. Wher 
got the report in late J 
however, he refusec 
make it public or even 
cuss it. 

A furious Lange has had the most 
cent word, in parliament on 4 Aug 
when he castigated “disgruntled meml 
of the military.” Crooks was “not up 
the job, he said. 

Lange said he had the C130 fli 
cleared with Fijian governor-general (t 





Opposition ablutions 


By Julian Baum in Taipei 


other candidates to go to the countryside 


Parris Chang, a professor of political sci- 
ence from Pennsylvania State D 
is gambling on a career in Taiwanese poli 
tics after many years of observing from 
the sidelines. Chang is well known in the 
US as a scholar and commentator on 
Asian affairs. Now he has cast off his neu- 
trality to run as an opposition party can- 
didate for one of six Overseas Chinese 
seats in the national legislature. 

Chang's leap of faith requires be- 
friending local faction leaders and ward 
captains in remote rural districts who 


have never read his scholarly commen- 


to seek support from the DPr's beetlenut- 
chewing rank-and-file was a sudden 
decision by party leaders on 2 August to 
hold a primary. That was prompted by 
allegations of vote-buying against several 
party veterans made by a member of the 
Righteous Alliance, a new opposition fac- 
tion organised by firebrand lawmaker 
Chen Shui-bien. 

The allegations have further tarnished 
the party's image and threatened to 
destabilise the moderate Formosa faction, 
the dominant group within the DPP, only 
four months before the election. After an 
investigation by a committee of lawyers, 
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Formosa faction. 

Party leaders are hoping that a real 
mary — not the non-binding kind ! 
by the ruling Kuomintang — will res: 
the opposition's credibility in the Deo 
ber poll. That will be the first time 
entire membership of the legislature ` 
be elected from Taiwan. Senior pai 
mentarians from mainland China v 
had occupied their seats for more thai 
years without re-election were force 
retire last year. 

"Of course we realise the prim 
won't absolutely eliminate vote-buyit 
said Chiu Yi-ren, a leader of the pro-ir 
pendence New Tide faction and the D 
deputy secretary-general, "but it will r 


the costs." 

The will choose the 
tion's candidates for 36 at-large seats, 
cluding six representing the Overs 


Chinese community. These seats will 
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resident) Ratu Sir Penaia Ganilau. Gates 
ras in contact with Fijian officials. There 
ras no question of the Hercules transport 
ying into a hostile reception by Fijian 
oops. And in any case a civilian aircraft 
ad landed earlier with full clearance with 
erald Hensley, the chairman of the Ter- 
yrist Emergency Group, on board and the 
lew Zealand frigate Wellington had been 
1 port in Suva since 16 May on a previ- 
usly scheduled visit. 

In this he has been backed up by his 
ead of department at the time, John 
lenderson. Henderson wrote in May that 
invasions are not launched by an un- 
rmed transport aircraft and survey ship" 
[he survey ship Monowai was also or- 
ered to Fiji on the same day.) 

Lange's speech painted a dismal picture 
f New Zealand's armed capacity of the 
ime. The navy told him the Monowai 
vould take seven days to reach Fiji. “I told 
the naval chief of staff] that when it was a 
anana boat it did it in three . . . The order 
or the Monowai to go was resisted terri- 
ily.” On the way it broke down. When it 
‘ot to Suva, it was ordered out by Ganilau 
ecause two intelligence officers went jog- 
ing in Suva and were recognised by Fijian 
ervicemen. The frigate Canterbury would 
iot leave Cairns, Australia, for Fiji and it 
ook a cabinet meeting to get it to leave — 
nd then it went back to Auckland. 

The forces have since been reorganised 
ind two new frigates ordered. a 
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Promises to keep 
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By-election test for premier and fractured oppositi 








ingapore is likely to hold by-elections 
very soon and though their outcome 
will not threaten the People's Action 
Party's grip on power, it may have impor- 
tant personal consequences for Prime Min- 
ister Goh Chok Tong as well as the fragile 
unity of the opposition. The extent of these 
consequences will depend on the number 
of seats that the government decides to 
open for re-election. 

There is no legal requirement for hold- 
ing by-elections in Singapore. It is purely a 
matter of honour — to fulfil a promise Goh 
gave the opposition during 
the last general elections in 
August 1991. Some political 
observers say Goh may be 
taking an unnecessary risk 
just to keep a promise and 
some political commenta- 
tors have in fact advised 
him against doing so. But 
Goh has said he will go 
ahead and hold the by-elec- 
tions as promised before 
March 1993. 

During the 1991 general 
elections Workers' Party 
(wP) secretary-general J. B. 
Jeyaretnam, one of the most 
vociferous opponents of the 
government, was not eligi- 
ble to run because he had 
been convicted in 1986 of irregularities in 
the collection of political funds and banned 
from contesting elections for five years. 
That ban expired in November last year. 

The last general elections had not been 
due until 1993. Since they were called early 
— three months before the ban ended — 
the wP accused the government of acting 
to prevent Jeyaretnam from contesting in 
the polls. Goh, denying such charges, said 
that he would hold by-elections for one 
seat or more later so that Jeyaretnam could 
contest and the government could test its 
mid-term popularity. 

What has yet to be decided is the actual 
date of the by-elections and the number of 
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Goh: risky election. 


Meanwhile, the prospect of by-electi 
has already led to an open break betw 
the WP and another opposition group, 
Singapore Democratic Party (SDP). 

In the past two general elections 
opposition parties agreed to avoid tlv 
cornered fights with the PAP. But now, 
cause of the SDP-WP rift, it looks likely | 
there may be three-cornered fights in sc 
constituencies, with opposition votes s 
to the benefit of the PAP. 

The opposition gained four seats in 
81-seat parliament and garnered 39% of 
votes in the last general elections. This 
because of a joint opposition strat 
, predicated on the be 
* that while Singapore 
; wanted more opposit 
candidates in parliam 
the stability-conscious € 
torate would not go so 
as to favour a "freak" 
sult whereby the PAP £ 
ernment might actually 
thrown out of office. Th 
fore, the opposition pai 
contested only 40 seats 
of the 81, ensuring that 
PAP was returned to po 
even before election da 

This time around c 
petition is emerging 
tween the wP and the 
as to who should be 
main opposition party. 
SDP is not willing to concede the field 
tally and the extent of this rift will dep 
on the size of the prize in the by-electi 

Chiam See Tong said that if the by- 
tion is for just one seat then the SDP 
stand aside for Jeyaretnam to take on 
PAP. However, should the by-electior 
held in a GRC Chiam proposes that the 
and the spp field two candidates eac! 
independents so that each party ge 
chance to return two MPs. Jeyaretnam 
denounced the plan as a sham. 

While the disagreement between 
opposition parties gives the PAP a g 
advantage, it is still possible that it ma‘ 
badly in the polls. Should the result 
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Traveller s Tales 


o one has seen the legendary 
monster which inhabits Malay- 
sia’s Lake Chini for at least 11 
years. Nor, for that matter, has 
«yone found the sunken 14th century city 
at the bottom of the lake which the mon- 
iter supposedly guards. 

No matter. Tourist chalets and restau- 
ants are sprouting in this steaming tropi- 
'al tourist trap about 100 km southwest of 
&uantan in the lush jungle state of Pahang. 
(here are no “Monster of Lake Chini" T- 
ihirts yet — but it is only a matter of time. 

To be fair, reports of a strange and terri- 
ying beast in the lake go back centuries 
ind most probably pre-date the beginnings 
f an organised tourist culture in Malaysia. 
The locals call their monster “Chinnie,” 
ind like the Scots who have made a lucra- 
ive business out of “Nessie,” the Loch 
Ness monster, Chinnie has now become 
ig business for the hundreds of rural 
Malays and aborigines who cling to the 
hores of the lake. It is also the best thing 
o happen to this forgotten cor- 
ier of the east coast since pri- 
neval forces scooped the lake 
iut of its underlying clay ooze 
iearly 5,000 years ago. 

Verbose guides are only too 
ager to tell outsiders about the 
east as part of a legend woven 
iot so much out of folklore as 
he wallets of local entrepre- 
eurs. If the Pahang state tour- 
sm department's figures are to 
e believed, 30,000 visitors an- 
ually make the pilgrimage to 
ne 150 square hectare lake — 
vhich is the second largest in 
Malaysia — braving the two- 
our drive from Kuantan air- 
ort and a 45-minute boat ride 
wough twisting, narrow jungle streams. 
his influx of tourists also generates an es- 
mated M$3-5 million (US$1.2-2 million) a 
ear in revenue. 

"Aside from the monster, what else do 
ve have?" shrugs a local tour guide who 
hepherds scores of crepe-soled German 
nd Japanese tourists along the lake's reed- 
hoked shores at peak season. 
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splashed water at it and it swam away. 

Other sightings echoing back through 
the mists of Malaysia’s history include a 
party of (some say tipsy) British explorers 
in the 1870s who described a dark, lizard- 
like creature with a long, plesiosaur neck. 
“Then there was the prospector in 1959 
who saw two big eyes in the dark staring 
at him from over the roof of his boat- 
house,” muses Shamsuddin Long, the gen- 
eral manager of Malaysian Overland Ad- 
ventures, a tour group which sponsors 
trips to the lake. 

Some insist the unknown animal eats 
people, others argue that it is vegetarian. 
Some say it swims, others say it prefers to 
sunbathe. Aborigines have dubbed the 
beast Naga Seri Gumun or Glorious Dragon. 
They believe it is the incarnation of an en- 
chanted log that sparked the natural erup- 
tions thousands of years ago which created 
Lake Chini. 

Since no one has been able to prove or 
disprove whether the animal actually ex- 





Chinnie lurks beneath Lake Chini's lotuses. 


ists, either through photographs or conven- 
ient autographed footprints, there is noth- 
ing to show that any of the above descrip- 
tions is incorrect, 

Cryptozoologists — the term for those 
who study unknown animals — argue that 
there is plenty of evidence to suggest that a 
mysterious creature lurks somewhere in 
the lake. For one thing, Lake Chini is sur- 
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ethereal heights. But the monster, in all 
ness, may find it hard to call attentic 
itself since the lake is blanketed with 
lions of pink and white lotuses for mc 
the year. The serpent may also prefer « 
water in view of the speedboats — dr 
by daring aboriginal pilots — which ii 
minably criss-cross the lake ferrying | 
of tourists on their next jungle "advent 

The alleged sunken city, however, 
be a step closer to reality. Recent arc 
logical expeditions have uncovered 
merged stones a few metres underwat 
various points in the lake. The evid 
points to the existence of a civilisa 
which may have been buried by a 
known cataclysm sometime in the 
century. 

The area is known to have been 
stomping ground of an empire-buik 
people called the Khmer — and Lake C 
may have been an outpost in an anc 
trade route which stretched as far nort 
Cambodia and as far south as the Ind 
sian archipelago. Others say 
site was inhabited long be 
the Khmer arrived. 

But short of draining 
lake and straining its conte 
there is no way to tell if the 
or the monster are actu 
there. Some amateur scien 
recently proposed using sc 
and other gear to scour 
lake’s depths. It’s also b 
noted in Malaysia that an ir 
national team of researcher: 
cently set out to map the « 
tours of Scotland's Loch ^ 
for the first time since 1903 

Similar efforts could 
launched in Lake Chini. 
getting to the bottom of the 
dle could also rob the area of its most : 
ent tourist attraction, especially if nei 
the monster or the city are found. 

In the end, it might be better to le 
well enough alone where the Lake C 
monster is concerned. "Maybe it is ju 
big black snake," says Masita binti Mat, 
proprietress of a small boat station on 
banks of the Pahang River. Still some ! 
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tatues of seated Buddha look toward the tree of enlightenment, the fourth generation from the original 2,500 years ago. 
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A Hindu-Buddhist row 


Ancient temple may trigger off a new communal crisis 


y Hamish McDonald in Bodhi Gaya 


or all his adult life, Prajna Deep 

travelled the railways across 

northern India as a ticket inspec- 

tor, enforcing the intricate class 
uriers and entitlements of the railway res- 
‘vation system. 

Four years ago, after 32 years service, 
eep retired. He handed his pension and 
iot of land to his wife and family and said 
rewell. Deep travelled to this neglected 
rner of Bihar, in northeastern India, and 
tered a Buddhist monastery. Now wear- 
g orange robes and addressed as Bhikku 
rajna Deep, he explains why he forsook 
induism. “I am from a backward caste,” 
? said. "The caste system was pinching 
ie, and I was sick of it. I decided to be- 
me a Buddhist. By converting I am away 
om the Hindu system." 

The nlace where Deen tries to renounce 





peepul tree (a variety of fig), when he 
reached his insight that meditation rather 
than asceticism was the path to release — 
and becoming a Buddha. 

Around 300 BC, the Buddhist emperor 
Ashok constructed a temple next to the 
tree, on which around AD 600 a later ruler 
erected a heavily ornamented stone spire. 
The temple has suffered many attempts at 
its destruction by rulers of other faiths, but 
its original base survived and the tower 
was reconstructed in 1860-80. The tree, 
which now spreads out five huge trunks, 
is the fourth generation from the original, 
according to a sign. One legend is that 
Ashok’s daughter carried a sapling to the 
ancient Buddhist centre at Anuradhapura 
in Sri Lanka and that centuries later, when 
the original was burnt by a hostile king, a 
sapling from this offshoot was in turn 
brought back to Bodhi Gaya. 


Rut even nnder the tree of enliohten- 


right in front of the Buddha statue 

stone slab carved with a circular des 
This is a Shivalingam, a phallic im 
representing the deity Shiva. Many 
the pilgrims put their hands together 
fore the Buddha statue, then under 
guidance of Hindu pandits (priests) sp 
kle water and flower petals on 

Shivalingam. 

For the Hindus this presents no tł 
logical or social problems. Buddh 
shares certain key beliefs with Hindui 
reincarnation and spiritual betterm 
over a series of lifetimes, and the ic 
of mukti, or release from the mate 
world. Gautama Buddha has been sim 
added to the pantheon of Hindu gc 
"There is one religion, one god," s 
Narayan Dubey, a pandit guarding 
Shivalingam. "Lord Buddha is the 9th 


carnation of the Lord Vishnu, so it is 
came thine ” 





nent. “It has been an attempt by Hindus 
o assimilate Buddhism into Hinduism, 
oth by physical means and by theory." 

The Hindu presence has triggered off a 
ierce backlash from adherents of Bud- 
Ihism, a religion that preaches abandon- 
nent of desires and emotions. Like the 
lindu-Muslim dispute over an ancient 
"ilding at Ayodhya that has claimed 
cores of lives and threatened a communal 
iolocaust, the Bodhi Gaya temple could be 
he pivot of another crisis. 

The Hindu-Buddhist dispute is being 
vatched by a circle of foreign spectators, 
ncluding the Buddhist countries stretch- 
ng from Sri Lanka to Japan, many of 
vhich have built monasteries in Bodhi 
saya for visiting monks. 

On 16 May, the anniversary of Bud- 
tha’s enlightenment, over 1,000 Buddhists 
rowded into the temple chambers and 
iarassed the Hindu priests. A woman 
'ointed to the Buddha images draped in 
lindu colours and asked who they were. 
Nhen the pandit replied that they were the 
'andawa brothers, the heroes of a Hindu 
ipic, she slapped him. Others smashed the 
vater-pot over one of the Shivalingams. 

Up to then, the Buddhist campaign to 
egain Bodhi Gaya had proceeded without 
iolence. It started around 1860 when the 
ing of Burma sent monks to serve at the 
emple. In 1891, a senior monk from Sri 
anka visited Bodhi Gaya and decided to 
levote his life to regaining Buddhist su- 
'ervision. Interventions came from Bud- 
lhist associations in Japan, Burma and 
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Fils i in ofna 


While religious grou: ps in India quarrel 
over who owns um Tights to Buddha, 
two filmmakers are competing to bring 


big-budget versions of the life of the 


Buddha to the screen — and trying to 
steer clear of doctrinal 
... Bernardo Bertolucci, who made The 
Last Emperor, is exploring locations in 
les ocn oe ieee 
“Little Buddha." By sh 
Bertolucci will avoid the 
 pre-censorship required by | aia: 
Siddartha Gautama’s home was in any 
case a state straddling what is now the 
India-^ border. The title 
the film to focus on the Bud- 
dha's childhoc 
The other film, with a US$30 million 
Pange is planned by Indian office- 


Thailand early this century. Some Hindu 
notables, such as the poet Rabindranath 
Tagore, lent their support. 

In 1949, Indian authorities passed 
through the Bihar state assembly à new 
Bodhi Gaya Temple Management Act, 
which imposed more even control under a 
committee comprising equal numbers of 
Hindus and Buddhists. The chairmanship, 
and casting vote, went ex officio to the Gaya 
district magistrate, as long as he or she was 
a Hindu. If not, another Hindu official 
would be deputised. This left a feeling 
among Buddhists of a tilt towards the Hin- 
dus. In practice, both communities have 
had to accept some decisions they disagree 
with. 

The latest events signal the injection of 
an explosive new element — caste politics. 
Many Buddhists in India are recent con- 
verts who under Hinduism had belonged 
to the so-called untouchable groups re- 
sponsible for dealing with excrement and 
dead animals and whose very shadow was 
said to pollute others. The great Independ- 
ence-era leader of the untouchables, B. K. 
Ambedkar, led mass conversions to Bud- 
dhism in the 1950s to escape the stigma of 
alleged impurity. The aggressive Buddhists 
who caused turmoil on 16 May were pre- 
dominantly such Ambedkarites who had 
come in busloads from the western state of 
Maharashtra. 


Bhs nent manufacturer B. K. Mod 
arner Bros. This will be shot ir 


E ori. ind Broad 


casting. 

The Modi-Warner film deals witl 
Gautama's privileged early life as < 
prince belonging to the Kshatriya (war 
rior) caste, and his decision to renounc 
status, family and wealth for the life o 
a wandering sadhu, or holy man. 

However, the film cannot but plac 
Gautama within Hindu s and im 
seu as Buddhism in the context o 

reform rather than a schism. It: 
crimi ribi as 
ty are promotec 

by modern-day Hindu reformers seek 
ing qualities to match the outward con 
cerns of Islam and Christianity. As on 
of the film's Indian backers put it 
“Without Buddhism, Hinduism is in 
complete." m Hamish McDonak 
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priests." 

After the May confrontation, the atn 
phere at Bodhi Gaya has been char; 
Roy received threatening telephone « 
and letters. Slogans appeared on the w 
around the temple grounds saying "D 
C. Roy is a thief"; "Ambedkarites are 
ports of Pak [Pakistan]’; "The Five I 
dawas and the Shivalimgam must no! 
removed"; and "Stop becoming false B 
dhists." 

Some of the graffiti is signed “BJP” 
initials of the Bharatiya Janata Party, 
Hindu nationalists who are India's big; 
opposition group. BJP leaders maintain 
Hinduism is a culture and national ic 
tity rather than a religion; as such conv 
to Buddhism, Islam or Christianity car 
be said to have left it. 

From their side, some Buddhists all 
that the temple management commi 
has been corrupted: funds misappro 
ated; branches of the tree chopped up. 
sold as souvenirs, and secret meetings | 
with Hindu extremists. 

Rag Bala Verma, the district magist 
who talked down the 16 May confro 
tion, appears confident that it will nol 
further. But she agrees that it has 
potential to become another Ayodhya. 
can be, if some vested interests fai 
up," Verma said. "Left to itself it wc 
not." 
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Mongolia step by step 








Search of Genghis Khan hy Tim Severin. 
utchinson, London and Sydney. 

17.99 (LIS$34.60). 

ve Lost Country: Mongolia Revealed 

t Jasper Becker. Hodder & Stoughton, 
mdon and Sydney. £16.99 (US$32.70). 


The birth of multi-party democracy in 
longolia in 1990 briefly encouraged new 
terest in this remote and beautiful but 
iradoxical country. Earlier this year the 
ongols adopted a new constitution em- 
xlying their hopes for further democratic 
form and the development of a market 
onomy. In June, blaming the democrats 
r their severe economic difficulties 
irgely caused by the collapse of the 
rmer Soviet Union), they turned back the 
ock and gave a massive vote of confi- 
once to the supposedly ex-communist 
xople's Revolutionary Party (MPRP). One 
onders what they will do in a year's time, 
hen the difficulties persist and there is 
ily the MPRP to blame. 

Mongolia has not been quite as remote 
id inaccessible as some people would 
ive us believe. Since the 1960s it has not 
‘en necessary to be a fellow-traveller to 
t a visa, though the former Tsedenbal 
gime would try to blacken any independ- 
it and critical view of life there. Now the 
ficial view (if indeed there still is one) 
ems to be that it matters not what you 
y about Mongolia as long as you write 
out it. 

Good books, however, are still as rare 
the Prezewalski horse. Over the past 30 
'ars or so several Western specialists in 
e Mongolian political 
id economic scene have 
ed to understand how 
e country and its people 
ive been affected by in- 
istrialisation and urbani- 
tion and to plot the 
rřists and turns of their 
aders’ policies. The Mon- 
s have not really been 
st, just mislaid from time 

time by the media, 
hose transitory focus has 
vung to more exciting 
'ents elsewhere. 

The professional ex- 
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The Lost 
Country 





with passages from Marco Polo and other 
historical sources and illustrated with ex- 
cellent colour photographs by Paul Harris. 
The result is a confidence-inspiring over- 
view of the daily life, hopes and fears of 
the Mongol arat, a man to be admired for 
his skill, toughness, patience and tacitur- 
nity, but not for his sloth, innate conserva- 
tism, “childlike deviousness,” addiction to 
alcohol and “rudimentary cuisine.” “In 
times of confusion, uncer- 
tainty and stress, the ordi- 
nary Mongol has always 
clung more staunchly to 
the memory of Genghis 
Khan,” Severin says. There 
is also a danger that the 
Mongols might “fall vic- 
tim to their own feeling of 
self-importance.” 

The professional jour- 
nalist Jasper Becker 
projects himself as the in- 
trepid explorer, sweeping 
across countries and conti- 
nents, briefly examining 
the evidence, banging in a 
few quotes and hurrying 
on. While traveller Tim is 
trotting through the Hangai Mountains 
doing mischief to his thigh muscles and 
ruining his digestive system, journalist Jas- 
per is whizzing through space and time, 
hardly stopping to drink or eat, in his re- 
lentless drive to rediscover the “lost” Mon- 
gols. He amazes and entertains with a 
heady mixture of flimsy theories, strange 
opinions and garbled facts, exciting pas- 
sages from histories of the 
Mongol Empire and body 
counts from battlefields 
and executions. 

Mongolia has survived 
the horrors of Choi- 
balsan’s purges and the 
stupidities of Tsedenbal's 
stagnation, but at the terri- 
ble cost of tens of thou- 
sands of lives lost or ru- 
ined. Bitter resentment 
against real and imagined 
injustices still runs deep, 
creating pathetic figures 
like Becker's loony history 


TIM SEVERIN 





world from which their country was k 
cut off. It will be interesting to see how 
it proves possible for them to match 
needs of a modern (if decrepit) urban 
dustrialised society with the national r 
gious and nomadic ethics which for mi 
are still the Mongol ideal. 

Becker's description of life among 
camel-herds of South Gobi province is p 
ticularly evocative. At first sight it see 
strange that people would want to mak 
simple living amongst those vast, lon 
silent tracts of gravel and scrub, where 
US explorer Chapman Andrews made 
famous discovery of "dragon bones" e 
dinosaur eggs in the cliffs of sand. Ha 
and terrible in winter, 
Gobi desert is litera 
brought to life by ri 
summer downpou 
which in a day carpet 
dunes with wild flower 
magic place. 

Unfortunately, Bec 
persists in calling in 
pendent Mongolia (i 
former Mongolian P. 
ple's Republic) "Ou 
Mongolia," except wh 
he says that it is now 
"Republic of Mongol 
(which it isn't; that was 
an unadopted draft of 
new constitution). Mc 
over, he washes his har 
of any attempt at consistency in the sp 
ing of names and leaves the reader ad 
in a curious mixture of fact, fiction < 
muddle which cannot fail to underm 
confidence in his book as a seri 
work. 

For example, he claims that 50 years : 
the population of Kizil (Kyzyl), capital 
Tuva ("the lost world" of Central As 
was only 300 (it was already 3,000 in 19; 
he adds that the Tuvans are the "most e 
ward of the Turkish-speaking tribes," f 
getting the Yakuts, who live another 1; 
miles farther on. The name of a pri: 
guard is given as "Survalzmlagch" (me 
ing “newspaper correspondent"). Anot 
great curiosity is Becker's attribution to | 
Tolstoy (died 1910) of the description 
Stalin as "Genghis Khan with a telephor 
Leon Trotsky, surely? 

"One could take any thread in hist 
and follow it through and one connect 
would lead to another," Becker warns, '^ 
til the most unlikely parts could be seen 
linked and in some way interconnec 





Mongolian 
bookshelf 


ñongolia Today ed. Shirin Akiner. Kegan 
'aul International, London. £45 (US$76.50). 
he Modern History of Mongolia 

y Charles Bawden. Kegan Paul 
nternational, London. £14.95 (US$25.50). 
Yormation Mongolia Academy of Sciences 
APR. Pergamon Press, London. US$220. 
fongolia: Politics, Economics, and Society 
y Alan Sanders. Frances Pinter, London. 
11.99 (LIS$23.10). 


Long isolated in the So- 
iet empire, Mongolia was 
ne of the rarest stops for 
utsiders until the late 
980s when it began open- 
1g its doors to the non- 
ommunist world. The 
low evolution began in 
384 with the replacement 
f Yumjaagiin Tsedenbal, 
ictator for more than 30 
ears, and unexpectedly 
irned into a whirlwind of 
|ange, as Mongolia went 
om de-Stalinisation to free 
ections in a few months. 
1 the process, writers on 
longolia found all of their 
sumptions under attack. The rejection of 
hat were once considered to be eternal 
rities, such as that fear of China will keep 
longolia firmly in the Russian orbit, has 
iade understanding this long isolated 
untry as difficult as ever, despite the 
entiful information available to the inter- 
ted observer. 

Mongolia Today, published in 1991, is the 
'st attempt in book form to take stock of 
ongolia's past and apply that knowledge 

the question of its future. The authors, a 
lection of academics, businessmen and 
plomats, assess the effects of glasnost and 
'restroika on Mongolia, and generally see 
rosy future for the vast and sparsely 
»pulated country. Unfortunately, the arti- 
"s in this book were overtaken by events; 
restroika and glasnost are not even yes- 
"day's words, but the day before yester- 
y's; and yesterday's word, democracy, 
s already been replaced by a new one, 
istration, as people wrestle with a wors- 
ing economic crisis. 

Ironically the most outdated articles are 











both the enormous role of Soviet aid in 
Mongolia's temporary bubble of prosper- 
ity from 1970 to 1990, as well as the infla- 
tionary pressures inherent in a country 
where more than half of the people are 
under 19. Kaser can take dour satisfaction 
in the catastrophic decline in Mongolia's 
economy due to the absence of Russian in- 
puts, and in the high rate of inflation, 
which in recent months has reached 100%. 

Charles Bawden, the most eminent 
Mongolist (as those who study Mongolia 
for a living are called) in the English-speak- 
ing world, serves up an overview that 
largely summarises his previous book, The 
Modern History of Mongolia (1968). Long 
out of print, the book has been repub- 
lished, with an epilogue by 
Alan Sanders. Bawden's ex- 
plication of the socio-eco- 
nomic underpinnings of 
traditional Mongolian so- 
ciety is masterful, and his 
account of much of post- 
revolutionary history is pro- 
vocative but somewhat cur- 
sory; the best detailed po- 
litical history of the post- 
revolutionary period, Rob- 
ert Rupen's Mongols of the 
Twentieth Century (1964), is 
unfortunately still out of 
print. Bawden's evaluation 
of the significance of tradi- 
tional Mongolian culture 
seems curiously schizoid; when the com- 
munists attack it, he insists it is a rich and 
glorious tradition, but at other times he 
sees it mostly as ignorance, superstition 
and drunkenness. 

Bawden's warnings not to take too 
seriously the communist rulers' trium- 
phant proclamations that Mongolia will 
soon be a developed country were little 
heeded. In the Brezhnev era a massive in- 
flux of Soviet investment dramatically 
raised the living standards, without con- 
tributing much to sustainable growth 
potential. Claims that 
Mongolia's per capita 
income exceeds 
US$3,000, or Prime Min- 
ister Byambasuren's 
1990 call to match South 
Korea's present living 
standards in 10 years, 
ring very hollow now 
in a country where per 
capita income is plung- 
ing lower than that of 


Information 
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Society (1987) by Alan Sanders, and 
oversized encyclopedia, Information Mo. 
lia (1990), prepared by the Mongo 
Academy of Sciences for Pergamon P1 
Both are packed with data and skimpy 
analysis, but given the rapid pace 
change the data furnish a good baseline 
assessing the strengths and weaknesse 
Soviet aid-driven growth, still a rele 
issue in Mongolia. 

Information Mongolia is itself a mo 
ment of the pace of change in the coun 
The fact that the Mongolian Acade 
would collaborate with a capitalist publ 
ing company to produce such a book 
and the absence of overt propaganda 
mark it as a product of reform, but by n 
it appears quaintly old-fashioned. Th 
are traces of the old communist menta 
according to which the leaders occasi 
ally make mistakes, but such mista 
never affect the overall glorious upw 
curve. Thus the excesses of the feroci 
anti-religious campaign of the late 19 
are mentioned in the political section 
one of the "mistakes" of Choibalsan, M 
golia's Stalin. But in the section on religi 
we glide straight from the bloodl 
disestablishment of Buddhism in 1924 
the modern activities of the official Bi 
dhist clergy, with no mention of the in! 
vening slaughter. 

For certain subjects — Mongolia's fl. 
and fauna, environmental protecti: 
physical geography and the rural econoi 
— the book is the best available. But 
price (US$220) and size make it less tł 
convenient as a vade-mecum for the tri 
eller or investor. 

More useful is Sanders' paperback v 
ume. The culmination of two decades 
Mongolia watching, mostly through | 
pages of Unen, socialist Mongolia's offic 
newspaper, the book contains a wealth 
figures and statistics that often nicely fle: 
out the more general assertions 
Bawden's Modern History. 

As a comprehensive survey Sande 
like Information Mon; 
lia, covers topics r 
often dealt with 
other works, such 
the military, publishi 
and education. Havi 
been written in 1987, t 
book gives no inform 
tion on current even 
but neither do Mongo 
Today or Informati 
Mongolia, despite thi 


“Thailand has a considerable reservoir of what I 
call ‘inner strength’, a combination of social 
resilience, cohesion, and economic dynamism, 

which has enabled us to survive many a threat 
and misfortune in the past” 


Prime Minister Anand Panyarachun 
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namlong and cheerful protesters before the bullets: heavy hand loses. 


Voters’ second chance 


AND 





New polls give hope for strengthening democracy 


By Rodney Tasker in Bangkok 


hile still licking its wounds after the trauma of the 
mid-May bloodshed on Bangkok's streets, Thailand 
is having to gird up for its second general election 
this year. Optimists are hoping that a new govern- 
ent emerging from the 13 September poll will herald a much- 
eded period of political stability, and corresponding business 
nfidence. 

But many other observers are depressed by the real px 'ssibility 
at the country is unlikely to break out of its cycle of corruption- 
agued politics leading to weak coalition governments and regu- 
‘intervention by a heavy-handed military. 

Such an escape has proved difficult in 60 years since a constitu- 
nal monarchy was established in 1932. Distrust and suspicion 
nain between a military leadership which has regularly dis- 
ayed its political power by stepping in with coups, and civilian 
liticians who abuse power when they 
ve it by blatant displays of corruption, 





nounced the removal of Supreme Commander and Air Foi 
Commander Air Chief Marshal Kaset Rojananin and Army Co: 
mander Gen. Issarapong Noonpakdi from their poweri 
positions, and transferred them to "inactive" posts. The two h 
been widely held responsible for the military's brutal crushing 
pro-democracy demonstrations in Bangkok in May. 

In their place, Anand appointed Gen. Vimol Wongwanich 
the army command, Air Chief Marshal Gun Pimarnthip as ; 
force commander and Air Chief Marshal Voranart Apichari 
supreme commander. All are considered professional officers w 
are expected to try to reduce the meddling political role of t 
military as an institution, and help to make coups a thing of t 
past. The move was a climax to Anand's programme of gradua! 
whittling away senior military officers’ traditional boardroom F 
sitions on state enterprises, and also their official right to cont 

civil disturbances, instead of leaving this 
the police. 





towed down by troops who apparently had been told the dem- 
astrators were leftists trying to bring down the monarchy. 
Some 50 died, hundreds were wounded, and several hundred 
e still missing after the most violent military crackdown since a 
jup in 1976 brought an end to a previous bout of civilian demo- 
acy. 
The violence seriously smeared Thailand's peaceful interna- 
onal reputation, with TV images of soldiers shooting unarmed 
emonstrators shocking viewers worldwide. But it did bring some 
ingible benefits for an apparently popular movement spreading, 
woughout the country's social spectrum demanding a greater 
egree of civilian democracy with a corresponding reduction in 
xe military's traditional political stranglehold. 

After widely respected King Bhumibol Adulyadej intervened 
y personally telling Suchinda and his main antagonist, popular 
mer Bangkok governor Chamlong Srimuang, to reach a com- 
romise, the street confrontation abated and Suchinda resigned 
n 24 May. After another move inspired by the palace's coterie of 
rivy councillors, Suchinda's heir apparent, retired air chief 
1arshal Somboon Rahong, was cast aside in favour of the 
ppointment of the safe and popular Anand. The new prime min- 
ster, a former diplomat and top business executive, quickly dis- 
olved a parliament divided between a majority pro-military five- 
arty coalition and bitter opposition parties, 
nd called another election. 

The May turmoil had spread a great deal 
f unease among both the domestic and for- 
ign business community. Tourism, one of 
‘hailand’s main foreign exchange earners, 
juickly dropped, with tourism officials 
"utting the cost at up to Baht 200 million 
US$7.9 million). Many potential foreign in- 
'estors in a country which had seen four 
traight years of double-digit growth, mainly 
m the back of vast foreign investment, started 
o worry about future stability. Anand's in- 
erim government, largely comprising re- 
pected technocrats with no politicians, had 
o move swiftly to try to repair the damage 
ind shore up confidence. 

How successful Anand has been in rebuild- 
ng Thailand's image will be seen in the after- 
nath of the forthcoming election. As the Bang- 
cok stockmarket has slowly gained strength 
ollowing an immediate post mid-May fall, 
ind with big, continuing investment projects 
elatively unscathed, the mood in the business 
'ommunity is cautiously optimistic. Thailand 
as been through similar — though less vio- 
ent — political upheavals and survived im- 
»ressively, as investors who believe in the 
ountry's inherent stability, despite military- 
"ivilian political clashes, retain confidence. 

In a recent report on Thailand, leading US investment bank 
Merrill Lynch backed up the mood of cautious confidence. “Al- 
hough many analysts have cut their forecasts of investment 
zrowth [in Thailand] in 1992 following the political unrest in May, 
this is somewhat misleading. Certainly, the political crisis did af- 
fect investor confidence to a point, but it is debatable if it has 
damaeed Thailand's long-term attractiveness as an investment lo- 


Anand: cracks the 





whip over military. 


ment deterrents. 

The first Anand government, which followed the Febru 
1991 coup, was widely acclaimed for its efficiency and corrupt 
breaking economic programme. Although it was appointed 
the National Peacekeeping Council military junta which had o 
thrown the elected government of former prime minister Chati 
Choonhavan, even politicians had to admit that Anand's cab 
of technocrats, former bureaucrats and businessmen was on 
the best the country had seen. Anand took care not to ups 
junta nominally headed by then supreme commander € 
Sunthorn Kongsompong but effectively controlled by Suchin: 

Anand's main concern during his first period in power leac 
up to this year's first election on 22 March was to keep Thaila: 
dynamic economy on course. Now, with military leaders 
graced because of the May bloodshed, Anand is devoting hin 
more to meeting political expectations that he will not only « 
the military's political power but try to en: 
that the next election will see the erosio 
traditional vote-buying tactics which I 
guaranteed that the same old faces are 
turned to civilian power. This may prov 
be an immensely difficult task. 

In February 1991, military leaders clair 
they had to oust Chatichai’s government 
cause it was too corrupt. Indeed many T 
agreed that corruption had got out of h 
and the coup initially received wide acc 
ance. But it soon became apparent that 
military leadership had been more conce! 
that its decades-old central role in politics 
under threat from Chatichai. The generals 
pected that Chatichai was moving to d 
the power of Chulachomklao Military A 
emy's Class 5, whose officers had an unj 
edented grip on the military leadership. 

Now Anand, with his dismissal of K 
and Issarapong, is seen to be tackling Cli 
military leadership which, ostensibly at | 
no longer calls the political shots. Whethe 
latest action proves to be effective in the | 
term will depend a lot of the political fut 

Suchinda, as military supremo, was 
leader of Class 5, and he and his collea 
had a direct hand not only in drawing 
new constitution in December 1991 but 
in ensuring that pro-military parties 
ceeded in the March election. The Samakkhi Tham party, s 
under the transparent auspices of Kaset, gained the most pi 
mentary seats in the election. Chart Thai, with Kaset's fi 
Somboon at the helm, was second. 

The situation, with Samakkhi Tham and Chart Thai lead; 
five-party, pro-military coalition, proved to be a recip: 
dangerous confrontation. When the coalition decide 


173 1, oa 


diV/SUHYVHOIMH itd 


: y g f: ^d. 
ls per re TS" 
^o > A, A. 


M o) 
Er 





loday's Yesterday 


Thailand's pre-modern currency in different shapes 
and forms reveals the nation's prosperity and trading skills 
as well as its early attempts to develop a financial system. 
Bangkok Bank Ltd., Thailand's largest, continues the tradition. 
promoting confidence in investors 
and financial markets worldwide, today. 


A 





mue until Suchinda's government agreed to allow constitutional 
mendments requiring that a prime minister be elected, and also 
"rbing the new legislative powers of the military-packed, ap- 
jnted Senate. The government at first seemed to relent — 
ompting Chamlong to call off his fast — but then appeared to 
think. Chamlong took to the streets again, but this time with a 
ige crowd of protesters, many of them mobilised by a newly 
«med Confederation for Democracy. A large number of the de- 
onstrators were from Bangkok's middle class “mobile telephone 
igade" — Chamlong’s party had won 32 of Bangkok's 35 parlia- 
entary seats in the March election. 

Whether or not Chamlong intended it or not, the crowds that 
* and the Confederation for Democracy leaders headed clashed 
ith troops when they moved towards Government House and 
arliament. During the four-days of sporadic shooting, the burn- 
g of two government buildings and a police station, Chamlong 
as arrested. Neither Chamlong's opposition colleagues Chavalit 
x Chuan took part in the protests. Chuan's DP had decided on a 
»aceful, parliamentary path to secure the constitutional amend- 
rents, and later criticised Chamlong for taking his dangerous 
»nfrontational course. 

In the event, after the King's intervention, the constitutional 
nendments were quickly passed and Suchinda stood down in 
isgrace. Despite criticism of the devoutly Buddhist Chamlong, 
oth by the Democrats — who will be fighting his Palang Dharma 
arty for the same ground in the coming election — and many in 
angkok's middle class over his tactics, it is doubtful whether 
uchinda would have stood down so quickly without the street 
irmoil. It is also debatable whether the ensuing popular demand 
» remove Kaset and Issarapong would have been so relentless 
rithout the anger that the shooting of unarmed protesters sparked. 

Before the dismissals, Anand and the man he appointed as his 
efence minister, respected retired army chief of staff Banchob 
unnag, had made two cautious preliminary moves. First they 
issolved the Internal Peacekeeping Command, headed by Kaset, 
nd the Capital Security Command, with Issarapong as its chief. It 
ras through these two agencies, which both had roles in dealing 
rith civil disturbances, that troops were involved in putting down 
1e demonstrations. 

Anand's cabinet also set in motion a move to change the arti- 
les of association of Thai Airways International, so that Kaset, as 
ir force commander, would not enjoy the automatic right to the 
irline's chairmanship, reflecting criticism both among Thai Air- 
rays staff and outside over Kaset's role, particularly as the state 
nterprise was about to become a publicly listed company. The 
riticism was among wider popular indignation over the military 
'adership's traditional role in heading several state enterprises, 
cluding telecommunications, ports and public transport. 

The military's role in state enterprises is thought to have pro- 
ided the generals with a major source of revenue, on top of their 
rivate business concerns, to provide back-up for their manipula- 
on of the civilian political scene. Kaset sulkily accepted the gov- 
rnment's airline initiative, but at the same time made a contro- 
ersial statement in mid-July indicating that the military leader- 
hip was by no means opting out of its political role. 

Cornered by reporters after a religious ceremony on 14 July, 
aset was asked about the military's political role in connection 
vith the September election. His reply was startling: “There are 
nany ways of solving the country's problems. Parliament is one 
vay. But if other ways fail, the last resort would be for the mili- 


The Confederation for Democracy called for his and Issarapor 
quick dismissal and advised people how to resist a coup, w. 
Anand was provoked into saying that a majority of Thais wo 
view another coup as treason. Then he took action. 

Political commentators feel that if the message of the May ' 
lence had filtered down to voters even in the rural areas, th 
parties which opposed the five-party, pro-military coalition ' 
gain more seats in the election in a new watershed exercise 
wards democracy. The national mood, it is thought, will ber 
the Democrats, Chamlong's Palang Dharma and perh 
Chavalit's NAP. 

Meanwhile, parties in the pro-military coalition, particul: 
Samakkhi Tham, have begun to break up as their MPs seek si 
pastures. This exodus of MPs from their parties effectively chan 
the comfortable scenario of an election revolving around 
former opposition parties, because of the re-emergence of | 
figure. 

Chatichai Choonhavan, the ousted prime minister who | 
kept a low-profile since the February 1991 coup, reappeared 
the political scene in July. He was offered a return to the leac 
ship of his old, dominant party, Chart Thai, but refused. 

Instead, Chatichai decided to form a new party, Chart Patt: 
or National Development Party. In a carefully calculated m« 
Chatichai has set up an ostensible political middle ground 
creating a new haven for discredited MPs and other political le 
ers from the old pro-milil 
coalition. As politicians fr 
Samakkhi Tham, a fact 
from Chart Thai and even 
politically powerful fort 
Democrat deputy lea 
Prachuab Chaiyasarn, flocl 
Chatichai's banner, polit 
analysts have to work o 
new equation. The prospec 
Chatichai returning to po 
— despite the fact that a r 
tary-junta commission ] 
found him guilty of accui 
lating "extraordinary wea 
during his premiership — 
comes a real possibility. 

Chatichai's new party 
only attracted an estimated 
former MPs from other pai 
but evidently found fav 
with backers from the business community. On top of this, px 
cal sources say the ex-premier has reached a new and unl 
alliance with the military leadership which ousted him in 1 
That means his party has an abundance of re-electable MPs, pk 
of money and the tacit support of a military leadership anxiov 
thwart any plans by Chavalit, Chamlong or Chuan to bec 

rime minister. 

If Chatichai is indeed on the comeback trail at the age of 7 
is a depressing scenario amid hopes that the next election wc 
see Thailand take off on a new democratic path, free of mili 
interference. 

Politically active Thai businessmen who earlier agreed to tr 
bolster the election chances of the opposition, baulk at the p 
pect of Chatichai's return. Such a prospect would mean a re 
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Kaset: out of play. 





A dedicated life of caring and achievement 


SPECIAL BIRTHDAY GREETINGS TO HER MAJESTY THE QUEEN 


As the nation celebrates the 60th birthday and 5th Buddhist cycle of her gracious 
Majesty the Queen may we humbly present our profound and loyal greetings. 

On this auspicious occasion we salute Her Majesty s many achievements and ber 
life-long devotion to both ber family and to the welfare of the people of Thailand 

Through the years Her Majesty bas led by example, unstinting in ber efforts to 
improve the lives of the underprivileged throughout the Kingdom. 

Her Majesty the Queens initiatives and encouragement have seen the revival of many 
of the Kingdoms unique arts and crafts. Her Majesty s personal interest and patronage through 
the SUPPORT Foundation have not only helped revitalise ancient handicrafts threatened with 
extinction, but also helped provide welcome additional inc ome for many rural folk 

The environment is also benefitting from the personal interest of Her Majesty. During 
their frequent travels upcountry over the years, Their Majesties the King and Queen have 
become acquainted with, and concerned for, the preservation of the environment and tbe 
protection of wild life species within their natural habitats 

While His Majesty the King has implemented modern farming technology to help 


save the country’s valuable forest areas, Her Majesty the Queen bas been instrumental in in- 
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Dff the boil 
gut still hot 


I he army's massacre of protesters on Bangkok streets in 








May hardly helped Thailand's image abroad. But it does 

not seem to have had any lasting effect on the country's 
onomy. Although down from a couple of years back, economic 
'owth is still steady and solid, and for every negative point one 
in see on the horizon, there is a positive sign to balance it. 

The most positive sign, and the one underlying the central 
ank’s 7.5% GDP growth projection for 1992, is that exports are still 
‘owing. The 15% pace of expansion comes despite the sluggish- 
»ss of Western economies and the slowdown in Japan. The well- 
tversified product and market base of the country's exports ap- 
ears to ensure that as industrial economies pick up, the Thai 
«port sector and Thai manufacturers in general will do very well. 

The other main positive sign is the slower growth rate itself. 
fter five years of strong, average 10% GDP expansion, a slow- 
own was in order. The economy was overheating and there was 
nagging inflation problem, always threatening though never out 
f control. 

But since the cooling off which began last year, there has been 
»me worry that the deceleration 
tight be too sharp and sudden. This 
as not been completely supported 
y statistics. But neither is there a 
mvincing case that everything is 
kay. For several reasons, the statis- 
cs of the first half of 1992 have left 
e picture unclear. 

One is that economic activity was 
«ewed completely by the 1 January 
troduction of a 7% value-added 
ix (VAT), which replaced an old sys- 
əm of onerous business taxes. To 
repare for the unknown effects of 
1e changeover, businesses ran 
own inventories. Not sure whether 
rices would rise or fall, consumers 
Iso curbed spending. 

By the time the adjustments 
hould have been stomached, the 
fay crisis hit, further distorting sta- 
stics. 

The best that can be said from the 
tatistics for the first five months is 
yat there is no fully fledged crisis of confidence in the economy. 
or that reason, most economists believe the deceleration has hit 
ottom and momentum is likely to be sustained at current levels. 

Proof of that, points out Graham Catterwell of Crosby Securi- 
ies, is that while investment applications are down in number at 
he Board of Investment, the value is up over a year earlier. Project 









Construction: slowed but not stopped. 
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sustained growth on the external side. As far as domestic c 
sumption is concerned, it is too early to be sure, but statis 
through May suggest that consumer spending was expandin; 
5% or so — which is fairly good for a bearish period. Hous’ 
car, motorcycle and department store sales are still at le 
reached 18 months ago, when the economy was in full sw: 
This indicates consumption has not expanded much, but neit 
has it dropped off from the peak levels reached. 

The likelihood is that consumer spending will increase, not 
off. The government gave civil servants double-digit pay incre 
in April and in the private sector most companies say they are 
increasing salaries by more than 10% a year. 

The negative factors are not to be ignored. The biggest sk 
down is in construction, which had been growing at an aver 
20% a year from 1988 to 1991. A glut in most sectors of real es 
— upmarket housing, hotels, commercial space, and office sp 
— means a sharp slowdown. 

But it does not mean a complete halt. For one thing, there a 
myriad of government and semi-government infrastruct 
projects, such as roads, mass transit systems and utilities, wł 
will provide substantial business for builders. Secondly, low ; 
middle class housing is still in demand, and developers in th 
markets continue to build. 

Another worry has been tourism, the first industry to be I 
by the May violence. The immediate reaction was whole: 
cancellations by both business and holiday visitors. It was 
second blow to the industry in 18 months, the first being the € 
War. 

Nevertheless, the industry is looking at most at a 10% dec 
in visitor arrivals, and possibly no decline at all from the 5.1 1 

— 4, lion of 1991. In the worst case 
industry would lose Baht 11 bill 

The tourism industry overall 
been successful in keeping up ar 
als despite the political probk 
and the recession-hit West 
economies. With a massive new 
bal publicity campaign on, it is 
likely the industry will be per 
nently damaged. 

Overall, these factors explain 
confidence with which most ecc 
mists project a 7.5-8.5% econo 
growth rate for 1993. The most | 
simistic do not see an accelera 
until 1994, however. 

Even if things did turn down 
ther, Thailand is in a strong posi 
to defend itself. The governme 
books look very good. A current 
count surplus being run over 
past six years has left the bur: 
crats with an emergency war c 
of nearly Baht 200 billion. With 
slowdown in the economy, and the adjustment to new lower 
rates and the VAT, the surplus is expected to close this year. 
the first eight months of the fiscal year (ending on 31 Septeml 
the surplus was Baht 21.5 billion, running at a pace of abo 
third of the surplus of the previous two years. But as long as 
government can keep up that surplus — 7.5% of total income: 
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ing one. That was about US$20 billion at the end of last year. 
uch of it is short-term corporate borrowings, however, and so 
* this year — and especially since May — the amount seems to 
falling off. Both borrowers and lenders are more cautious, and 
e can already see a return of fund-seekers to on-shore facilities 
cause foreign banks are more wary about Thai risk. 

A more problematic risk is that, following the coming Septem- 
r elections, the new administration might attempt to boost gov- 


ament spending. As it was, during the second quarter some | 


‘pected technocrats were lobbying for the government to pump- 
ime the economy to ensure that the sharp slowdown did not 
mpletely kill momentum. For the time being, however, the more 
aservative faction held sway. 5 
Ifthe elections go off without a hitch, however, there is a strong 
ssibility that pro-spending politicians will come into power. 
eir influence could in the first case push the country away from 
balanced budget. Both government current reserves, and its 
ostantial borrowing power, could be tapped. In moderation this 
not dangerous, but if too much new spending is initiated at a 
e when the current account deficit is too large, there is a chance 


it fiscal and monetary stability could be endangered. That is. 


iat happened in the late 1970s and early 1980s. — ai Paul Handley 
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Paul Handley in Bangkok 


ike a glutton sated by a huge meal, Thai industry has now 
settled down for an extended period of digestion. The proc- 


_d ess will turn the massive investment between 1987 and 


l into the energy which will power the manufacturing and 
ort sectors throughout the 1990s. 

The full in investment has made some observers nervous. But 
re is a large reserve of nourishment to sustain growth. Last 
ir the manufacturing industry grew by 10% and is expected to 
the same again in 1992. Exports, DRE: 
dominantly manufacturers, grew 
1 solid 15% annual rate over the 
t five months of 1992, despite the 
ggishness in the economies of 
iland's major customers. 

A cursory look at statistics sug- 
ts an alarming drop off in invest- 
nt. Approved investment appli- 
ions at the Board of Investment 
D, which topped 1,400 in 1988, 
to 606 last year and only 155 for 
first five months of this year. The 
tral bank's private investment 
ex was at 102 in April, down 
m a peak at 181 at the end of 





probably better long-term options and less speculative than v 

In Thailand there are a couple of specific aspects to the slo 
down which mask a better situation than at first might appe 
For one, the real estate sector, which was an important compon 
in the previous years’ boom, has slowed sharply because of. 
impending glut. (And yet there are still numerous new real est; 


| projects being initiated for the long term.) 


Also, major liberalisations of tax rules have made it less i 


| perative for new investors to apply to BOL It is probable tl 





, numerous investments, especially in factory expansions and n 


estate, that were included in Bol figures three years ago, are 
longer recorded. — . 3 | | 


Industries are still investing at a healthy pace, neverthele 
That is attested to by the 20% annual growth rate in bank lendi 
and a healthy level of capital goods imports, roughly the same 
the first half of 1992 as the same period a year ago. 

Industry mostly appears undeterred by the violent riots of M: 
In early June, Siam Cement group senior executive vice preside 
Tawee Butsuntorn said his company, one of the country's nx 
respected, is not slowing down any of its myriad new or expa 


| sion projects. Siam Cement is rapidly adding to its own ceme 


production capacity and is just starting on a new US$240 milli 
steel plant with Japan's Yamato Steel. 

And the investments range across the whole sector. Constn 
tion materials, metals and steels, chemicals, and petrochemii 
industries are all putting in new capacity. So are exporters 
electronics, appliances, textiles and processed foods. | 

The amount of new capacity is such that most of the industri 
will be facing an oversupply situation on the local markets. TI 
means stiffer competition and lower margins; the more optimis 
analysts point out that it means cheaper goods for the local mz 
kets and incentive to open up new export marketing avenues. 

There are setbacks. For instance, several petrochemical projec 
given the go-ahead two years ago seem stalled, and a couple ha 
been cancelled. But none of that is related to the violence; nor 
the economic slowdown. Mostly they have to do with investc 
taking another look at the market, and their costs, and decidi 
that the projects are not currently feasible. 

One example is the TPI petrochemical group's threat to call « 
a project for a caprolactum plant if they cannot get greater t 
incentives from BOI. That, observers say, is probably indicative 
TPI's fears that its costs will be too high to compete with impor 

One result of the May tumult has been the hastened exit 

ee ee borderline investors from the re 
estate market. Certainly some we 
considering taking a gamble « 
putting up a new office block | 
apartment building, and riding o 
the glut over the next two years. T] 
political shifts may have jolted the 
back to reality, but it is not politi 
that is the chief deterrent; it is tl 
oversupplied market. | 

All that said, Thailand ha 
compete more to keep foreign i 
vestment coming in. The pie of Jap 
nese, Taiwanese and other Ea 
Asian outgoing investment has b 
come smaller since 1990. Yet it 
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dia and Vietnam are tough competitors for such investment; so 
Mexico, which with its preferential treatment for its exports to 
2 US is more attractive to industries focusing on sales to the US. 

On the other side are economies such as Malaysia which have 
tter infrastructure and a better-trained, albeit more expensive, 
»our force than Thailand's. 

Thailand itself has received a lot of press coverage of its wide- 
read infrastructure bottlenecks, in transport, communications, 
lities and manpower. Most of these problems are being dealt 
th now. For example, tw@ new private concessionaries are mov- 
2 quickly on a five-yedhf 
ephone lines around the Cóti 
d contractors are beginning wof 
ns for Bangkok. 

In fact, points out Hongkong consultant Robert Broadfoot, the 
ld is pretty level when assessing the deficiencies of Thailand 
d its: competitors for investment. In all these economies, infra- 
ucture is overwhelmed and skilled blue-collar and white-collar 
'rkers undersupplied. Thailand has a niche and certain types of 
restors will continue to go there. 

Broadfoot, who runs Political and Éconoraic Risk Consultancy 
i, says that Thailand just has to ensure its infrastructure defi- 
ncies are continually improved, and education of the workforce 
vanced. However, he adds, there are some other negatives Thai- 
id has to face. One, he says, is oe in the PM of 
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By David Jolly i in Bangkok | 





o. new port is nearly on line, 


two new mass transit sys- 
ew ti 











Thailand has successfully. become an export base for tuina : 
tional companies eager to take advantage « of the country's low 
labour costs and relatively open economy, | but little effort has 
been made to. supply those companies from within the coun- - 
| of Thailan, psp consists of 
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large projects and concessions — particularly infrastructure- 
lated ones. This is increasingly a turn off to foreign firms int 
ested in bidding for some of the concessions the government | 
offered. 

secondly, he says, in the long term, the spectre of Aids har 
over the workforce. If allowed to spread, Aids, which alrea 
affects an estimated 0.7-1% of the population, could within 
years begin to decimate the workforce. The potential burd 
brought on by losing trained workers, and absorbing medical a 


. other social costs of infected personnel, has to be taken into . 


count when investors consider setting up their manufacturi 
operations in the kingdom. 

Economists expect investment will be steady over the next fi 
years. A lot will be by existing manufacturers upgrading p: 
ducts, improving quality and boosting efficiency as Thaila 
moves away from its former cheap-labour environment. 

Newly-arriving foreign investment should continue to be « 
porters from environments such as the East Asian economi 
where operating costs have gone sky-high. Less will be domest 
market focused, since that is heavily saturated. 

A third type is being actively pursued by BOI. That is inve 
ment that will fill in gaps in industry — companies which ma 
parts and materials to feed existing manufacturers. Success in f 
ing some of these gaps can increase industry's efficiency and su 
jn op id into manufacturing. 





singapore: and? Taiwan: you’ dl sce that the big | 
ws what it. needs a lot better than the govern- 
ain item on BUILD' S B is > coordination, he 


In esse ic the programme isa a scheme t to market the con- 
cept of backward linkages to Thailand’s small and medium- 
. BO! believes that the benefits of such linkage 









relationships ill be so obvious that Thailand's sub-contractors 
will be eager to take part | ^ 
In the first stage of the programme, whi will focus on the 


machinery and electronics in tries, BOI's main 
ill be the creation of a database of 1,000 Thai 





ur n- on dm terested in forming such relationships and another da- 


ut 200 potential buyers. By listing the abilities and 
irm, as well as providing details of parts needed 
BOI hopes to play the match maker in ina à sort of 
ating service. 2 | 
I small Thai company went to ihe BOL Tok- ] 
country, the BOI could only ! tell it something | 
id in | labour-intensive de: ct 
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concerned. Ten years ago, the project would ot have had a 
chance of success, Brimble says, but argues thi 
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nder the Ministry of Commerce, the Royal Government 

ll oí Thailand, the Department of Export Promotion (DEP) 
was established with the aim of promoting Thai products in 
overseas markets and of assisting foreign buyers in every possible 
way to conduct their business swiftly and efficiently, DEP's 
professionally trained staff work closely with both Thai manu- 
facturers, exporters and foreign buyers to achieve these goals. In 
addition, DEP is the focal point for all matters related to improve- 
ment of the country's exports. Wherever you are located, whether 
you are an individual buyer or port of a forger buying mission, 
DEP is always àt your service. 

















PLEASE CONTACT 


DEP aD Department of Export Promotion 

Ministry of Commerce, Royal Thai Government. 22/77 Rachadapisek Road, Bangkok 10900, Thailand. 
Telephone : (66-2) 511 5066-77, 513 1909 Telex : 82354 DEPEP TH, 81009 DEPEP TH. 

FAX : (66-2) 512 1079, 513 1917 


Or Thai Trade Centers nearest to you 
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l t was touch and go for a while in 1991: pressure was building 





for the Thai central bank to: take action over a ballooning 

trade deficit, while the bank's economists resisted, insisting 
an imminent take off in export that would close the dangerous 
p. Investment in the previous three years had been so heavy, 
> central bankers said, that exports would have to start moving. 
50 they have. In September last year, exports suddenly surged, 
d for the last quarter of the year grew at an annual rate of over 
%. Meanwhile, growth in imports plunged, mostly the result of 
' general slowdown in investment. 
The shift has been sustained. By the end of May this year, 
»orts were expanding at 15% over the previous year, while 
ports for the five month period were unchanged from the same 
riod in 1991, 
That this happened at a time when industrialised economies 
' slumping, and their import demand soft, testifies to both the 
tinued competitiveness of Thai exports and to the benefit of 
ailand’s diversity of export products and markets. 
The US and Japanese markets are still dominant. Together they 
e up nearly 40% of Thailand’s exports. 
at leaves the country vulnerable, but far 
š so than South Korea and Taiwan were 
‘heir boom days, when the US took over 
f their exports. Europe gets another 20%, 
1 Asian countries excluding Japan 23%. 
The product mix of exports has shifted 
rply over the past five years. In 1986 
iculture, fishery and forestry products 
ounted for 41% of total exports, while 
nufactured goods accounted for another 
É. In 1991, however, manufactured 
xis had moved to 76% of all exports, 
| basic agriculture/fishery /forestry ma- 
als, while having grown in value by 
6 over the five years, accounted for only 
6 of exports. 
The result is an economy far less vul- 
able to shifts in commodity prices, as it 
s through the mid-1980s. That said, 
üland is still a leader in several unprocessed and processed 
d commodities. It is the world's leading exporter of rice, tapi- 
, canned tuna, and rubber; it ranks in the top five in canned 
eapple, prawn, frozen chicken, sugar and fresh flowers. 
Yet none of these commodities constituted more than 5% of 
orts. The biggest chunk of total exports of Baht 725.6 billion 
$28.6 billion) last year came from textile products, accounting 
15%, and gems and jewellery were an estimated 5%. 
l'he kingdom's other big strengths are integrated circuits, foot- 
ir, and, increasingly, home appliances and electronic products, 
uiture and plastic products such as tovs. Taken tnoether eler- 





Both areas are under threat. 

Thailand’s tuna packers have also been forced to shift some 
their operations into US and European territory to continue 
gain access to those markets. There kinds of moves could contir 
to put pressure on Thai manufacturers. 

Maintaining competitiveness is a more serious issue. So far, 
competitiveness of exports has been sustained without the spe 
treatment Japan, South Korea and Taiwan received from the e 
of World War II until the mid-1980s. 

Thailand has no special access to the US and also has 1 
depended on an undervalued currency, the way the East As 
countries have. If anything the Baht has appreciated against | 
dollar over the past five years. 

Neither has the government overly coddled exporters with h 
den support that would evoke protectionist reactions. Lacki 
any special advantages has kept Thai exporters on their toes. E 
ever since a devaluation in 1984 put the Thai export sector ba 
on track, the overall terms of trade have been eroding. The teri 
of trade index was at 110 in 1986 — more beneficial for Thaila 
— and since 1990 has hovered at the neutral 100 level. 

That is mostly the result of the sharp rise in local operati 
costs for Thai exporters, specifically in wages. For publicly quot 
exporters, the change has shown up in their falling margins. 

Thus over the next few years exporters are going to have 
focus on boosting efficiency and product value-added. The g 
ments industry, the fastest-growing sector of textile exports, 
already going up market with higher-quality clothing. Europe 
buyers say they feel the Thai product will stay competitive. 

In food processing, another important export industry, t 
change is more difficult. Simple commodity exports such as fr 
zen chickens and canned tuna are feelii 
the pinch from competitors in cheaper-l 
bour environments such as Indonesia. T! 
Thai chicken industry has a strong lead « 
competitors, and still has à good life 
front of it. Nevertheless, exporters a 
pushing to develop value-added produ 
such as skewered chicken yakitori for Jap 
nese supermarkets. 

For the tuna canners, the future seer 
dark indeed. Unless they can boost ef 
ciency with new technologies they mi 
have to move operations elsewhere. 

Rice was for decades Thailand's tc 
money-earner, and though textiles ove 
took rice as the leading export several yea 
ago, Thailand is still the world's top ri: 
exporter. Now, though, Thailand has bes 
hit by a strong challenge from Vietnam. V 
etnam's surprising plunge into the lov 
quality rice market in 1990 served notice that Thailand would r 
longer be able to compete in that sector. Thais high-quality ri 
will probably never be pushed from market dominance, but w 
be given a run for its money. 

Nevertheless, the opening of Japanese and Korean markets fi 
rice imports will benefit all rice exporters, Thailand first and for 
most. 

Another aspect which will force Thai exporters to boost con 
petitiveness is the move to create an Asean trade club. The As 
Free Trade Association will force members to cut protective dutie 
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~- Come to the land of smiles, 
eS and shop in the heart of the city of angels. 
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Variety and value make Bangkok a shopper's dream. Long 
famous for handicrafts and beautiful silks, it now also offers a 
profusion of fashionable clothes, leathergoods, gems and 
jewellery. And, a profusion of places to shop. Department 
stores, shopping plazas, market stalls, all are alive with 
activity, ensuring there's never a dull moment -day or night. 


Siam Square is the most cosmopolitan shopping area, 
and at its heart, Novotel. An excitingly different hotel with 
luxurious facilities. Here you'll enjoy legendary Thai hospitality, 
while experiencing a touch of French flair. All rooms have panoramic 
views over the city and Novotel's convenient location makes it easy to 
travel in and around the city of Bangkok. 
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Cleaning up 
heir act 


few years ago, only the most dedicated environmentalists 
A were working to fight Thailand’s pollution problems, ac- 

cording to Finance Minister Panas Simasathien at the 13 
ly launching of the World Bank’s World Development Report. 
Jne of our senior politicians even declared that the environment 
as a concern only for rich nations. Well, we have either become 
:h or we have become wise," Panas added. 

The government has now sent a message to Thai industry that 
is time to clean up its act. The first government of Prime Minis- 
r Anand Panyarachun in February this year drafted a series of 
ws to coordinate the country’s response to pollution: the En- 
ncement and Conservation of Na- 
nal Environmental Quality Act, a 
w "master law" that restructures 
licymaking and enforcement au- 
ity; the Factories Act, currently 
der review, which will reclassify 
lustries to make regulation of pol- 
ers easier; the Energy Conserva- 
n Promotion Act; and a law regu- 
ing hazardous waste. 

"Anand has set in place some 
ilding blocks that cannot easily be 
ved away,” says Paul Clements- 
int, general manager of Environ- 
ntal Business Group, a firm 
tich advises companies seeking 
portunities in Thailand's bur- 
ming environmental market. 

For a developing country, Thai- 
d's new laws are quite ambitious. 
2 acts: 

Raise environmental concerns to the top level of government 
absorbing the country's environmental agency, the National 
vironmental Board, into the Ministry of Technology, Science 
1 Environment (MOSTE), which will now have three environ- 
ntal departments: a planning office, an information office and a 
lution control department. 

Provide for the prime minister to chair a National Environ- 
ntal Committee, composed of cabinet officials, representatives 
»usiness and non-governmental organisations (NGOs), with a 
ndate to insure that environmental quality concerns are con- 
2red in government policy 
Create two renewable funds for environmental projects — an 
ironmental fund and an energy conservation fund — that will 
ised to help businesses and individuals to meet the costs of the 
her standards. 

Sive the government the power to create emissions standards 
industry. Until now, the government could only set ambient 
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Emission standards: clear the air. 


the government is realistic enough to know that industry car 
do the job itself all at once. While the long-term emphasis wil 
on getting polluters to foot the bill, “the government will conti 
to subsidise pollution control efforts for now,” he says. 

Still, the laws remain untested, and there are a number of qi 
tions regarding jurisdictional issues and the government's abi 
to enforce the new measures that must be answered. 

The environmental quality act leaves open the possibility 
bureaucratic conflict, as it gives MOSTE responsibility for draft 
standards and enforcing them for all activities excepting factor 
Responsibility for enforcing regulations for factories falls to 
Ministry of Industry, reportedly as a result of an intense bure 
cratic battle during the law's formulation. Now, if industry d 
not enforce the laws satisfactorily, MOSTE is empowered to 
point a third agency for the enforcement. 

Potentially, enforcement of the laws is the weak spot. TI 
land's pollution inspection agencies are hopelessly understaff 
and owing to low salaries, vulnerable to bribery. With the regt 
tory and enforcement mechanisms not yet in place, Thailan 
politicians will have a large hand in deciding the law’s effecti 
ness. Anand's caretaker government has promised to uphold | 
laws, but the real test will come after the 13 September electic 
with the installation of a new g 
ernment. 

Rather than directly addressi 
the problems of enforcement, t 
new laws try to get around them 
encouraging businesses to contri 
waste management out to priv: 
firms. 

TDRI's Dhira estimates that as 
result, Thailand will see its envirc 
mental products and services sect 
grow from its current US$400 m 
lion per-year level into a US$1 t 
lion per-year industry by the end 
the decade. "The business world 
beginning to look at pollution cc 
trol as a source of revenue,” he sa" 
"The green business is going to 
one of the fastest growing bu: 
nesses in the region." 

Sarawoot Chayovan, director 
the Federation of Thai Industries' Industrial Environmental Ma 
agement Programme, says that the reaction among businesses h 
been restrained, and that no one expects much of an impact « 
business. “I have had some positive reactions. Most of the forei; 
companies are subject to strict regulations in their home countrie 
and are quite prepared to adjust to more regulation in Thailand 
he said. 

Sarawoot says businesses will actually face less red tape th 
before. “More activities will be required to conduct environment 
impact studies than was previously the case,” he said, “but tl 
procedures have been simplified, so it is going to be faster ar 
easier to deal with the government than ever before." 

A key provision of the new laws is the creation of the tw 
funds. Together they will be endowed with about Baht 5 billion : 
be made available to communities, businesses and individuals fi 
funding waste-treatment facilities, and for providing low-intere 


loans to businesses to help them purchase the technology nece 
garv tà meet tho now ctandarde 
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ficient technology and renewable energy projects. The energy 
mservation fund is expected to receive an allocation of Baht 1.5 
illion shortly, unmatched in size elsewhere in the world, says 
eter duPont of the International Institute for Energy Conserva- 
on. 

Grants will be targeted for such things as subsidising manufac- 
ers of consumer products to improve product efficiency when 
would otherwise be uneconomical for the maker to do so. The 
mservation plan makes sense because it ties in with an ambi- 
ous five-year, US$182 million demand-side management plan 
med at reducing the country’s rate of growth of demand for 
rergy. It will be much cheaper in the long run to subsidise en- 
‘gy efficiency than to build more new power plants, says duPont. 

Some observers fear the laws might be too tough and frighten 
f investors. But Dhira says the new laws should have little effect 
1 investment. “As far as the multinationals are concerned, pollu- 
on control is already part of the budget,” he said. Environmental 
ws are only one of many factors that firms consider before in- 
esting, he said. "You don't see investment in Singapore and 
lalaysia falling off because of their stricter regulations." 

m David Jolly 
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Rich Thais. 


POVERTY 


poor Thai 
here were no immediate social or economic issues under- 
U lying the violence which occured in May. It was a military 
play for power, and the public rejected it. The military 
acted to this with gunfire. 

But deeply underlying the tragedy is the dark side of the Thai 
onomic success story. There is a vast discrepancy between the 
res of Thailand's urban wealthy and rural poor. It is partly the 
ingkok establishment's neglect of this discrepancy that led the 
ilitary and their allies in some less reputable political parties to 
‘lieve that they fill a crucial role in the political and social sphere. 

And it took such a tragedy to wake the Bangkok elite to this 
ct. In July, interim Prime Minister Anand Panyarachun pointed 
the schism as one of the roots of political problems, saying "this 
sparity is unsustainable in healthy democratic systems." 

Over the past decade the focus of government development 
forts has been heavily on urban areas. With rural-based 
»portunities outside of the farm sector few, this has attracted 
'avy migration by rural poor to greater Bangkok for jobs in 
e manufacturing and construction sectors. 

But that has not been enough to 
solve the poverty problem. There 
e still millions up-country without a 
m or daughter working in Bangkok 
add to the family's farming income. 

This shows up clearly in statistics: 
e national average GDP per capita in 


paraged vote-buying NEA have PEOR: this segment of 
ciety for support. Disliked by the urban middle class, the po 
cians and military leaders have convinced themselves that t 


| are the sole defenders of the poor. 





Around the north and northeast, and in many border pr 
inces where the army legally holds the reins of power over 
reaucrats, soldiers and rich politicians have led the civilian g 
ernment in building roads, reservoirs and irrigation canals. In 
severe drought early this year in the northeast, the army t 
more responsibility to truck water to villagers than did the 
terior ministry. 

This role becomes paramount for the military in the absenc 
any significant external security threat. But neither has the ar 
or these politicians invested their time and efforts in finding lo 
term solutions for rural development. In fact, they are part of 
problem by being involved in logging and mining that has di 
substantial damage to watersheds and soil quality 

The military's most recent effort, a programme to relocate rt 
poor from illegally occupied forest land to other areas, has b 
exposed as more of a plan to seize those forest lands for their o 
use. Many of those relocated ended up with little or no land w 
which to support themselves. The military was cooperating w 
private business to develop the land into commercial tree farr 

There are some strong reasons why development has focu. 
on Bangkok and the central region. The landlocked northeast : 
north have no natural outlets to world trade; since Bangkok 
the country's main port, most of industry has gathered aroum 

Secondly, with finite resources for development spending, d 
ing the 1980s the government focused its efforts on moving ind 
try over to the eastern seaboard, the section of the country to 
immediate east and southeast of Bangkok. 

For rural areas, the efforts have been either on tourism — 
Chiangmai in the north and Phuket in the south have benefi 
greatly from that — or on improving traditional agriculture. 

Most of the work in agriculture has helped those in traditi: 
ally fertile and productive lands, the rice farmers of the cen 
plains, fruit orchards near Bangkok and on the eastern seabo. 
and plantation agriculture in the south. 

In the north and northeast, there is not enough fertile lanc 
support the large populations depending on it. Few are starvi 
but many are malnourished. Landlessness is widespread, é 
many poor families are pushed on to protected forest watershe 
clearing the land to plant poor crops such as cassava. 

Over the past three years government planners have beco 
more aware of this — especially since rural Thais have flooc 
Bangkok for jobs, overwhelming the capital's social servic 
Efforts have been made to push new industry up-country, w 
some success. To add to the Chiangmai area's handicrafts é 
tourism industry, a number of electronics and textiles factor 
have opened in the area. 

In Nakorn Ratchasima, on the westernmost edge of 
northeast, small and medium-sized metals and the automot 
industry has € rapidly. But in both areas the potentie 

X limited by infrastructure: it is sti 
— way to ship goods to Bangkc 


Th the northeast, there are gre 
problems: most industries need \ 
ter, but water resources in the reg 
are severely limited. Power supp 
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FINANCIAL 


REFORMS 


The enforcers 
take over 


T he day before violence broke out on Bangkok streets in 





May, a small revolution was quietly occurring which could 

have an equally significant long-term consequence as the 
ousting of the military-controlled government a few days later. 
Obscured by all the mayhem going on outside, on 16 May the 
new Securities and Exchange Commission (SEC) was opened, a 
move which heralded the coming transformation of Thai financial 
markets. 

The establishment of the sEC, following the passage a few 
weeks earlier of the far-reaching SEC bill, begins the cleansing of a 
muddy system of development and monitoring of capital mar- 
kets. Under that old system, the broker- 
dominated Stock Exchange of Thailand 
(SET) was responsible for most things and 
the ill-defined supervisory powers over 
the SET were split haphazardly between 
the Bank of Thailand, the central bank, 
and the Ministry of Finance. 

It had worked adequately to help 
Thailand through the rapid growth phase 
of the past five years. But, coupled with a 
tax regime that discouraged many types 
of financial issues, the SET structure had 
begun to be a drag on overall market de- 
velopment. 

What the new structure does is place 
coherently in one location the responsibil- 
ity for writing new regulations to guide and build capital markets, 
ind the job of enforcing those regulations. To some, that threatens 
in overly powerful and bureaucratic institution. But the SEC's first 
few months, and the personnel appointed to it, suggest the oppo- 
site. 

The tone of the law, says SEC secretary-general Ekkamol 
&iriwat, is that the government cannot control too much. The law 
s set up to allow the SEC to guide the private sector in developing 
'apital markets, then leaves the SEC as mostly a monitor. For that, 
3kkamol says, “the software is fantastic." 

Ekkamol, who was seconded to the SEC post from his job as 
leputy central bank governor, stresses a light-handed approach. 
le argues it is better to let markets develop and then react, rather 
han put up strict barriers beforehand. 

“I just set the tone," he says. “I do not think the SEC can de- 
velop the markets. The private sector has to develop them. Thai- 
and has progressed not because we forced anything but because 
ve encouraged it." 

In the first months, the priorities have been set at refining rules 
» get certain types of new instruments off the ground and trad- 
ng. Within weeks of setting up office, new regulations were is- 
ted covering primary issues of equity and of unsecured debt. 
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The old power gives way to new. 
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the primary market. Which means, Ekkamol says, that the 
mary market will be a real one of truly public issues, and not: 
it was before, an insider's private placement game. 

Two important jobs also being dealt with are the setting 1 
a new debt-trading board and an over-the-counter (OTC) ma 
Debt trading, in the form of debentures, has existed in theor 
the SET for years. But actual trading, and indeed the issue of : 
mercial debt, has been all but stifled due to tax and other rej 
tions. 

With these rules being ironed out again with the tax de 
ment, the SEC expects a mini-gush of commercial paper is 
The emphasis at the beginning, says Ekkamol, will be sec 
bonds. At the outset, he explains, the SEC needs to be qui 
conscious. 

The new market could be on the SET, but there has bee 
decision made. Another option is the OTC, which is currently 
der design with the SEC's coaching. A consortium of 15 broke 
actually taking responsibility for developing the OTC. Give 
hiccups, SEC officials say the new market could be ready w 
six months. One major task is how to rewrite the qualification 
companies preparing to list on the SET or OTC to make a clear 
qualitative demarcation between the two. 

. The SEC is also encouraging the 
: vate sector to develop a credit re 
agency, to enhance the developmer 
$ the bond market in the future. Agair 
this Ekkamol stresses the lead of the 
vate sector in taking responsibility. 

The enforcement side of the SEC : 
make investors nervous, since the olc 
was fairly lax about disciplining mé 
manipulators and rule-breakers. At 
Ekkamol worried investors with blu: 
comments about going after manip 
tors, but he has toned that down toa r 
realistic approach. 

But he has at least brought enfi 
ment more out into the open. The SET 
does just surveillance, and investigation and punishment a1 
the hands of the sEC and the civil court. In the past, the SET 
responsible for all, and in many cases was powerless to tak 
tion against customers of its own shareholders, the brokers. 

Establishing the relationship between the SEC, whose boar 
governors is government-dominated, and the privately run 
was a difficult task. The result raises no strong objections. Th« 
board now consists of 11 directors, five of whom the brokers } 
and five nominated by the SEC. The SEC's nominees, howe 
must all be private-sector individuals. The 10 together then ch: 
a president. 

The str itself has also been undergoing its own revolu 
Last year it began trading with a brand new computerised sy: 
which automatically matches trades. The quietly humming c 
puters may have eliminated the colour and buzz of the traditi 
trading floor, but they have also boosted efficiency, transpar 
and the ability of the market to grow. 

The new system has operated smoothly with unexpect 
few glitches, and allows the SET easily to add a new compute 
boost capacity. At the same time, all the brokers have compt 
ised, so that their orders no longer have to be delivered to 
market by telephone. Added to that is the SeT’s share regis 
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etnam poster urges workers to follow socialism, but the state is flirting with capitalism. 
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Fateful experiment 


lanoi's communist government is tentatively planning to sell shares in 
tate firms. But the scheme is hampered by arguments over who will 


enefit. 


y Murray Hiebert in Hanoi 


guyen Thi Son is making history 
in communist Vietnam. The com- 
pany she runs, Legamex garment 
- factory in Ho Chi Minh City, is 
ie first state-owned enterprise to be ped- 
led to private investors. So far, foreign 
rms appear to be the only punters. 

The scheme to sell shares in govern- 
ient-owned companies was launched two 
ionths ago when the Ministry of Finance 





Son says. "But it has decided to use our 
company as an experiment. If it works, the 
government will revise its laws to allow 
foreign buyers." 

Although the scheme is still tentative, it 
marks a dramatic shift for party hardliners 
who believe that state enterprises are the 
foundation of orthodox communism. 
Economists say that the loss in aid from 
the former Soviet Union has meant that 
opponents of privatisation can no longer 
block such radical economic reforms. 


so far in the communist party's six-y 
economic reforms. 

Since Hanoi embarked on a drive to 
eralise the economy six years ago, the g 
ernment has loosened its grip on busin 
State enterprises now only comprise Z 
of GDP, but the 12,000 government-ow! 
companies continue to absorb a disproy 
tionate amount of Vietnam's resoun 
They hold 75% of the country's assets, : 
ploy 30% of the labour force and mono 
lise 86% of bank credit, according to a g 
ernment economist involved in the pri 
sation scheme. 

State companies owed Dong 10 tril 
(US$900 million) to banks or each othe 
the end of last year or nearly 11% of V 
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rechnocrat who helped draft : 
mental programme. diesem 
Government technocrats begat d ‘ 
a corporatisation programme last year 
the hope of reducing the burden on 


state companies. They hope the scheme 


would inject private capital into struggling 


industries, improve their management and 
increase efficiency. 

As Vietnam does not have underwrit- 
ers, Legamex and other firms preparing to 
sell shares must do so on their own. Offi- 
tials say that if the scheme works, once 
‘hese companies are corporatised, they 
zould form the backbone of a fledgling 
stockmarket which they expect to set up 
within two years. 

But the plans have not gone smoothly. 
"our of the original seven companies slot- 
ed for the project were dropped because 
of opposition from their workers or man- 
igers. The remaining three are Legamex, 
he Thong Nhat Match Factory and the 
Animal Feed Processing Co. In late July a 
urther nine were added to the list. 

Of the group, Legamex has the most 
nodern facilities and is the only company 
with significant foreign sales. It exported 
nore than US$20 million worth of jackets 
ast year, compared with US$7.7 million a 
rear earlier. Turnover was Dong 40.5 bil- 
ion in 1990. 

While Legamex has shown a profit in 
he last two years — US$22,800 in 1990, 
ind. US$15,600 in the first six months of 
(99] — its operations are hobbled by heavy 
lebts. The company owes foreign and do- 
nestic banks more than US$14 million; ac- 
‘ording to Credit Lyonnais Securities Asia, 
vhich has advised the company on its re- 
tructuring, Legamex has a debt-equity ra- 
io of 13:1. Debt-servicing costs for 1992 are 
'stimated at US$3.4 million, soaking up 
carce resources. 

In order to obtain additional capital, Son 
ias proposed to the Council of Ministers 
hat Legamex be restructured into three 
eparate firms. Two companies would be 
'artially privatised: Legatex Shareholding 
-0., comprised of five garment and textile 
actories, and Lega Shareholding Co., in- 
luding two leather workshops. The third 
ompany, Legamex State Co., would re- 
nain government-owned and would re- 
ain sizeable holdings in the other two 

Under the director's plan, Legatex 
vould sell 170,000 shares for US$4.3 mil- 
ion. Some 35% of the Shares would goto 
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Son "has er that RE odes 
ould sell shares worth US$592,000. Bicar, 
Hongkong-based trading company 
ich markets Legamex products, would 


buy 45.7%. Some 5% would be sold to em- 
zovernment of having to prop.up ailing - 


ployees and Legamex would keep the re- 
maining 49.3%. 

Son believes the Council of Ministers 
will approve her plan before the end of 
August. However many officials in Hanoi 
think she is too optimistic; their opposition 
to her ideas will probably delay approval 
or require that Legamex come up with a 
revised scheme. 

One criticism centres on Son’s plan to 
corporatise only part of the company. “She 
plans only to privatise the most profitable 
part and give it to foreign companies,” a 
technocrat in Hanoi complained. But Son 
counters that complete corporatisation 
would enable creditors to demand imme- 
diate repayment. 

Despite the controversy surrounding 
Legamex’s proposal, foreigners seem keen. 
Chiap Hua has already granted the com- 
pany a US$700,000 loan to “cover some 
temporary financing problems,” Son says. 
Habitex has provided an additional 
amount worth 10% of Legatex’s shares. Son 


says the loan will be converted to equity 
once the licence to sell shares is approved 
by the government. 

Unlike Bicar and Habitex which pur- 
chase from Legamex, Chiap Hua appears 
to see the privatisation scheme as an op- 
portunity to take a stake in Vietnam. A 
technical adviser from Chiap Hua says, 
“We have great faith in Vietnam and see 
great potential in its workforce. 












An official i involved in onde 
scheme explains the lukewarm respe 
“Businessmen say, ‘As long as you * 
to keep 30%, forget iť.” He says busir 
men would rather invest in a private: 
ture than become involved with state 
rectors, party committees and socia 
style bookkeepers who “are still mà: 
of turning profit into loss, and loss. 
profit." 

The Finance Ministry, which has i 
charged with implementing the [ 
scheme, is having difficulty finding c 
panies willing to be corporatised. M 
managers resist the process. "Now, — 
have a free hand" because the state ti 
little interest in their affairs, "so they v 
to avoid the control of a board of d 
tors," an economist explained. 

State companies in the north, ac 
tomed to depending on government st 
dies, are also facing opposition from 
ployees. "Many of my workers fear 
new board of directors will focus on n 
ing a profit, so they will import new eq 
ment and lay off many workers," says" 
Quang Thuyet, the manager of Ha 
based Thong Nhat Match Factory. 

Thuyet, who says his factory mac 
profit of Dong 850 million last vear, 
still not reached agreement on his. 
poratisation scheme with the Finance ^ 
istry on the question of asset valuatior 

Another disagreement is about wh« 
ceives the proceeds from the sale of sh: 
Thuyet says the Finance Ministry beli 
it should be the one, because it finar 
construction and equipment purchases. 
he argues that few companies or indiv: 
als would be interested in buying share 
a corporatised factory which cannot use 
money it raises to modernise its prs 
tion. 

Such issues suggest that Hanoi i s 
way yet from achieving a consensus c 
Vietnamese-style corporatisation plan 
addition, Hanoi is finding little foreign 
thusiasm for its privatisation scheme, o 
than the four interested in Legamex. N 
of what Vietnam has to offer are "o 
staffed, unprofitable factories with. 
equipment and piles of scrap," says. 
foreign banker. 

The lack of foreign interest in Har 
scheme was demonstrated by the abanc 
ment of Credit Lvonnais' Vietnam Gro 
Fund. This was established in October 1 
with the goal of investing in privati 
state enterprises, but the scheme 3 
dropped when the securities firm co 
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shifting sands 


ietnam changes rules after licensing foreign banks 
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4 ' Murray Hiebert in Ho Chi Minh City 


Y trings of firecrackers were set off dur- 

ing recent opening ceremonies by the 
_ first two foreign bank branches to 
»en in Ho Chi Minh City since commu- 
st tanks ousted the US-backed regime in 
uth Vietnam 17 years ago. Vietnamese 
ficials hope the firecrackers — part of a 
aditional Vietnamese ritual to scare away 
irits bringing bad luck — will spark for- 
gn investment and speed modernisation 
the country's banking system. 

But the firecrackers have not yet begun 

work their magic for the six foreign 
inks preparing to open branches in Viet- 
im. In the weeks leading up to the first 
anch openings since 1975, the State Bank 
1e central bank) announced it had in- 
eased the level of capital the foreign 
inks must leave in the country, sharply 
iving up the cost of their operations in 
ietnam. 

Banque Indosuez of France and Bang- 
3k Bank were the first two foreign banks 
celebrate openings in Ho Chi Minh City 
115 and 16 July, while the other four ap- 
‘oved banks will open branches soon. 

When these banks received tentative 
»proval last January, they had understood 
at they would be allowed to repatriate 
eir minimum capital requirement of 
5515 million after opening their branches. 
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But in late May, the state bank issued new 
guidelines. 


Banks may now only repatriate 3076 of 


their capital, and they must agree to sur- 
render it to Vietnam on demand. They are 


Foreign banks in Vietnam 





TH AMO 


leave another 15-40% with. 
state bank — depending on how much 
branch invests in buildings and equipm 
— and deposit the remaining 30-55% 
commercial Vietnamese banks. 

Local banks pay interest on hard-c 
rency deposits of only 2.7% a year, sı 
stantially less than the foreign brancl 
could earn by depositing their mor 
abroad. This effectively means that ei 
foreign bank will be forced to extenc 
hefty hard-currency loan to Vietnam 
institutions. 

Tax regulations for foreign brancl 
have also been revised since the preli 
inary January approvals. Previously 
State Bank had told the foreign banks t 
they would enjoy the three-year tax h 
day granted foreign investments. 

However, foreign bankers learned 
late July from the Finance Ministry's 7 
Department that their branches would : 
be treated as foreign investments, tl 
excluding them from receiving a tax h 
day on local taxes and enjoying the pre 
ential maximum 25% profit tax. Inste 
foreign branches will be taxed as dome 
banks, subject to a 4-8% turnover tax, 
pending on their activities, and must pa 
50% profit tax. 

“They trapped us by issuing the rv 
after they gave us our licences," one 1 
eign banker complained. Another ban 
says that "their philosophy seems to 
'Come to Vietnam, give us your mor 
make some losses and leave." 

Despite their frustration with the re 
lation changes, no foreign banks hi 
abandoned plans to set up branches. ! 
have the new regulations discouraj 
other foreign banks from exploring opt 
tunities in Vietnam. Taiwan's Cathay 





vestment & Trust Co. ja rea hi ag 
ment “in principle" to set up. "branch 
while two other foreign banks, Inter- 
nationale Nederlanden Bank of the Neth- 
arlands and the State Bank of India have 
deen authorised to set up representative 
offices. 

A South Korean group including Ko- 
'ean First Bank and Daewoo Securities is 
Yegotiating to set up Vietnam's third joint- 
venture bank. Vietnamese officials have 
iso held negotiations with the Bank of 
l'okyo and at least two other Japanese 
yanks, but they do not expect the Japanese 
© open offices until Washington lifts its 
rade embargo against Vietnam. 

Those bankers now setting up branches 
n the country say their initial activities will 
nainly include commercial transactions, 
rade and project financing, and some for- 
fign exchange operations. But initially, 
oroject financing activities will be limited. 
fhe State Bank has restricted branches to 
ending less than 10% of their capital, or 
J9$1.5 million, to any single customer. 
-arger amounts must be booked through 
he branch's head office. 

Although some French banks, includ- 
ng Banque Francaise du Commerce, 
Janque Indosuez, Credit Lyonnais and 
Janque Nationale de Paris have begun 
inancing a few projects in Vietnam, the 
ize of these loans remains small. “We still 
ook at the risk. Until the US embargo is 
ifted, foreign banks will be cautious," a 
'anker says. 

Prior to the recent branch openings two 
oint-venture banks had operations in Viet- 
1am. Indovina Bank, a partnership be- 
ci Bank Summa of Indonesia and Viet- 

s Industrial and Development Bank, 
tas nyt nee in Hanoi and Ho Chi Minh City. 


——' 


The second joint venture, VID Public Bank, 
was jointly created by Malaysia's Public | 
Bank and Vietnam's Investment and De- 
velopment Bank. 

Although the new branches will be 
allowed to accept deposits in Vietnamese 
dong, this total cannot exceed 10% of the 
bank's capital, or US$1.5 million. The banks | 
are also restricted to receiving hard-cur- 
rency deposits from Vietnamese organisa- | 
tions to which they have lent money. "For | 
the time being, no Vietnamese corporation | 
fits our criteria,” one banker noted. “They 
have no proper balance sheets or audited 
statements." 

But Le Van Tu, a central-bank official, is 
sympathetic with those local Vietnamese 
bankers who fear they will lose customers 
and senior staff to their foreign competi- 
tors. "The foreign branches will cause some 
confusion in the banking system," he ad- 
mits. "Vietnamese banks which can't com- 
pete will die." 

Hanoi introduced a series of reforms 
four years ago to revamp the country's 
banking system. Foreign economists give 
the State Bank high marks in the past year 
for its efforts in controlling the money sup- 
ply, fighting inflation and bringing more 
discipline to the banks, which in 1990 was 
rocked by the collapse of hundreds of 
credit cooperatives. 

But many Vietnamese customers still 
sharply criticise the local banks for their 
inefficient, overly bureaucratic operations. 
For example, it can take up to 20 days for a 
cheque to clear under the present system. 


Businessmen complain that the State | 


Bank's tight money supply makes it diffi- 
cult for them to finance exports or to pay 
their staff, hobbling economic develop- 
ment. a 








| Thai firm survives arso! 
and loss of partner 
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By David Jolly in Bangkok 


PR 


hai Tantalum's business turne 

ashes six years ago after rioter: 

fire to its new US$46 million p 
on Phuket Island. The company was 
with a pile of mangled wreckage and li 
debts. Its German partner, Hermani 
Stark, withdrew and took with it the 
pertise needed to rebuild. 

This month, Thai Tantalum begins 
production at a plant built at Mab Ta 
on Thailand's eastern seaboard. The aii 
to gear up to produce 600,000 poun 
year of the grey, strategic metal use 
electronic components and cutting & 
This will make the company the wor 
biggest producer of the commodity 1 
up to 40% of total output, an achieven 
that will be capped in November, w 
the firm hosts the World Tantalum Cor 
ence — on Phuket. 





The ASIAN DEVELOPMENT BANK, a mu 
lateral development finance institution based 
Manila, Philippines, seeks well-qualified a 
experienced professionals for the following po 
tions: 


FINANCIAL ANALYSTS ~ musthave MI 
or Chartered Accountant qualification | 
equivalent), and several years' experien 
in project assessment preferably in Asi 
developing countries, 


PROJECT ECONOMISTS -- must ha 
relevant post-graduate qualification | 
equivalent) and several years' experien 
in project assessment in Asian developi 
countries. 


PROJECT ENGINEER — must have 
degree in Mechanical, Electrical or Buildi 
Services Engineering, with specialis 
training and atleast eight years' experien 
in HVAC, including a minimum of two yez 
managerial experience. 











n.be done when fledgeling companies 
id the right financiers. On the negative 
le, it shows the high price that has to be 
id for reducing debts. The company has 
io learned an expensive lesson in how to 
nage the environmental impact of a con- 
'versial production process. 

‘The destruction of Thai Tantalum's 
int on Phuket left it with an immediate 
oblem: how to deal with a long line of 
sditors who were owed US$50 million. It 
st went to the government, helped out 
th a soft loan of Baht 470 million (US$18 
Ilion). 

With that in hand and the assistance of 
veral commercial banks, the company 
nsolidated its debts with the Interna- 
nal Finance Corp., the private-sector arm 
the World Bank, and paid off its remain- 
; borrowings. 

Although the restructuring allowed 
ai Tantalum to start afresh with virtu- 
y no debt, banks exacted a stiff price. 
e company was required to sell assets 
d to exchange bank debt for equity. The 
ap family, which founded the company 
d which has minerals interests through- 
t Southeast Asia, saw its stake drop from 
we than half the equity to less than a 
th. 

Currently, about 45% of Thai Tanta- 
n’s. shares are held by various private 
ancial institutions, primarily Siam Com- 
xcial Bank and Bangkok Bank. Interna- 
nal Finance Corp. of Thailand, the gov- 
ament’s long-term industrial bank, be- 
me a major shareholder. And the gov- 
ument also owns 19.4% of the Baht 900 
llion worth of paid-in capital. The re- 
ucturing agreement signed in 1988 re- 
ires the company to list on the Thai 
xk Exchange of Thailand within three 
ars of the start of operations. 

The divorce from Stark was a messy af- 
r. After Stark was taken over by Bayer, 
> German chemical giant, the company 
empted to wriggle out of the deal with 


> Thai firm. It took refuge in German leg- | 
ation allowing German companies to - 


eak contracts as a result of unforeseen 
sasters, through the doctrine of “impos- 
lity of contract.” 

Although a German arbitration tribunal 
entually ruled that Stark must fulfil its 
ntractual obligations, the company con- 
wed to balk and the deal fizzled out. 
Ve felt betrayed,” says Yeap Soon Sit, 
iai Tantalum's Indonesian-born manag- 





Thai Tantalum's rise from the wreckage h 
a story of determination that shows what 


s leased Pánsteel's facilities i | 


US, processing tantalum ore there as. dto "will also lo 
of room to set up. 


learned. how to produce and market the 

commodity. When Thai Tantalum opens 
the Mab Ta Put facility, the Fansteel ar- 
rangement will end, and Thai Tantalum 
will close the US factory though it will 
maintain a marketing presence there. "We 
are confident now that we have the know- 
how to run the entire operation,” Yeap 
says. 

Thai Tantalum is doping to sell ore at 
20% less than the price charged by its com- 
petitors. “If we can make money at 60% of 
capacity, then we'll be profitable,” Yeap 
says. While the ore sells for about US$32 a 
pound, processing it can cae its 
value. 

And because tantalum can be processed 
from tin slag, Thailand, with its large tin 
reserves, seems a natural place to build a 
processing plant. For years, the country has 
exported its tin slag, holding about 35% of 
the world market. 

It was this commercial logic that led to 
the original facility being built on Phuket, 
where there is a tin smelter owned by 
Thaisarco, a refinery. In June 1986, island- 
ers fearing pollution would harm the tour- 
ist trade went on the rampage and burned 
down the factory. Firemen could only 
watch helplessly as protesters prevented 
them from reaching the plant. - 

In contrast, there has been little opposi- 
tion to the Mab Ta Put plant, as it is situ- 
ated in an area set aside for large-scale in- 


Already, Britain's ios Co. is EET 
ning to manufacture hydrofluoric acid 
the lifeblood of tantalum manufacturing 
next door to Thai Tantalum’s facility. T 
highly reactive acid can only be stored 
plastic containers. When the rioters bro 
into the Phuket facility, all they had to 
was destroy the plastic vessels nousing t 
acid to kill off the factory. 

Yeap plays down concerns that t 
plant will be a big polluter. About 35% 
the hydrofluoric acid will be recycled, 
says, while the rest will be consumed 
production. 

For the moment, Thai Tantalum will 
able to meet its raw tantalum needs 
buying tin slag from Thaisarco. But or 
the Mab Ta Put plant is running at full t 
the tin smelter's output will only provi 
half of Thai Tantalum's needs. The co: 
pany will then have to venture on to t 
world market for tantalum ore, whi 
comes chiefly from Canada, Australia a 
China. 

Peter Adams, Thaisarco's managing | 
rector, says there is a lesson for manage 
in the Phuket disaster. "Thai Tantalun 
Phuket problems were public relatio 
problems," he says. "They were n 
upfront about how they would deal w 
pollution. They had it under control, t 
they didn't communicate that w 
enough." 
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Investors wary of Malaysian cement firms moves 
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tries of Malaysia (Cima) was. consid- 
ered a prince by foreign investors: a 


| Tz ust a jew SG ago, Ce ement Indus- 


| casherich company with bright prospects 


owned by the ruling party. But now, as far 
as those overseas fund managers are con- 
cerned, the prince has mutated into a frog. 

The fund managers have been dump- 
ing Cima stock since it announced on 21 
July that the company intended to take a 
20.7% stake in Faber group, a hotel and 


about M$4. 20 each prior to the Faber « 
nouncement, had plunged to M$3.14 b» 
August. This slashed about 25% of Cim 


market capitalisation, equivalent to alx 


M$140 million, within 10 trading da 
Fund managers have served a warning 
Malaysian companies that they are 
longer prepared to see their interests 
nored. "People don't trust [Cima's] m 
agement anymore," says a broker w 
overseas clients. "They issued a prospec 
saying the rights issue would be used fo 
certain. purpose — then they used it 
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August 27 and September 10 Issues 





Co ... In the Review, two more 
8-page Special Reports, in which we take an 
in-depth look at the lifestyles of the affluent in ten 
Asian countries. 
Among the subjects covered are: 


e leisure e travel e values 
e the family e the workplace e» social issues 





For advertising information please contact your local Heview representative or 
Thomas Harter in Hong Kong. Tel: (852) 832 8461, Fax: (852) 834 6051. 
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ae Cima is using the proceeds of its January 
-| 1991 rights issue. Faber, which teetered on 
:| the brink of bankruptcy in 1988, is not 
|| viewed with any enthusiasm by foreign 
.| investors even though it also comes under 
.| the Renong umbrella. . 
|| The five-for-four rights issue created 73 
.| million new shares in Cima priced at M$4 
|| each. The prospectus stated that M$119.7 
million of the gross proceeds. would be 
| used to “finance the proposed construction 
“> of new plant and ancillary facilities and/or 
| the upgrading of the existing [Cima] plant 
| and other capital expenditure." The re- 
maining M$172 million was earmarked for 
the repayment of bank borrowings. - 
Analysts say many overseas clients only 
| joined the issue after being assured that the 
receipts would be used for capital expan- 
sion and loan repayments. These investors 
had been leery of Renong companies such 
as Cima. The perception was that these 
companies were driven by political im- 
peratives as much as by business logic. 





Cima's capitalisation since the Faber an- 
nouncement is not far removed from what 
the cement-maker proposes to pay for the 
stake in its Renong affiliate. This suggests 
that foreigners partly took back in market 
profits what they had spent on Cima’s 
rights issue. 

Cima posted a rise of more than 300% 
| in pre-tax profits in the year to December 
| 1990, to M$32 million. Turnover increased 
| by 134%, to M$152.7 million. Faber, by con- 
trast, reported a M$15.6 million loss in the 
| 
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earth 


| year to June 1990, despite a 16% rise in 
| | revenue to M$57.4 million. 


information 
e 9 

VV hile you re Since it became part of the Renong em- 

: | pire in February 1991, Faber has reduced 

up In the its debts but there is not expected to be any 


= immediate improvement in earnings. This 
a lr. s is notwithstanding z that Faber last year took 
a 50% stake in PLUS — another Renong unit 
— which is playing a key role in the North- 
South highway linking southern Thailand 
and Singapore via Malaysia. 

PLUS is engaged in financing about 
| QR Nae” M$2.9 billion to cover hefty cost overruns 
frequent business traveller | on the highway, which is now expected to 

needs to keep in touch | total M$6 billion on completion in 1993-94. 
with what's going on in the | This makes it unlikely that PLUS can add to 
Asian region. Faber's earnings in the near term. Cima, 

. | therefore, could end up being tapped for 

That's why it provides | cash by both companies. 
executive passengers with the |, The Cima controversy has flared at an 

Get AELOnIALVE ^|| inconvenient juncture: Renong is currently 


e > 
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As one of the world's leading - 
airlines Air Lanka 


| 
understands that the | 
| 
Í 


- But fund managers are miffed at how 


Analysts note the drop in the value of E 





proved Cima's purc hase of the Faber's sta 
without seeking the clearance of otl 
Renong chieftains and Umno party tre 
urer Tun Daim Zainuddin. Sources s 
business leaders within the ruling pa 
may cancel Cima's acquisition of the Fal 
stake to mollify foreign investors. 

Halim has been facing mounting cr 
cism within the ruling party, with sugg 
tions that he is treating Renong as a “p 
sonal company" under his control. The 
sue is complicated by a 1988 court c 
which withdrew Umno's status as a lega 
constituted political party. This acti 
caused the party's corporate assets — 
cluding those which currently form t 
Renong group — to be placed in the han 
of an official receiver. 

The assets were transferred in 1990 
Halim, a businessman who has served 
the party's nominee in past business de 
ings. The units were then reorganised v 
der Renong's umbrella by Halim. 

But the manoeuvre has left unanswer 


o KLSE Composite index | E [ | | 
— United Engineers UE 


the issue of who owns Renong, a netwc 
of more than 100 companies whose marl 
capitalisation exceeds M$2 billion. Umn: 
official position is that it is no long 
directly involved in business. 

Halim has been accused of ignoring | 
advice of key party financial advisers. E 
lier this year, Renong television station T 
acquired First Malaysia Property Trust 
listed property vehicle. The synergy | 
tween the two companies was not ob 
ous. “People feel that [Halim] is using [t 
property trust] as a personal vehicle," se 
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you re stepping up your 
isiness activities in Europe or 
ia, talk to the people at 
icBen. Because we know how 
‘manding the Europe-Far 

ist trade can be, we're orga- 


road, rail and feeder. And 
throughout the journey we 
track your cargo with one of 
the most advanced logistics 
systems ever developed. 

You'll find that EacBen can 





For more information, tick the appropia! 
box(es) and return to: 


Sales Department, 

EacBen Container Services Ltd, 

EAC House, 88 Main Road, Sundridge, 
Sevenoaks, Kent TN14 6ER, United King 


[] Please send me a brochure about Eac 
[] Please ask an EacBen agent to contac 


SIEMENS 


Versatility and quality — 
siemens in Southeast Asia 


The scope of activities of 
Siemens in Southeast Asia 
extends across a wide 
spectrum of electrical 
engineering and electronics. 
Highlights of recent 
accomplishments include: 
Public telephone switching 
systems in Thailand and the 
Philippines, power generating 
plants in Indonesia and 
singapore, advanced medical 
systems installed in hospitals 
in Hong Kong and Malaysia, 
factory automation equipment 
in Korea and Taiwan. Siemens 
- a name that stands for 
innovative technology, highest 
quality and reliability. 


Well over 6,000 Siemens 
employees throughout the 
region are engaged in 
manufacturing, project 
planning and engineering, 
service and maintenance as 
well as customer training. 
They are dedicated to provide 
the best solutions to any 
application problem, they are 
committed to quality and total 
customer satisfaction. 


Being an integral part of the 
worldwide Siemens 
organization, the regional 
companies have full access to 
the vast resources of one of 
the world's leading 
enterprises. A company with 
annual sales of over US$45 
billion, that spends more than 
US$4.5 billion on R & D and 
that employs 402,000 people 
in 123 countries can offer 
unique solutions, knowhow 
and expertise for your specific 
application requirements. 


Talk to us. Your local Siemens 
representative is only a phone 
call away. 


Siemens (Pte) Ltd 
MCS 

151 Lorong Chuan 
03-01 New Tech Park 
Singapore 1955 


or any of the Siemens 
offices in Bangkok, Beijing, 
HongKong, Jakarta, 

Kuala Lumpur, Manila, Seoul 
and Taipei 
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Overcoming the Barriers to 
PROFITABLE INVESTMENT IN 


IETNAM 





Gain Access to High Level Vietnamese Policy Makers: 





«d. 
pM i^a 
vis 

Mr. Le Mai 


Vice Minister of Foreign Affairs 


Wednesday, 28th October 


CHAIRMAN 
L. Gordon Crovitz, Editor 
THE FAR EASTERN ECONOMIC REVIEW 


KEYNOTE ADDRESS: 

POLITICAL & ECONOMIC DEVELOPMENTS IN VIETNAM 
Le Mai, Vice-Minister Foreign Affairs 

THE SOCIALIST REPUBLIC OF VIETNAM 


FUTURE DIRECTIONS AND PROSPECTS OF 
DEVELOPMENT FINANCING FOR VIETNAM 
Noritada Morita, Director 

Ricardo M. Tan, Programs Manager 

THE ASIAN DEVELOPMENT BANK, Manila 


WHAT REAL BUSINESS POTENTIAL DOES VIETNAM 
HOLD FOR FOREIGN INVESTORS? 

Mathilde L. Genovese, Chief Executive Officer 

KINGSHIP LTD., Hong Kong 


WHERE ARE THE BEST LOCATIONS FOR YOUR 
BUSINESS NEEDS?: A COUNTRY-WIDE OVERVIEW 
Lenard Tan, Managing Partner 

ERNST & YOUNG VIETNAM, Hanoi 


INDUSTRIAL ESTATE DEVELOPMENT: THE TAN THUAN 
EXPORT PROCESSING ZONE 

Lawrence S. Ting, Chairman 

CENTRAL TRADING & DEVELOPMENT CORPORATION, Taipei 


THE REAL ESTATE COMPONENT OF DEVELOPMENT IN 
VIETNAM 

Cameron McCullough, Representative in Hanoi 

SLY & WEIGALL/DEACONS 


PROTECTING YOUR INTELLECTUAL PROPERTY RIGHTS 
Tanya G. Pullin, American Attorney-at-Law 
DEACONS, Hong Kong 


TRADING WITH VIETNAM: MEETING 
YOUR TRANSPORT NEEDS 


TELE SAIGON 
Speaker to be announced 


FLOATING HOTEL 


COCKTAIL PARTY SPONSORED BY PARISHOYAL, 


THE SAIGON FLOATING HOTEL HO CHI MINH CIT 









Including lunch, refreshments and documentation. 
Your investment for attending this event is HK$7995. 


Please register me for: 
O Profitable Investment in VIETNAM 28 + 29 October 1992 


J Please send more information and a brochure. 


Mr. Le Xuan Trinh 


Vice Chairman of The State Planning Committee 
(subject to approval) 


Thursday, 29th October 


CHAIRMAN 
Nayan Chanda, Deputy Editor 
THE FAR EASTERN ECONOMIC REVIEW 


KEYNOTE ADDRESS: 

Le Xuan Trinh, Vice-Chairman 

THE STATE PLANNING COMMITTEE 

THE SOCIALIST REPUBLIC OF VIETNAM (subject to 
confirmation) 


WRITTEN & UNWRITTEN GOVERNMENT REGULATIONS 
Annick Hemsin, Managing Director 

TILLEKE & GIBBINS CONSULTANTS LTD., Bangkok & Ho Chi 
Minh City 


THE FUTURE FOR DOMESTIC & INTERNATIONAL 
BANKING SERVICES 

Yves Panis, General Manager 

BANQUE INDOSUEZ, Ho Chi Minh City 


THE FUTURE FOR LEASING OPERATIONS IN VIETNAM 
Ian Clyne, Managing Director 
LOCASUEZ ASIA LEASING LTD., Hong Kong 


EFFECTIVE MANAGEMENT OF YOUR HUMAN 
RESOURCES 

Adrienne Bonwick 

TRAINING & PERSONNEL CONSULTANT, Ho Chi Minh City 


CASE STUDY: 

THE SAIGON FLOATING HOTEL: ESTABLISHING A 
PRODUCTIVE OPERATION 

James Spurway, Executive Assistant Manager 

THE SAIGON FLOATING HOTEL, Ho Chi Minh City 


EFFECTIVE MARKETING STRATEGIES FOR VIETNAM 
Christopher F. Bruton, Director 

DATACONSULT LTD. 

BUSINESS INTERNATIONAL, Thailand & Indochina 


Institute for International Research 
1804-5 Seaview Commercial Building, 
21-24 Connaught Road West, Hong Kong 
Tel: (852) 549-5618 Fax: (852) 547-3836 
(852) 548-7235 
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The big advance 





ndonesian state banks given greater freedom 





ly Suhaini Aznam in Jakarta 
[553 s seven major state banks, 





which became joint-stock companies in 

early August, are seeking equity inves- 
Jrs to allow them to compete with the 
ountry's smaller and more profitable pri- 
ate banks. The logical next step is for the 
tate banks to go public, but central-bank 
fficials say this is several years away. 

"This move is to give state banks the 
exibility and agility to match private 
anks," says Dahlan Sutalaksana, head of 
»e money market and clearing division at 
ank Indonesia, the central bank. "But 
on't expect state banks to be privatised in 
ne near future — much less [to invite] for- 
ign funds and shares. In the foreseeable 
1ture, the government will continue to be 
1e majority shareholder.” 

As a result of an integrated Banking 
aw, which was passed in February but 
nly recently enacted, state and private 
anks have been brought into the same le- 
al framework. The move to free state 
anks from bureaucratic and statutory 
egulations is part of a wider liberalisation 
iitiative across several sectors. 

The most important implication of the 
tate banks' change of status lies in how 
reir role as "agents of development" will 
e affected. In the 1970s, these lenders were 
iainly charged with backing projects that 
rere deemed necessary rather than profit- 
ble. And whereas private banks aimed for 
eturns within three years, state banks were 
xpected to recognise the national need 
nd finance long-term projects at low in- 
?rest rates. 

Now the role of state banks may be re- 
efined. Although they will continue to 
nance development projects, they might 
e forced to shift the emphasis of their 
nding portfolios under shareholder pres- 
are. Even if the banks’ lending priorities 
id change, it is unlikely the government 
rould publicly admit the fact, given the 
olitical dimension. 

One potentially unpopular result of the 
ate bank restructurings is that small busi- 


essmen may find it more expensive to 
Rank Indanacin ablGiaial Mahlas 


cat 


sors all come from state banks rather than 
the private sector, industry sources do not 
foresee a drastic change in managerial or 
operational styles. The executives of the 
new joint-stock banks have been appointed 
by the Finance Ministry, subject to the ap- 
proval of President Suharto. 

Several legislatures have questioned the 
degree of autonomy of the new joint-stock 
company banks. They are concerned that 
because the new presidents are govern- 
ment appointed, they remain vulnerable to 
pressure by high ranking government offi- 
cials to finance pet projects. Finance Minis- 
ter J. B. Sumarlin urged the new directors 
to practice independence and resist any in- 
timidation from above. 

Traditionally, each 
state bank was estab- 
lished to meet the needs 
of a specific sector: Bank 
BNI in trading and 
manufacturing, Bank 
Dagang Negara in min- 
ing, Bank Bumi Daya in 
plantations, Bank Rakyat 
Indonesia in agriculture, 
Bank Tabungan Negara 
in mobilising public sav- 
ings, Bank Pembangunan 
Indonesia in shipping 
and transport and Bank 
Exim, the most lucrative 
of the seven, in export- 
import financing. This 
sectoral specialisation 
since has become blurred. 

The rationale behind the banking shake- 
up was that, given present trends, the 
smaller, more lucrative private banks 
might one day outstrip the solid but un- 
wieldy state banks. Foreign banks, which 
account for some 10% of banking activity, 
are not considered a threat at the moment. 

Although state banks continue to domi- 
nate the banking industry, their share of 
deposits and loans has been steadily de- 
clining. At the end of 1988, state banks ac- 
counted for 60% of the sector's total depos- 
its; three years later, their share had 
dropped to 44%. In terms of credit, state 


hanla Aemmmscmbn fre LTO Al tatal Inanna $ i. 





indonesian Bank: new state role. 


ever, have remained directly answerabl 
parliament, which created them. 

This dramatic growth in private ba 
ing was fuelled by the arrival of the r 
entrants and by branch expansion am 
the existing banks. The creation of pri 
rural banks was also encouraged, as ] 
of the policy of achieving a more equiti 
rural-urban distribution. 

Before the comprehensive Banking I 
was passed in February, each state b 
was governed by its own individual s 
ute. Management was appointed by 
government, whose approval was nee 
before a bank could enlarge its capital b 
State banks were allowed to retain c 
40% of their profits. Despite their edg) 
handling the large development portfol 
state banks’ daily operations were hobt 
by bureaucracy. 

By allowing state banks to become jo 
stock companies and attract private c 
tal, the government is providing them v 
a quick way of responding to shrink 
revenues, note bankers. Given the low 
of state banks — 
government wo 
avoid their collapse 
almost all cost — t 
will be extremely att 
tive to investors. 

By March, the se 
state banks had fulfi 
the 5% capital-adequ 
ratio requirement set 
Bank Indonesia, the | 
step in eventually m 
ing the prudential sta 
ards set by the Bank 
International Set 
ments. The gove 
ment’s timetable 
quires state banks 
achieve a 5% capital 
set ratio by March 1! 
7% by March 1993 ; 
89; by December 1993, putting them o 
par with private banks. 

Bankers and economists have v 
comed the freeing up of the banking se 
as a necessary step on the road t 
healthier financial climate. "It is a posi 
step because there is no choice," s 
Anwar Nasution, an economics lecture 
the University of Indonesia. “Oil is o 
foreign direct investment has dropped ; 
Indonesia is committed to a variety of 
ternational groupings." 

Some analysts suggest that the r 


bank measures are a response to press 
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Üne more summit 


JS and South Korea near to trade agreement 





y Ed Paisley in Seoul and - 
lelana Zyla in Washington 


S and South Korean officials 
| on 7 August ended three 
days of talks in Washington 
y initialling a package of recom- 
endations to clear barriers to bilat- 
ral trade and investment. President 
eorge Bush and President Roh Tae 
/oo are due to bless the agreement 
: a September summit in Washing- 
m. The US stands to gain access to 
ie South Korean market, while pro- 
iding high technology in return. 
Parts of the text of the so-called 
residents' Economic Initiative re- 
iain vague, though. Both sides 
zree that substantial progress was made 
| two of the four areas of negotiations — 
istoms clearing and industrial-standards 
'gulations — but that problems remain in 
ie other two sections, on foreign direct 
ivestment in South Korea and the transfer 
f technology from the US. 
The talks began in January in Seoul, 











US firms want help from South Korean chip-makers. 


when Bush asked Roh to engage in mar- 
ket-opening negotiations similar to Wash- 
ington's Structural Impediments Initiative 
with Tokyo. To the surprise of the Bush 
administration, Roh agreed and an agenda 
was set to resolve trade barriers within 
only 12 months. 

In contrast to the acrimonious talks with 


Korean ponder Sematech link 


Japan, the US-South Korean negotiati 
ended quietly with little criticism from 
terest groups or media attention. The B 
administration has chosen to keep mo: 
the details secret until the September s: 
mit, but one US official involved in 
talks says the results are "very good." 

Suh Yong Hyun, South Korea's dire 
of international trade at the Mini 
of Foreign Affairs, is also upbeat. 
the case of the President's Econo 
Initiative, we have the incentiv: 
negotiate faithfully," Suh says. ' 
need to import foreign advan 
technology and to induce more 
eign investment, so we have an 
centive to act" on the other secti 
of the agreement. But the impler 
tation is the critical factor. 

The Roh administration is se 
tive to domestic pressure from | 
tectionists, though the ruling pi 
stands to gain from improved « 
nomic relations with the US in 
election year. 

South Korean and US offic 
admit the economic initiative of 
nothing new on foreign investment. ' 
draft recommendations will require en 
ment by the legislature after they are 
viewed by the relevant ministries. US « 
cials fear this process could kill off the : 
ommendations. 

Officials at South Korea's Econo: 
Planning Board, which is to coordinate 
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Additional help is coming from Sei 
Sematech, a consortium of more than 


US suppliers of equipment and mater 


t 


trade and investment, one 
ready emerging of possible hi-tech col- 


. While South Korean and US officials were 


reaching broad agreement on liberalising 
example is al- 


laboration between the two countries. 
Talks are under way that could lead even- 
tually to the involvement by South Ko- 
rean companies in projects run by 
Sematech, the consortium of 12 US semi- 


conductor companies that was estab- 
 lished by the US government in 1987 to 


meet the Ja 


panese microchip challenge. 
Du Pont of the US, s dedero dd 


consortium, has asked for help and fund- 


ing from South Korean chip makers to 


(PE ee mani 


shift mask photo-lithogra- 


| phy. shy TRE ta technology could enable com- 
_ panies to etch more integrated circuits on 
_to the next generation of 64-megabyte and 
254 moaechsrts saminandirctare 


pr images of integrated circuits on to 


South Korea's chip makers are jointly 
considering whether to accept the offers. 
The a combined contri- 
bution of US$20 million from the top 
three South Korean chip manufacturers 
— Hyundai Electronics, Samsung Elec- 
tronics and Goldstar Electronics — and a 
dozen or so other companies. The sum 
would represent their contribution to the 
US$100 million research-and-develop- 
ment budget for the development of the 
phase shift mask technology by more 
than a dozen US companies. 

. This is a pricey proposition for the 
South Korean companies even though the 
technology would cut costs at the most 
expensive step of the chip-fabrication 


process. The equipment to etch integrated 
rirmite an A M ba nhateclithnera_ 


The reason that some consorti 
members are seeking foreign partner 
simple, according to officials from 
companies involved. More money ; 

are needed to speed the 
velopment of the next generation 
semiconductor man g technol 
to regain the lead from Japan. 

Eventually, US companies hers tol 
phase shift mask equipment from So 
Korea. This is exactly the kind of inc 
trial export Seoul is seeking via the Pr 
dents' Economic Initiative talks betw 
the US and South Korea. The talks, wl 
began in January, are expected to enc 

an agreement in September that will c 
many of the barriers to bilateral trade ; 
investment. 

But US diplomats and company « 
cials are quick to point out that the jo 
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yplementation of the initiative, are more 
nguine. They point out that under the 
‘aft agreement, the amount of investment 
'om any foreign country) requiring ap- 
‘oval would be lifted to US$20 million 
om US$5 million currently. The board 
ould also be cut out of the application 
'ocess for investments of more than 
5$10 million. 

In addition, South Korea is to allow un- 
ited foreign hi-tech companies to raise 
pital by issuing preferred shares by the 
id of the year. It would also offer tax in- 
ntives to foreign companies that bring 
'ojects to South Korea as well as extend 
nd-ownership rights beyond basic manu- 
cturing to the entire manufacturing-re- 
ted services sector. 

The talks on investment, however, "did 
t get as far as we had hoped," a US offi- 
il says. Discussions slowed because of 
uth Korean concerns that proposed 
easures would expose the country to à 
ave of Japanese foreign investment. 

Nancy Adams, deputy assistant US 
ide representative for Asia and the Pa- 
fic, says the two sides will meet soon to 
y to resolve investment questions. She 
ys the contents of the initiative were "not 
ı easy sell" to South Korea. Indeed, from 
‘oul’s perspective, it agreed to cut red 
pe in customs and clearing and to re- 
imp procedures for setting product 
indards only to learn that Washington 
nnot guarantee that its promise to trans- 


ember of Sematech. 
Harrell says US companies will have 
come to Sematech for clearance on any 
uth Korean in the devel- 
ment of phase shift mask techno 
t a project-by-project basis. He says 
vel of access to the “is to be 
‘termined downstream" by US com- 
inies once joint-development projects 
e agreed upon. 
Nonetheless, the phase shift mask de- 
lopment project involves significant US 
fae Aad tts research-and-development 
And 


Eder ate ipai 
e developed by Sema 
d Semi/Sematech. The sharing of the 
ase shift mask technology rests on the 
nount of funds and dev: con- 
butions the South Korean companies 
ing to the table. If it comes off, it would 
' the first foreign collaboration in 


acts ealatal ta Cuv bool 


cop isle 


fer technology from the US will be com- 
plied with. 

“Can the US government deliver on hi- 
tech transfers?” asks Mark Van Fleet, di- 
rector of Asia-Pacific Affairs at the US 
Chamber of Commerce. “Probably not. It's 
up to private companies to transfer the 
technology." 

US officials are focusing on the struc- 
tural factors that restrict US investment in 
South Korea. "We're not able to get across 
to the Korean public that what we're ask- 
ing the Koreans to do will have an enor- 
mous impact . . . Over-regulation is one of 
their competitive problems," Adams says. 

Still, Adams argues that the recommen- 
dations for standards and testing set out 
for the first time how countries graduating 
out of their NIC status should go about 
complying with Gatt provisions. For in- 
stance, under the economic initiative South 
Korea would, by the end of the year, have 
to give notice of new trade rules. They 
would also have to provide the opportu- 
nity for comment and inform interested 
parties of the status of their appeals in a 
manner that complies with the Gatt. 

The US would also guide South Korea 
in the computerisation of its customs and 
clearance system. Seoul has promised to 
speed up the introduction of the so-called 
pier direct customs clearance system, in 
which a computerised system clears goods | 
in two days compared with the current 15- 
20 day waiting period. 


Seoul enacting the Semiconductor Chip 
Patent Protection Act as part of the bilat- 
eral talks. South Korea's ture is ex- 
pected to pass the law this year. Without 
it, US i vend officials say, the joint-de- 
velopment proposals will come to 
nought. 

Seoul views the phase shift mask and 
photo-lithography technology on offer as 
an example Chow to facilitate the trans- 
fer of US technology to South Korea. 
"Our basic policy is to promote industrial 
cooperation between the US and South 


Korea, especially in semiconductors, to 


lessen our dependence on Japanese tech- 
nology," says Paek Man Gi, head of the 
semiconductor division at the Ministry of 
Trade and 
But there are several hurdles to be 
project can 
iege dian Apart from concerns 
n intellectual-property rights and 
patent p rotection, there is a question of 
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The Bank of Nova Scotia world headquarters 
in Toronto, Canada. 


anada’s most international 
bank. That’s how The Bank 
of Nova Scotia is known around 
the world. With over 1,300 
branches and offices in 
46 countries and assets of over 
C$ 88 billion, world trade is our 
business. 
Scotiabank. A financial leader 
since 1832. 


The Bank of Nova Scotia 
Pacific Regional Office 
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Panting for breath 


South Korean shoppers and Asian exporters will cheer if Seoul and Washington 
reach agreement on the Presidents’ Economic Initiative, about which the two sides 
were negotiating in early August. If the US is able to winkle open the heavily 
protected South Korean market, it would also be to the long-term benefit of 
the big businesses, or chaebol, that dominate the economy. 

[n return for greater foreign penetration, South Korea would gain access to high 
technology. But the need for fiercer competition in South Korea is at least as 
important as the need for know-how. A clear sign of the importance of economic 
openness is to be found in the fact that South Korea is a highly inefficient 
investor. 

This may seem strange in view of the country's meteoric GDP growth rate of 
9.896 a year from 1981-91. But the economy of rival Taiwan expanded almost as 
rapidly in the period — 8.4% a year — even though the country invested far less, 
as a proportion of national output, than South Korea. In the 10-year period, South 
Korea invested 31.3% of GDP, while Taiwan invested 22.6%. 

Comparing two economies is difficult, but it often helps to explain their 
strengths and weaknesses. South Korea and Taiwan are successful industrialisers 
that sell many of the same products on world markets. Their patterns of develop- 
ment have been similar in the past 30 years. 

But one of the big differences between them is in their industrial structure. 
South Korea has relied heavily on a few large conglomerates to spearhead the 
country's export push. Taiwan, by contrast, is populated by thousands of small 
entrepreneurs, who are forced by the laws of Adam Smith and Charles Darwin to 
stay lean to survive. 

Taiwan's weak point is that its companies do not look beyond the end of their 
noses, while South Korean companies are already planning for the next century. 
The problem with the latter, though, is that they tend to throw money at capital 

, investment rather than working out 
UOUE OEE III. EE the most efficient way to grow. A 
* good example is Hyundai Motors, 








Savings TRE) which sees robots as the panacea for 
40- 45- its labour problems. 
38- 40- A South Korean paradox is that 
36- 35- industrialists are profligate with 
34 capital even though they are being 


32- 30- charged real interest rates of almost 
10% for bank debt, among the high- 
est in the developed world. This is 
because credit is not rationed by 
price but by quantity. Companies 
are starved of capital, so they bor- 
row as much as they can — and then 
worry about what to do with the 
money. 

President Roh Tae Woo wants to cut the country's chaebol down to size, but he 
has chosen the wrong way to do so. His government has forced the country's 
biggest conglomerates to select three core activities and to shed the rest in order to 
be eligible for bank credit on preferential terms. It would be far better to force 
restructuring by opening up domestic markets than by adding still more govern- 
ment regulations. 

The result of this inefficient use of capital is a large current-account deficit. In 
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INDUSTRY 


Yards of 
disrepair 
Singapore's docks 
face hard times 





By N. Balakrishnan 





ingapore's marine sector, which 
by enjoyed a buoyant stretch of he 

orders and rising profits, no lo: 
appears to be immune to the general 
nomic downturn in the island repu 
Analysts expect that the major listed s 
repair companies, Keppel, Sembawang 
Jurong, will soon see a slowdown in | 
profit growth that will continue into 1 

The problems of the industry are b 
means unmanageable, nor even unt 
edented. During the last downturn in 
mid-1980s, the ship repairers were wr 
off as “sunset industries" by the Singa] 
Government. Since 1987, however, tl 
companies have turned in record pr 
each year. 

Singapore's yards enjoy a reputatioi 
quality and punctual work, as well as 
inestimable advantage of sitting along 
of the world's busiest trading routes. W 
their profits may decline, the three are 
expected to post losses. 

Far East Levingston Shipbuildin 
listed company which specialises in 
building of oil rigs, has more serious p 
lems. During the first six months of 
year, its yard showed a small opere 
loss, and the future looks even gloomi 
is currently working on four rigs whicl 
expected to be completed by the end o 
year. After that, its order book is emp 

The Singapore ship-repair industry 
been able to take advantage of two fa 
in the past five years: the ageing of 
world's fleets, particularly oil tankers, 
a resurgence in orders for new ships. T 
two advantages are likely to diminis 
the next few years. 

Oil tankers, many of which ply betv 
Japan and the oil-producing countrie 
the Middle East, provide about half 
business of Singapore’s yards. The las 
boom in oil-tanker construction was ir 
mid-1970s during the first oil crisis, 
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» years, repair work will be kept to a mini- 
ium before they are sold for scrap. 

Singapore companies build only small 
nd specialised ships. Although this mar- 
et is still reported to be strong, shipbuild- 
ig activities comprise a small portion of 
ie operations of the main listed compa- 
ies. New competition from low-wage 
1ipbuilding yards in Eastern Europe 
uld provide keen competition for Singa- 
ore companies in this sector. 

Singapore's main yards are still operat- 
ig at or near full capacity for repair work. 
ut companies can no longer afford to turn 
way low-margin jobs. At Jurong shipyard, 
ie cost of the average repair contract is 
ud to have dropped to about $$1.4 mil- 
on (US$865,000) this year, from S$1.7 mil- 
on last year. 

Jurong’s net profits in the first half of 
lis year rose 6.4% to 5$33.2 million, com- 
ared with the same period last year. (For 


ve 1991 full-year, by contrast, it showed a | 


se in net profits of 26% against the 1990 
ear. Next year is expected to see even 
ower growth or perhaps even a fall in 
rofits. 

Sembawang Shipyard reported a net 
rofit of S$51.1 million in January-June, a 
se of 48% on the year-earlier period, but 
zout 20% of that came from associated 
ympany Sembawang Engineering. Turn- 
ver growth was 56%, indicating that op- 
‘ating margins may-be under pressure. 


Far East Levingston faces an even more : 


ncertain future than the ship repairers. 


EL LL go under 


© —— Straits Times Index 
__ ~ Keppel 
— Far East Levingston 
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ae company reported a 30% decline in 
*t profits to S$9.1 million in the first six 
onths of 1992, against the year earlier pe- 
xl. The yard where the oil rigs are made 
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INDUSTRY 


Insatiable demand 


By | Hamish McDonald in New Delhi 
I: inaugurated its first large-scale 





steel plant in nearly 20 years with the 

1 August commissioning of a mill at 
Visakhapatnam on the Bay of Bengal. But 
the project, which will have an annual ca- 
pacity of 3 million tonnes, marks the end 
of an era in economic policy rather than a 
breakthrough. It is the last of the industrial 
"temples of modern India" initiated in the 
heyday of central planning in the 1950s and 
1960s 


From the first day that steel runs out of 
the plant's continuous casters, the financial 
viability of its operator, state-owned 


_ Rashtriya Ispat Nigam, is clouded. The 


completion cost is running at about Rs 20 


| billion (US$780 million) over budget. 


“If we let things go on, it would make 


| losses from day one and continue to make 


losses until it became sick,” Steel Ministry 
official Jagdish Khattar says. The govern- 
ment is considering some form of debt re- 


| lief. 


Demand for steel is booming in India, 
but it is being met by small, rather than 


| large, local producers. Young industrial 


companies such as Essar Gujarat, Grasim, 
Sesa Goa and Nippon Denro Ispat are set- 
ting up sponge-iron plants with up to 1 
million tonnes of capacity each. Some of 
these companies are adding arc furnaces 
to complete the steel-making process. 
These gas-based steel plants will add 4 
million tonnes of capacity by early 1994. 

There is a growing number of supplies 
of sponge-iron plants with only 30-120,000 
tonnes of capacity each. About 20 of these 
plants, which are based on indigenous 
thermal coal, are being built with a total 
capacity of 1.5 million tonnes. Another 30 
projects are under consideration. 

Yet another route is through medium- 


| sized intermediate technology. Mesco, a 


leather and pharmaceutical group, has en- 
tered a joint venture with China Metallur- 
gical Import & Export Corp. to build Rs 1.5 
billion Chinese-designed blast furnace in 
Orissa state that will make 250,000 tonnes 


. of pig iron annually. A second stage with a 
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India's steel consumption outstrips growing suppl 


Private steelmakers stay small and grow 


lion tonnes, while Tata Iron & Steel (Tis 
manufactures 2 million tonnes and sn 
private plants produce a total of abou 
million tonnes. 

This level of total output compa 
poorly with China, which had only 140, 
tonnes of steel capacity in 1949 but n 
makes about 70 million tonnes annua 
Per capita availability of steel in Indic 
only 20 kilogrammes a year, compa) 
with 65 kilogrammes in China and m 
than 600 kilogrammes in industriali: 
countries. 

“We will never be able to keep up w 
demand for the next 15-20 years," Mesc 
Singh says. "You can't go wrong." 

Until about four years ago, private stt 
making was held back by governme 
mandated low prices, a tight web of o 
trols that required the licensing of proje 
and delivery costs that were equalised 
gardless of distance from steel mills. A! 
some preliminary loosening, the gove 
ment abolished the licence system in 1€ 

In January, the price-control order v 
lifted, and tariffs were cut sharply on 


iron, scrap and unworked steel. 1 
saa 
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1g supply of scrap iron. The secondary 
teel industry had been importing about 
5 million tonnes of scrap annually, mostly 
rom the former Soviet Union, and 
crounging about 1.5 million tonnes from 
xal dealers. Last year's imports were 
jueezed because of the country's balance- 
f-payments crisis. The collapse of the 
»rmer Soviet Union cut supplies. 

Arc-furnace operators, with about half 
K their 6 million tonne-a-year capacity left 
nused, are hungry for sponge iron to re- 
lace the scrap. Since sponge iron is made 
"om local ore, India is making sizeable for- 
ign-exchange savings. 

The Steel Ministry projects steel output 
) rise to 25 million tonnes by the year end- 
1g on 31 March 1997 and to 38 millio 
oannes four years later. This would see pri- 
ate companies increasing capacity in the 
iecade to 14 million tonnes and public-sec- 
or capacity going up to about 24 million 
onnes. 

Public-sector plans, which will put a 
train on government resources, make the 
rgument for increased privatisation more 
essing. The biggest state-sector producer, 
he Steel Authority of India, is seeking Rs 
0 billion to expand and modernise its 
vourkela mill, Rs 30 billion for its Bokaro 
nill and Rs 50 billion for various other 
ojects. The government has sold 5% of 
he authority's equity through state-owned 
nutual funds, but it has kept the proceeds 
or general revenue. 

These proposals do not include the bill 
or modernising Indian Iron & Steel, a sub- 
idiary of the Steel Authority of India that 
yperates a 1920s-vintage steel plant at 
jurnpur in West Bengal. The mill, which 
roduces 1.8 million tonnes of steel annu- 
lly, was nationalised in 1974 with the in- 
ention of modernising it, but nothing has 
een spent on that effort. A Japanese study 
ecommended in 1988 that the plant be 
crapped and replaced. The cost of a new 
.1 million tonne mill was estimated at Rs 
8 billion. 

Indian consultants suggested the bill 


ould be trimmed by cutting back some of | 


he energy-saving features in the Japanese 
nodel, to give a 2 million-tonne plant for 
ts 55 million at 1989 prices. Even then, the 
'overnment believed this was too much for 
he Steel Authority of India, and has in- 
ited proposals from the private sector. 
'hortly before the 17 August deadline, the 
teel Ministry received a dozen proposals, 
bout half involving foreign participation 
rom either Europe or East Asia. 
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| nomic liberalisation. 


AVIATION 


Kangaroo meets kiwi 


Australia and New Zealand free their skies 








By Colin James in Wellington 
single trans-Tasman 
market has moved a step 


A closer with Australia and 


New Zealand agreeing to de- 
regulate bilateral flights and al- 
low each other's airlines to pick 
up passengers en route to third 
countries. The deal means 
greater competition and cheaper 
tickets. But the fraternal mood in 
air policy contrasted sharply 
with an ugly political row over 
the wider implications of eco- 


Trade in goods between the 
two countries is already free and 
aviation was one of the few re- 
maining exceptions to free trade 
in services. So the 5 August announcement 
was hailed as an important step under the 
free-trade agreement called Closer Eco- 
nomic Relations. During a two-year phase- 
in period starting in November, the airlines 
will enjoy progressively more rights to 
flights across the Tasman Sea and to third 
countries. 

Air New Zealand (ANZ) and the Aus- 
tralian Government-owned Qantas (soon 
to be merged with state-owned Australian 
Airlines and privatised), are likely to be the 
main beneficiaries of the deregulation. 
Australian privately owned carrier Ansett 
is also a significant player but before it can 
undertake international flights it will first 
have to convince a government commis- 
sion it should have some of the landing 


_ rights the Australian Government negoti- 





ates. 

For some years, New Zealand has in- 
cluded in its bilateral landing agreements 
with Asian countries the right to pick up 
and put down passengers in Australia en 


| route to or from those countries. However, 


Australia had not given permission, so in 
practice the right did not exist. Now it will, 
and from November ANZ will be able to fly 
to two Asian destinations via Australia. 
Three more destinations will be added 


from November 1993 and four more from 
ATA cresce 17004 tur vovrksak Semen bhn borse 





Airlines' margins are under pressure. 


but the details are still to be worked 
between Australian Airlines and the / 
tralian Government. Qantas already 
on-flying rights from New Zealand ac 
the Pacific and to Fiji. It is also free to o 
ate within New Zealand under the 
deregulation of internal air services — 
it does not exercise that right. Anset 
ready operates on New Zealand dom 
routes. 

Over the phase-in period of the ag 
ment, the trans-Tasman routes will als 
progressively opened to Australasian 
lines other than Qantas and ANZ. By 
vember 1994, all airlines will be free t 
anywhere between the two countrie 
though when these flights are across 
Tasman Sea they will still be categorise 
international flights. 

In response to the announcement, 
said it expects margins on trans-Tas 
flights may come under pressure but it 
comfortable with the agreement bec 
lower margins would be more than o 
by a predicted 10% increase in passen 
gained by routing the flights to third o 
tries via Australia. 

The airline is anxious to generate r 
Asian traffic but has found it difficu 
get additional landing rights in Ja 
Hongkong and Indonesia. It there 
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ealand and Bob Collins of Australia said 
further aviation treaty would be signed 
y June 1993 to deal with the situation af- 
r 1994. The latest treaty, they said, did 
ot create an Australasian bloc to negotiate 
nding rights nor did it establish a full sin- 
le market under which all flights within 
ustralasia would be treated as domestic 
ights. 

But that is the eventual aim. Authorities 
«pect that by the end of 1994 the two 
»untries will have been able to establish a 
»mmon border for passengers, with each 
juntry's customs and immigration sys- 
ms linked to each other. And even if the 
vo countries are still required by interna- 
onal treaty to negotiate landing rights as 
parate sovereign states, they expect to be 
perating in tandem. 

This may depend, though, on the de- 
ree of goodwill between the two coun- 
ies, a commodity that has recently been 
| shorter supply. The aviation agreement 
ok six weeks longer than expected to fi- 
alise, and feathers have been ruffled 
mong politicians of both countries on the 
'hole principle of economic deregulation. 

The ruling Victorian Labor Party in the 
ustralian state of Victoria is fighting for 
s life in coming polls against a Liberal 
arty that espouses similar principles of 


deregulation to those adopted in New Zea- - 
land. Labor is particularly pushing the im- | 


plications for workers of deregulation and 


in a recent campaign it used interviews | 
with disgruntled New Zealanders, against | 


a backdrop of poor suburbs and boarded- 
up shops, purportedly to show what 
would happen if the Liberals won in Victo- 


ria. State Premier Joan Kirner also said an | 


“underclass” was developing in New Zea- 
land, which has gone through eight years 
of painful economic restructuring. 


New Zealand Prime Minister Jim Bolger | 


did not take the attacks lying down. He is 
at last presiding over steadily improving 
economic figures and a growing level of 
increasingly competitive New Zealand ex- 
ports to Australia, and he told Australian 
Prime Minister Paul Keating he did not 
appreciate New Zealand being character- 
ised in this way. He also warned that the 
Victorian campaign “could inject an unnec- 
essarily sharp edge in the relationship 
which is in neither country’s interests.” In 
a later speech he referred to the somewhat 
ample Kirner with a reference to “the 
show’s never over until the fat lady sings.” 

Kirner called the remarks distasteful 
and said she was “used to conservative 
politicians who can't cope with women in 
responsible positions." e 





UDGETS 


l'orced frugality 


^hilippine president has few spending options 


y Rigoberto Tiglao in Manila 
p hilippine President Fidel Ramos 


was not impressed when shown a 
provisional budget for government 
sending next year. “Is this all?" the new 
resident reportedly remarked. At his 
rodding, officials man- 
ged to squeeze out a lit- 
e more spending capaci- 
*. But it was early evi- 
ence that Ramos' hopes 
K a “growth-oriented 
udget” will have to con- 
arge with fiscal reality. 
What dismayed 
amos was to learn that 


tle more than 60% of an 
lave went aft 
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foreign debt obligations. 
The budget Ramos will present to 


Congress, on or before 26 August, will | 


show a nominal 7.1% increase in spending 
in 1993 compared with the current year. 
In inflation-adjusted terms, however, it 
is a standstill budget. 

Officials from the out- 


largely responsible for 
drawing up the spending 
plans, but the new presi- 
dent's staff came up with 
P7.5 billion in additional 
spending. If approved, 
and this is by no means 
certain, the budget will 
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going administration of | 
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«xonomy out of control. Dissension 
š already emerging among Ramos’ 
iconomic officials about how to deal 
vith the problem. 

Central bank governor Jose 
‘uisia has been insisting on a con- 
ervative fiscal programme, while 
udget Secretary Salvador Enriquez 
as been urging a less restrictive 
ipproach. Finance Secretary Ramon 
el Rosario, according to REVIEW 
ources, has shifted from a con- 
ervative stance to favouring a 
arger budget deficit. 

The Philippine budget, whether 
scally lax or severe, will not solve 
he most intractable problems: 

From only 9% of government ex- 
'enditure in 1980, debt servicing 
vill account for an estimated 38% of 
ne 1993 budget. This partly repre- 
ents the continuing cost of the 
Aarcos kleptocracy: loans extended 
9 the late president's cronies by govern- 
nent banks account for a significant chunk 
f the debt payments. The Aquino govern- 
nent compounded the problem by issuing 
ügh-interest Treasury bills as a means of 
ontaining inflation. 
>» The magnitude of debt payments has 
neant cuts in capital outlays, such as on 
afrastructure projects, which would nor- 
aally contribute to an economy's long- 
erm productivity. Infrastructure spending 
vill represent only 6% of official spending 
1 1993, down sharply from 13% in 1980. 

Salaries in the government sector will 

at up one quarter of the 1993 budget, 
oughly the same as for this year. Major 
etrenchment in a bureaucracy of 1.5 mil- 
on employees would invite a political 
acklash. 
* The maintenance bill for government 
roperfy Has been cut steadily over the 
ears, from 24% in 1980 to 10% under the 
993 programme, reducing the efficiency 
f its more productive segments. 

Pressure from within Ramos' cabinet 
ppears to have dictated a drift away from 
re conservative fiscal policy adopted in 
»e final two years of the Aquino adminis- 
ration. The revised budget will result in a 
eficit of P22.1 billion, equivalent to 1.4% 
f GNP and more than double the projected 
eficit for this year. This recent shrinkage 
; credited with prompting a decline in in- 
rest and inflation rates. 

IMF officials believe the 1993 shortfall 
vill be unsustainable. If the officials stick 


> that assessment, the multilateral lender 
: u- aot ath - 
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Enriquez urges less restrictive budget approach. 


And, alarmingly for internal financial 
stability, the issue of Treasury bills has be- 
come the sole instrument of monetary 
management. If there is a surge in money 
supply or inflation, the government's only 
way of tightening liquidity is to issue more 
Treasury bills. But that way, debt servicing 
costs rise. 

The Philippine public-sector deficit con- 
sists not just of the gap between govern- 
ment spending and revenue, but also of 
the losses of the Central Bank of the Philip- 
pines and government corporations such 
as the National Power Corp. 

The deficits of the government and 
these other entities, what is termed the con- 
solidated public-sector deficit, is estimated 
to be P46.2 billion in 1993, or 3% of GNP, 
according to official Philippine projections. 

Budget Department officials are wor- 


Strained finances 


Philippine debt repayments as % 


of government expenditure 
40- f 

20- | 
will 
"gt 
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Consolidated public-sector deficit* 
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5 ried that the Central Bank def 
estimated at P25.1 billion for : 
may be seriously understate 
World Bank official told the RE 
that the Central Bank's losses 
year will exceed the Bank's ori; 
estimates of P23 billion in 1992 
P28 billion in 1993. Central I 
governor Jose Cuisia told the 
VIEW, however, that losses this 
will be P10 billion. 

The size of the 1993 budget 
cit is also premised on taxa 
measures that will generate a 
tional revenues of P17.4 bill 
Economist Benjamin Diokno, 
was a budget undersecretary du 
the Aquino administration, cl. 
that only measures to generate 
billion have been identified. 

Although Finance Secretary 
Rosario has been referring tc 
creased taxes on "sin produ 
(cigarettes, beer and liquor), specific m 
ures to raise the remaining P10 billion | 
not been finalised. San Miguel Corp. 
claimed that further increasing beer t 
— which account for 43% of the prodi 
wholesale cost — will reduce consump! 
and therefore lower tax remittances to ; 
ernment. 

Revenue-raising measures will req 
the legislative backing of both sides of ¢ 
gress, which is by no means guarant 
Ramos can probably count on the sup 
of the House of Representatives, wher: 
Lakas Edsa-National Union of Chri: 
Democrats party heads a majority coali 
The Senate — dominated by the op 
tion Laban ng Demokratikong Pilipin 
is almost certain to block the legisla: 
Further, Congress will have to approve 
budget as a whole. 

If the new taxation measures are 
passed, and the government remains fi 
ful to its spending plans, the budget de 
will rise to the equivalent of 2.5% of « 
from the currently projected 1.4%. The 
solidated deficit would rise to 4% of « 
from an original estimate of 3%. 

Some of Ramos' economic officials 
confident that even the higher deficit: 
sustainable. The consolidated deficit ha 
two highs in the past six years: at 5.1' 
GNP in 1986, and then 5% in 1990. To cx 
teract the inflationary impact of the 
shortfall, an austere fiscal policy was 
plemented by the Aquino government 
a result, the consolidated deficit plur 


to 1.6% of GNP in 1991, and is expecte 
ha ?790. thic voar 
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IS IT POSSIBLE TO GIVE AN AFFORDABLE SEDAN THE KIN 
QUALITY THAT STANDS THE TEST OF TIME? sa 


first have a car that people will want to keep that long. As history's classic models have 
us, it doesn't happen very often. But the fact that those cars which have become favorit 
also built to last is more than just a coincidence. Which is a fact that Toyota has taken t 








3 NEW COROLLA CREATES A LASTING IMPRESSION. cor snows ur 


ifully in the new Corolla. When we set out to design it of course we were plan- 


on the quality that would go into it, including double layers of zinc-iron alloy, gal- 
ealed steel, sealant injections and a stunning yet functional finishing pro- 






But even more than that we were imagining a car destined to 
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The Asian Wall Street So can you. 
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analysis and coverage of special rates and subscribe 


significant commercial, now. And use the advantage 
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st another day on the Shenzhen bourse. 
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rrational rationing 


haotic Shenzhen share issue reveals basic flaws 


Paul Mooney in Hongkong 


^W hina's stock frenzy reached new 
heights on 9 and 10 August as hon: 
sands of would-be punters from 
bund the country battled with police 
Shenzhen for the chance to turn a 
fit on the exchange's latest share 
wering. The ensuing violence raises 
'stions about China's stockholding ex- 
iment, but much of the chaos could 
/e been averted, observers say, if the 
:horities had simply controlled the 
"ues better. Peking's State Council has 
up a team to investigate what went 
ong. 
Every developing country faces a prob- 
1 in nurturing a stockmarket where 
Bre are too many investors chasing too 
*» shares, but China is the extreme. The 
ulation of 1.1 billion is sitting on Rmb 1 
Bion (US$185 billion) worth of savings 
ih virtually nowhere to put them, but 
mk deposits, boring bonds or under the 


MV ord has eot out that investors made a 


At one point, officials at the local branch 
of the Bank of China were forced to 
barricade the main doors with filing cabi- 
nets to stop hordes of people from press- 
ing in. 

By 9 o'clock the same evening the entire 
number of 5 million application forms 
were said to have been sold out. The dis- 
appointed applicants, accusing officials of 
corruption, then went on the rampage, 
leaving more than 200 people requiring 
hospital treatment. While some police were 
armed with electric cattle prods, most re- 
sorted to beating back the crowds with 
leather belts and bamboo poles. 

Rioting continued the following night 
with demonstrators outside government 
offices shouting, "Down with corruption." 
Some claimed that officials had put 
their relatives far up the queue and that 
others had been hired by people to cut in. 
Several cars were overturned and set on 
fire. 

A basic problem that the authorities will 
be examining is the procedure for apply- 
ine for shares. In Shenzhen. investors are 
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tion forms were on sale for Rmb 100 each, 
the equivalent of half a month's salary for 
a factory worker. By 10 August, applica- 
tion forms were said to be changing hand: 
on the black market for up to Rmb 1,006 
each. Many people borrowed or paid foi 
other people's identity cards in order tc 
obtain the maximum number of 10 forms 
The authorities say that there is only c 
10-to-one chance of successfully receiving 
a coupon entitling the owner to buy 
shares. 

Investors have no choice about whic 
shares to subscribe for. The Shenzhen Stock 
Exchange in this case was offering shares 
in 12-14 unspecified companies with a to 
tal value of about Rmb 500 million. Ir 
Shenzhen's last issue of shares in Novem 
ber 1991, only one in 20 of the 3 millior 
applicants actually were able to buy shares 
They paid Rmb 7,000 for 2,000 shares in 1] 
companies. The stock is now worth Rmt 
30,000-50,000. 

This system is far removed from tha 
which exists in, say, neighbouring Hong 
kong, where punters can pick up share 
application forms at bank branches. Thes 
forms are a request to purchase the new 
shares themselves, rather than an applica 
tion for the right to buy the shares. h 
Hongkong, the form is filled in and hande 
back to the bank with the money. 

The shares are duly allocated accordin; 
to the ratio of demand and supply, arm 
disappointed share applicants receivi 
either a partial or full refund of thei 
money. 

China's s primary share market, though 
is too primitive for such a system, howeve 
desirable, stockbrokers say. There are n 
underwriters to act as intermediaries. An 
even if there were, the banking system i 
too inefficient to process the share applica 
tions. This is why would-be investors ha 
to travel to Shenzhen in order to stand , 
chance of picking up new shares. 

Following the latest incident, Shenzhei 
officials promised that 5 million voucher 
would be sold under a new distributio! 
system, which could be exchanged for uj 
to 10 application forms at any time in Sep 
tember for shares that will be issued nex 
year. 

But stockbrokers doubt whether thi 
will avert trouble next time an issue take 
place. Unless the supply of stock is drast 
cally increased and the financial syster 
revamped, it will be hard for the author 
ties to contain China's stock frenzy, the 
say. 

Political analvsts warn that hardliner 





No urge 
to merge 


Manila sees fight 
over bourse site 






| By Rigoberto Tiglao i in Manila. mE 


anila’s two stock exchanges have 
been squabbling like a married 
4 Y ML couple, even though the cer- 
.emony has not taken place. The on-again, 
off-again discussions for a merger have 
floundered on what appears to be a 
pitched battle over the location of the new 
Philippines Stock Exchange. 

At stake is the prestige of two commer- 
ial centres in Manila. Manila Exchange 
members want the new bourse to be lo- 
cated in the area bounded by Ortigas Av- 
enue and EDSA Boulevard. The Makati 
Exchange camp wants it built in Makati. 

The Ortigas-EDSA section of Manila has 
already threatened to eclipse Makati as the 
capital's premier business district. The 
Asian Development Bank, San Miguel 
Corp. and the Benguet group have relo- 
cated there in the past few vears. 

Two of Manila's largest property deve- 
lopers are battling to clinch the deal. 
Makati-based Ayala Corp. signed an agree- 
ment last year to build the new trading 
floor in Makati. But Securities and Ex- 
change Commission (SEC) chairwoman 
Rosario Lopez has issued a memorandum 
saying the unified exchange should be 
housed in Tektite Towers in the Ortigas- 
EDSA area. The complex is being developed 
by Philippine Realty & Holdings Corp., 
owned by businessmen closely involved in 
the Manila Exchange. 
^. Both sides have upped the ante. On 3 
August, Ayala Land Inc. told Lopez the 
SEC could have a site on Ayala Avenue 
for free and offered to contribute P30 
million (US$1.2 million) for construction. 
Philrealty responded four days later with 
a memorandum of agreement signed by 
Manila Exchange chairman Robert 
Coyiuto in which it will donate the Tektite 
Towers location, saving the exchange P200 
million. 

. The struggle over a location is not the 
] 














olding the proposed merger | 
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TE is a light at the end of the 
tunnel for the Philippine 
economy. The long-term impact 
of the peaceful transition to a new 


administration on 30 June is the main rea- 


son for optimism. The major cause of Phil- 
ippine economic underperformance since 
the early 1970s has been the country's po- 
litical instability. A new era is dawning — 
as long as there are no major blunders by 
President Fidel Ramos. 

The country is also moving out of the 
foreign-debt crisis that broke out-in 1983. 
A financing package signed on 23 July by 
the government and commercial banks will 
involve the conversion of US$4.8 billion, 
mainly in the form of loans to long-term 
bonds and debt buy-backs. This will reduce 
the country's debt as a percentage of ex- 
ports from 21.6% in 1991 to 19% this year 
and 16% in 1993. The government will 
soon be testing the extent to which the 





country has regained credibility in interna- 
tional capital markets when it issues at 
least US$100 million in bonds. 

Economic prospects look. good. GDP 
grew 0.5% in the first quarter of the year 
compared with the previous period, hav- 
ing expanded only 0.1% in the final three 


: months of 1991. Annual inflation fell from 


10.8% in January to 9.2% in July. Prime 


Wt AMONG 


channel ¢ overseas workers” remittances 
official markets, to the tune of US$2.< 
lion in the first four months of the ye 
42% rise compared to the same perioc 
year. Gross inflows of foreign invest 
surged 53% to US$362 million in first 
months of the year against the same pe 
last year. Overall, the balance-of-payir 
surplus rose 26% to US$356 million ir 
period. | 

Just because there is a light at the er 
the tunnel does not mean the economy 
emerge from the dark. The upbeat 
nomic indicators are hardly spectac 
when compared with those of other A 
countries, which only goes to show 
improved stability does not automati: 
translate into an economic boom. Ther 
still some big boulders on the tracks. 

The Aquino years' stabilisation 
gramme and its foreign-debt manager 
were achieved at a steep price: P400 bi 
(US$16.1 billion) in outstanding dom 
government debt this year and the equ 
lent of P734 billion in foreign liabili 
These add up to P1.1 trillion, which c 
pares dismally with the country's expe 
GNP of P1.4 trillion this year. 

The state’s debt burden affects the 
tire economy. It has led to high inte 
rates, strong inflation, the crowding-ot 
private capital and low spending on ii 
structure. An important part of the s 
tion is a Herculean effort to raise gov 
ment revenue. Debt-servicing eats 
nearly two fifths of government expe 
ture, and reliance on borrowings to c 
the budgetary gap will increase that 1 
productive allocation. 

The Ramos administration appear 
be acutely aware of most of the econor 
key weaknesses. What is emerging as 
litmus test of its leadership i is its abilit 
convince Congress to pass new reve 
measures as well as to enforce tax co 
tion under existing laws. The public-se 
deficit this year is expected to reach P 
billion, or 2.7% of the GNP. Next year, 
estimated to worsen to P46.2 billion, or 
of the GNP. 

So far, the government has not den 
strated that it can curb the deficits. The: 
ing for the government deficit had beer 





DIA 


inchart provisions 


idon-based Standard 
irtered Bank added £50 
lion (US$95 million) to its 
ivision for possible losses in 
Bombay securities-trading 
ndal, bringing the total set 
le since the scam broke 

lier this year to £100 

lion. The Reserve Bank of 
ia, the central bank, 

mates Standard Chartered's 
osure at Rs 8.9 billion 

$345 million). 


ALAYSIA 
iste case appealed 


' Supreme Court on 5 

gust ruled that a company 

used of dumping 

ioactive waste in the state 
'erak can remain in 

ration while it appeals 

ánst a closure order made 
1 lower court. The Supreme 

art said that closing Asian 

ie Earth, owned by local 

tners and Mitsubishi 

*micals of Japan, would 

se hardship to more than 
workers. The lower court 
ruled that the 12-year-old 

ory in Bukit Merah had to 

se operations within 14 

5s from 11 July. 
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Malaysia. The company will 
spend US$450,000 on a three- 
year programme to discourage 
Malaysian loggers from cutting 
entire sections of forest to get 
at certain types of trees. The 
utility hopes the move will 
head off any US Government 
action to limit its carbon 
emissions. 


THAILAND 
Bangkok transit 


Prime Minister Anand 
Panyarachun on 7 August 
broke ground for a Bangkok 
mass-transit system to be built 
by the Hongkong-based 
Hopewell Holdings. Gordon 
Wu, the chief executive of 
Hopewell, is planning a Baht 
80 billion (US$3.2 billion) 
railway network that will carry 
3 million people a day. It is 
scheduled to be completed by 
the year 2000. 


VIETNAM 
Flying to Taiwan 


Vietnam will restore air links 
to Taiwan on 5 September, one 
year after aborting a similar 
service under pressure from 
China. The flights will connect 
Hanoi and Ho Chi Minh City 
with Taipei and Kaohsiung. In 
an apparent attempt to 


| appease Peking, the carriers 


operating the routes will be 
Eva Air, Taiwan's first private 
international airline, and 
Pacific Airlines, a Vietnamese 
holding company which is 
25%-owned by Vietnam 
Airlines. 


SOUTH KOREA 
Pay incentives 


Finance Minister Rhee Yong 
Man said on 27 July that 


cvmnmanioc limiting thoir 








issuing corporate bonds and 
receiving government 
policy loans. Unions are 
demanding wage rises of at 
least 20%. 


HONGKONG 
BCCHK waiver 


The government said on 10 
August that it was waiving 
fees and charges of HK$130 
million (US$16.7 million) 
relating to the liquidation of 
Bank of Credit and Commerce 
(Hongkong). The waiver, part 
of which is subject to court 
approval, will leave more 
funds available for distribution 
to the bank’s former 
depositors. 


Regent resignation 


Hotelier Robert Burns on 6 
August resigned as chairman 
and chief executive of the 
Hongkong-based Regent 
International group. Burns had 
earlier sold his 65% stake in 
the luxury hotels chain he 
founded to his partner, the 
Japanese property company 
EIE International. EIE, which 
unexpectedly exercised an 
option on the shares held by 
Burns, sold an 80% stake in 


the group to the Canadian- 
haced Farnir Goacnonc in a 


Wu (second from left) and Anand launch mass-transit project. 


that exporters will be allowed 
to retain all foreign-exchange 
revenues — rather than selling 
60% of them to banks, as 
required under existing rules. 
Restrictions were also lifted on 
the sale of foreign exchange to 
residents, on the export of 
gold and on US-dollar 
remittances, 


JAPAN 
Semiconductor failure 


Foreign semiconductor makers 
had a 14.6% share of the 
Japanese market at the end of 
last year, below the 20% share 
stipulated in the 199] 
Semiconductor Arrangement, 
according to a US government 
study. Industry figures show a 
further decline in orders for 
foreign-made semiconductors 
over the past six months. US 
Trade Representative Carla 
Hills says Washington “will 
take additional actions, as 
necessary, to fulfil the terms of 
the arrangement." 
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s befits Hongkong s most promi- 
. nent stockmarket operator, Li Ka- 
a n is damned if he Pod and 







ent ANS 2 du Hutchison 
Vhampoa conglomerate just three days 
ter it reported its first mid-year loss since 
979 when Li hijacked the company from 
1e colonials. 














hem, suspect that the back-to-back moves 
re aimed at allowing “Superman” — as 
e is dubbed in the Cantonese press — to 
_ lift the value of his Hutch investment on 
- the cheap. But as some Li confederates 
| point out, had he made the Hutch place- 
| ment at a higher share price before an- 
| nouncing the firm's HK$78 million loss, 
| their man would have been accused of 
¿abusing minority shareholders. 

| Either way, the sequence of events 
f 

i 








| would have been vintage Li. The tycoon 
| has a knack for using short-term tactics to 
_ enrich himself at the expense of his share- 
| holders, while still giving them enough 
upside in the long-term to keep them 
| fiercely loyal. 
f The latest gambit by the Li camp is a 
| particularly elegant variation on this oft- 
repeated theme. Over the past three 
| months, Hongkong brokerages close to Li 
_ have been putting the word around that 
lutch stock was ripe for profit-taking. Bad 
ews, they opined, was just around the 
rner. Much of the rumours, predictably 
nough, centred on an albatross known as 
<y Oil, a Canadian prospector and 
rocessor that was brought wholly into the 
utch fold in July with the privatisation of 
5 parent, Cavendish International. 
-Lo and behold, after Cavendish inves- 
accepted what many analysts saw as a 
er by Hutch given Husky's puta- 
asset value, Li announced that 
on Whampoa would take a 
llion write-off on its newly en- 
Husky holding. Combined with the 
63 million write-off Hutch took on 
anadian company six months earlier, 
has. decreased the book value of his 
iusky shares ds 30% since he started buy- 


























. Many market observers, Shroff among 


tumbled from their HK$5 high... 
The status of the warrants is particu- 


larly interesting. Under their issuance. 
- terms, the value of the warrants would be 
adjusted in the event of a rights issue, but 


not a placement. Thus Li's Cheung Kong 
Holdings, which last year issued 153 
million warrants against its shareholding 
in Hutchison, will be able to pick up 
new Hutch shares at 60 cents below 
their HK$15.50 warrant strike price. 
Cheung Kong can use the new shares to 
cover the warrants and can keep the 
original HK$3.80 per warrant raised by 
their sale. 

The net result will be to allow Li to 
make a bundle on the value of Hutch 
shares. Now that the long-leaked news is 
finally out of the way, the shares will rise 
and Li can hang onto the proceeds of the 
warrants issue. As a fillip, Hutch gets a 
little extra cash to carry out its expansion 
a ig though its gearing is still set 
to rise. "E. 

While Li has been unable to make 
money through Husky’ s operations, he has 
at least learned how to. make the best on 
the stockmarket of its unfortunate perform- 
ance. * B Jonathan Friedland 





“Dragged in deeper | 





Tokyo’s Nikkei stock average slid below the 
15,000-point levelon 10 August for the first 
time since 1986, leaving the Tokyo Stock 
Exchange gripped by concerns about the 
health of the banks. If they are in trouble, 


their shares will probably be dumped by 
investors. In turn, banks will have to ditch 


at least part of their extensive sharehold- 
ings. This vicious circle could spiral down 
into a vortex. 

The pattern of selling on 10 August, af- 
ter press reports highlighted concern about 


March 1991, despite a slide in pr 
prices. This growth accelerated afte 
cember 1991, when the Ministry of Fi 
lifted controls on bank lending to thi 
estate sector. 

As a result, banks’ property loan 
6.576 in April while their overall le 
declined 7.3%. Although this appears 
bizarre, it reflects involuntary lendi 
banks to real-estate companies that c 
afford to service their debts withou 
loans. 

In turn, banks cannot afford to lel 
customers go to the wall without pr 
ing a further collapse in the real-estat 
tor. Prices are already down by as m 
30% in central Tokyo since early 199 

On the basis of such trends, Smith 
Court suggests that the stocks of maj 
banks, long- -term credit banks and 
banks are “ridiculously overvalued.” 
banks’ non-performing, loans are lik 
rise to 1.4% of their total assets from 
by 31 March 1993. 

The stockmarket, meanwhile, has 
doing its own calculations about wł 
this means for banks. As of 31 M 
banks accounted for 21.8% of total « 
holdings among investors in Jap. 
stocks. Since then, the figure has a 
certainly dropped. 

The reason for this is that banks hi 
report any valuation losses on stocks. 
lysts say that unless the stockmark 
covers to at least the 18,000 level b 
end of September, it would pay ma 
them to sell stocks so as to avoid valt 
losses or to cover losses already suf 
The next valuation date will be on 2* 
tember. 

It is difficult to predict where this 1 
lead, but apart from pushing the N 
stock average down further, it could 
the network of mutual cross-hol 
among banks and companies. Such : 
holdings already appear to have E 
unravelling. 

There are several possible scenario 
might help to stop the rot. City banks 
begun selling some of their prime ass 
regional banks, which generally are ii 
ter shape than national banks. 

Another is that funds of the oi 

















. Banking in the industrial world s e 
_ to be at a crossroads. For the past t 
years, many banks have reported declir 


























losses. This clearly. signals a reversal of 
the trends of the 1980s, as is underscored 
by the personnel cuts made by some 
oanks. Generally speakin g, therefore, 
vonsolidation rather than expansion 
-eems to be the watchword for the 1990s. 
Despite warnings at the start of the 
80s that a debt crisis was looming in 
me of the developing countries, the 
ecade witnessed excessive growth in 
ank lending worldwide. In the United 
ates, an overdose of deregulation in 














ived the way for the S&L crisis. 
The UK’s 
enceived, led to too much unfounded 
ansion in investment banking, cre- 
g overcapacity in this sector. Vigor- 
expansion of this kind failed to com- 
sate for the shrinking of the country’s 
“ustrial base. What is more, the ex- 
ses in the financial services industry 
ected an inflation of asset values, 
events in the real-estate sector, for 
mple, demonstrate. The massive 
-indebtedness in the wake of nu- 
ous leveraged buyouts is another 
aifestation of this phenomenon. 


autious approach 


Werman banks, however, seem to 
fared better than their counterparts 
her countries. The 1991 results of 
r German banks show that they 
able to maintain, or even improve 
» their good performance of the pre- 
year — despite the fact that they 
heavy exposure in Eastern Europe 
e former Soviet Union. 


ing earnings, and some have even posted | 


me areas and inadequate supervision. 
they have tended to be 
Big Bang, though wel- | 


rrt nnns 


In part, German banks owe their 
strong earnings to certain exceptional 


factors, such as the impetus of unification 





and the weakness of some of thei ir inter- 





national competitors, They have also 


benefited from western Germany's high | 


growth over the past five years. 

Perhaps the most im- 
portant reason for Ger- 
man banks’ success is that 


rather more cautious than 
some of their competitors 
abroad. To some extent, 
this was no doubt due to 
the strict banking regu- 
lations in Germany. In- 
deed, both the super- 
visory authorities and 
the banks have been criti- 
cized for being too timid 
as regards financial inno- 
vations. Yet this very re- 
luctance is now working 
to their advantage. 

But German banks are not taking a 
wait-and-see attitude or simply resting 
on their laurels. Quite the contrary: the 
active role they are playing in the restruc- 
turing of the eastern German economy 


is preparing them to help the former | 


Comecon countries tackle the gargan- 
tuan problems posed by the transforma- 


tion to a market economy. At the same 


time, they are having to brace themselves 
to meet fiercer competition within the 





which have always prided themselves - 





end of the decade” 
| he main strategic response has been 
Strengthen their domestic business 
, among other things by moving in . 
direction of Allfinanz, providing a 
prehensive range of financial ser- 


Mees, and by restructuring their existing 
bench networks to permit a certain de- 
“fee of specialisation. 


Worldwide, banks will find that they 


nust concentrate on their strong points 
it order to survive in the rapidly chang- 





ing financial marketplace: funding costs 
have risen and competition on the asset 
side has become more intense also dueto 
non-bank suppliers of financial services. . 
Even the German credit institutions, 





on being "universal" — or all- purpose“ 
banks, will find that they have to 


focus increasingly on selected areas of 


business, especially in their international 
activities. 
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the effects 
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Banking in the industrial world seems 
2 be at a crossroads. For the past two 
ears, many banks have reported declin- 
ng earnings, and some have even posted 
osses. This clearly signals a reversal of 
he trends of the 1980s, as is underscored 
ry the personnel cuts made by some 
anks. Generally speaking, therefore, 
consolidation rather than expansion 
eems to be the watchword for the 1990s. 

Despite warnings at the start of the 
980s that a debt crisis was looming in 
ome of the developing countries, the 
lecade witnessed excessive growth in 
sank lending worldwide. In the United 
States, an overdose of deregulation in 


some areas and inadequate supervision. 
they have tended to be 
> rather more cautious than 


yaved the way for the S&L crisis. 
The UK's Big Bang, though well- 
:onceived, led to too much unfounded 
2xpansion in investment banking, cre- 
Ming overcapacity in this sector. Vigor- 
dus expansion of this kind failed to com- 
sensate for the shrinking of the country's 
ndustrial base. What is more, the ex- 
esses in the financial services industry 
reflected an inflation of asset values, 
as events in the real-estate sector, for 
:xample, demonstrate. The massive 
»ver-indebtedness in the wake of nu- 
merous leveraged buyouts is another 
manifestation of this phenomenon. 


A cautious approach 


German banks, however, seem to 
have fared better than their counterparts 
in other countries. The 1991 results of 
major German banks show that they 
were able to maintain, or even improve 
upon, their good performance of the pre- 
vious year ~ despite the fact that they 
have a heavy exposure in Eastern Europe 
and the former Soviet Union. 


“Consolidation rather 
than expansion seems to be 
the watchword.” 


| l E 
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In part, German banks owe their 
strong earnings to certain exceptional 
factors, such as the impetus of unification 
and the weakness of some of their inter- 
national competitors. They have also 


je 


benefited from western Germany's high. 


growth over the past five years. 

Perhaps the most im- 
portant reason for Ger- 
man banks' success is that 


some of their competitors 
abroad. To some extent, 
this was no doubt due to 
the strict banking regu- 
lations in Germany. In- 
deed, both the super- 
visory authorities and 
the banks have been criti- 
cized for being too timid 
as regards financial inno- 
vations. Yet this very re- 
luctance is now working 
to their advantage. 

But German banks are not taking a 
wait-and-see attitude or simply resting 
on their laurels. Quite the contrary: the 
active role they are playing in the restruc- 


turing of the eastern German economy | 


is preparing them to help the former 
Comecon countries tackle the gargan- 
tuan problems posed by the transforma- 
tionto a market economy. At the same 
time, they are having to brace themselves 
to meet fiercer competition within the 


enlarged EC market, which may see the = 
introduction of a common currency by -~ 
the end of the decade. | 

| The main strategic response has been 
to strengthen their domestic business 
base, among other things by moving in - 
the direction of Alifinanz, providing a 
comprehensive range of financial ser- 
vices, and by restructuring their existing 
branch networks to permit a certain de- 


-gree of specialisation. 


Worldwide, banks will find that they 
must concentrate on their strong points 
in order to survive in the rapidly chang- 





ing financial marketplace: funding costs. 
have risen and competition on the asset - 
side has become more intense also due to 
non-bank suppliers of financial services. - 
Even the German credit institutions. 


which have always prided themselve: 


on being “universal” - or all-purpose 
- banks, will find that they have to 
focus increasingly on selected areas of 
business, especially in their international 
activities. 


















China is entering a new era resulting from double- -digit 


GNP growth and mushrooming coastal economic zones. 





The Far Eastern Economic Review's China Focus, 
to be publis ved i in the 12 November issue, will 
provide an analysis. of these changes and the effects 


"- will have on government policies and 
international trade & investment. 
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"Knowing when to stop 


topping about 400 tonnes of aircraft 
travelling along a runway at more 
than 300 kilometres an hour re- 
quires more than just mechanical 
effort to avoid an accident. It takes exten- 
sive planning and training by the crew. 

Before each take-off, the crew carefully 
checks the runway length as well as air- 
craft weight and air temperature and pres- 
sure to derive the data for engine power 
required and critical speeds. In about 5% of 
take-offs, aircraft weight is limited by the 
runway length. 

The decision speed, known as Vi, is 
predicated on the distance available to ac- 
celerate, recognise a problem developing, 
take action and stop under any combina- 
tion of conditions. Also factored in is the 
distance available to continue the take-off 
after an engine failure at the worst point. 

Between the decision speed and the 
speed required to fly with one failed en- 
gine is a no man's land where it is too late 
to stop and too soon to fly. But 
the data takes this into account, 
so there is sufficient runway to 
accelerate to complete a safe 
take-off. 

Yet in spite of such planning 
and intensive crew training in 
rejected take-offs, at least 70 air- 
craft have run off runways in 
abandoned take-offs since 1959, 
causing more than 400 deaths. 
The latest occurred on 30 July, 
when a Lockheed TriStar 
veered off the runway in New 
York during an aborted take- 
off. All 275 passengers were 
evacuated from the plane. 

The overall figures may ap- 
pear low, considering the time span and 
the potential for 400 or more deaths per 
overrun with a big airliner. But something 
is wrong nonetheless, especially when 
studies by US aircraft manufacturer Boeing 
indicate that in 75% of these accidents, take- 
offs could have been completed. 

In the US, the Federal Aviation Admin- 
istration (FAA) is trying to draw up new 
rules governing decision speeds to intro- 
duce new factors into the calculations. 
Rules were last changed in 1978 to amend 








In New York last month, the passengers and 


for worn brakes, wet runways and lining 
up aircraft to take-off. But it has encoun- 
tered sharp disagreement with the Air 
Transport Association, the US airline in- 
dustry grouping, about the cost involved 
in terms of the extra factors cutting down 
maximum take-off weights and potential 
revenues, The airlines say the cost to the 
US industry will be US$454 million a year 
in lost revenue, and US$1 billion world- 
wide, while the FAA says the cost to US 
airlines would be about US$50 million. 
The argument is not one of money ver- 
sus safety. Both sides have valid views 
about various items or how much of each 
item should be covered by any new rules. 
But while the regulatory effort is going 
nowhere, Boeing is spearheading a world- 
wide drive by airlines, manufacturers, 
pilots’ unions and regulators to improve 
crew training in rejected take-offs. While 
this may not replace the regulatory ap- 
proach, Boeing hopes that it will lead to a 


significant reduction in take-off accidents. 

Statistics cited by Boeing show that only 
about one in 3,000 take-offs is abandoned 
and only about one in 3 million ends in an 
overrun. But in 1992, the company expects 
there will be 15 million take-offs world- 
wide, so that statistically five overrun acci- 
dents or serious incidents can be expected 
this year alone. 

Boeing says the record indicates that 
training has not sufficiently prepared all 
pilots to cope with something going wrong 






crew survived. 


reaching the decision speed. Actior 
abort a take-off has to start no later t 
when the decision speed is reached, 
cause beyond it there is not enough re 
to stop on the runway. 

Boeing's research included a stud' 
human factors in take-offs, for whicl 
pilots — half from Boeing and the rest f 
US airlines — were each presented \ 
eight “go or no-go” situations in an air 
simulator. The good part of the result 
that all pilots made their decisions to g 
stop within the required time and tha 
decisions to continue resulted in succes 
take-offs. The bad part was that too m 
take-offs were abandoned because of 1 
critical problems. There were also crew 
ordination difficulties, incorrect ust 
brakes and even a lack of understandin 
decision speed. 

The results effectively state that less 
have gone largely unlearned. In the 1 
life overrun accidents, 74% were the re 
of burst tyres, faulty indic 
lights, misunderstandi 
among the crew, bird-str: 
and other factors that wc 
not have stopped safe take- 

The Boeing-led group 
developed a Take-off Sa 
Training Aid for airlines. 
first objective is to empha 
training on items that h 
caused take-offs to be al 
doned. This, it is hoped, 
help crews to improve their 
cision-making and to avoid 
necessary rejected take-offs. 

The second aim is to } 
crews to improve their | 
formance when it is neces: 
to stop quickly. Boeing says the simul 
studies showed that crews too often fa 
to use all stopping power because t 
were "unaware of the full braking po 
tial available." 

The new training underscores the 
portance of being "go-minded" when c 
sion speed has been reached and cont 
ing the take-off "unless there is a truly c 
pelling reason not to do so." Wheel 
tyre problems cause 24% of overrun é 
dents, but Boeing believes a burst tyre z 


issair Customer Portrait 81: Taki Kurokawa, business coordinator, and husband Masayuki, architect, Tokyo. 
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arEastern Economie Mahathir's Letter of Warning 
to an Environmentalist 


If any Penan or policeman gets killed or wounded in the course of 
restoring law and order in Sarawak, you will have to take the blame. It is 
you and your kind who instigated the Penans to take the law into their own 
hands and to use poison darts, bows, arrows and parangs to fight against the ! 
Government. 
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Voting in Rurai Thailand 
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NAVITIME! 

Since 1952, it has bee 

the wristwatch of choice fo 
pilots all over the world wh 
value its built-in computer—a pract 

cal slide rule that allows them to plot the! 
flights— its excellent legibility, its chronograp 


functions and its dependable selfwinding mechan 
cal movemen 


INSTRUMENTS 
FOR PROFESSIONALS 


ce eee ta EPP ic eR BR EE ht oe ate et MNA UA, 


ETTERS 


ng business in China 


are is no denying that recent efforts to 


act more foreign capital to China has 
n successful. But as far as I know, this is 
without problems. As a commercial 


retary of an enterprise owned by for- 


:ers, I would like to give you a factual 


ort about dealing with some Chinese- 


cials. | 

Jn 28 July, I presented certain invest- 
at documents to the concerned govern- 
it organisation for ratification. The offi- 


I met said with a smile: "You can rest. 
ired that it's on me.” "That would be. 


iderful,” I thought. But on 29 and 30 
, my colleague and I went to ask him 
an it would be approved. He evaded 
issue. Next morning, 31 fuly, my col- 
sue had to give him a carton of Peony 


rettes which cost Rmb 32 [US$5.84],- 


‘is about 15% of his monthly wage, asa 
In the afternoon, the item was ratified. 
Jok us four working days altogether, 


>the cigarettes. This exceeds the limit. 


ee days] guaranteed by Fujian Province 
ign Economic & Trade Committee. 
Now I finally understand what those 
phrases — "no problem," "it's on me" 
eally mean. You know? 

ode, Fujian XIE WEI DONG 


2sponse to TRAVELLER'S TALES [2 July], I 
ud like to point out that, although the 
ence in China of consumer goods and 
osable incomes with which to pur- 
ie them has grown visibly in recent 
s, to argue that the standard of living 
hina approaches the West (even east- 
Europe) is mistaken. 


Mme of N. Balakrishnan's most arrest- 
amples, Poles and Russians shopping © 


e Ritan market, is misleading. This free 
ket is an anomaly, not an ordinary 
ping district. The silk garments and 


5 on sale there are originally for export. 


too expensive for common Chinese; 
' the nonveau-riche and foreigners 
> there. Goods available to the vast 
rity of people, particularly outside of 
x metropolises, are still shabby, and 
‘ese homes are still spartan. Mani- 
d, sophisticated Peking is not repre- 
itive of China as a whole, it is a show- 


* 


urthermore, one must question why 
' are eastern Europeans in Peking, and 
-hinese in Warsaw. The former have 


thao feud rem ^on ot pl. amer t ium hanseni 











Home Ground 


Swaying palms. Lush 
greenery. Carefully 
tended potted plan 
Manicured gardens. | 
Think of it as your 
own backyard. Except 
that there's no mowing 
to do. The Equatorial. 
À definite home advantage. 
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LETTERS. 


such arguments. as Balakrishnan cites to 





lull citizens into complacency. Over and 
over, they protest that while co ditions in 
China may be tough, they are better than 
before and better than elsewhere. And, of 
course, that feeding over a billion is no 
mean feat. — 

Whether this is true« or not, ; the Chinese 
people are increasingly wear z of listening 
to "buts" and caveats. As they gain expo- 
sure to the outside world, they can only be 
more frustrated by their irrational EPOR 
and slow growth. 
Stanford, California 








SHANN NON SWEENEY 


The free-enterprise system 1 Ts d never been : 
intended to be the panacea for all social 


ills. But it has been proven to be a power- 
ful economic tool in the delivery of goods 
and services in any modern. consumer- 
oriented society. — 

In an amoral marketplace, on a pure 


economic. playing-field, all goods includ- 


ing narcotics and arms, all services includ- 
ing prostitution, gambling, racketeering, 


-bounty-hunting and mercenaries seem to 


possess equal. rights along. other ‘legiti- 
mate’ goods and services. Indeed, a pessi- 
mistic thought. But the universal want of 
common-good | with common sense has 
made the reality more palatable. 

Now with the re-opening of the bourse 
in China [COVER story, 16 July], China has 
further embarked on a market-oriented 
economy. Now the paramount need of the 
Chinese people is to maintain an equipoise 
over zealotry, which, if over-done, would 
definitely ravel the glue that binds the so- 
ciety together. Private wealth without com- 
mon-good is ephemeral, while market- 
competition without common-sense is sui- 
cidal. But then, free enterprise with a well- 
educated hoi polloi is. still the winning 
ticket to Xanadu. 
Hongkong - TOM S. HSU 
I read with great disappointment two an- 
nouncements in quick succession from two 
gaming corporations in. “Malaysia of their 
intention to set up computerised gambling 
in China. One can only hope that these are 
unilateral announcements of intention 
rather than approved realities. Gambling 
activities, especially computerised betting, 
will be so available to the common people 
that one can expect a host of social. prob- 
lems will be created. 

The authorities in China and especially 
Guangdong (where the companies want to 
start their operations) must really consider 


Kuala Lumpur 


In the times of our fathers and grai 
fathers, those overseas Chinese who mc 
money would contribute to the building 
roads, bridges, schools etc. in China 
especially in their own ancestral 
lages. Unfortunately, attitudes must 
changing. Nowadays, some “rotten i 
ples" have no qualms: about profiteer 
from the sweat and blood of the Chin 
people with their undesirable operatic 
It only takes a few Machiavellian Chin 
businessmen to give credence to the be 
that a Chinese would sell out his own 
cestor for money. | 
YEH KUEN $ 


it's in the numbers | 

Regarding Mexican stand-off [30 Tuly] 
Freddie Balfour, 1 would like to point 
that his remark about Japanese investm 
in Brazil (". . . large scale ventures in 
primary sector, whereas Mexican inv 
ments are mostly in manufacturing") i 
accurate, at least according to Japan's N 
istry of Finance. Figures on Japan's di 
investment in Brazil in industry (as of 
March 1989), released by the Minis 
show manufacturing. at 64.7%, mining 
3.8% and services at 31.5%. This cles 
shows the concentration. of manufactur 
investment. 

Brasilia WELLINGTON. DANTAS DE AMO 
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Learn from mistakes 

While I agree with David Jardine [LETT 
13 Aug.] in demanding that the develo 
world get off its high horse with regan 
the global politics of deforestation, he jt 
fies this stand by quoting examples of 
destruction in Europe and Ame 
wreaked by generations long dead. 

It is not reasonable to judge | 
history by present-day standards. Scie 
has only relatively recently made avail 
the knowledge of what is ecologic 
acceptable and what is not. Prior to 1 
the immediate needs of the individ 
family, tribe or nation were the only : 
sideration. 

Indeed, I can. remember as a child 
raising the question of what happens w 
people have used up all the natural 
sources in the world, being told that it 
a sign of my arrogance to believe that p 
man could ever destroy God's great w 


and that God would provide. Go a 


boy, and read the Bible with a proper s 
of humility! 
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$ the 13 September - Govern na 
generale election. cola CY 


ES andy examine how. ‘the | pro d 
- democracy struggle is shaping up: in 1 the E 
. vote-rich but poverty-stricken rural — 
-. heartland of Isam, or northeast | | |. 
.. Thailand. It is here that vote-buying and. co 
= godfather politics are most rampant. As Islamic 
well-funded traditional politicians and — . box 4: 

cash-strapped but high-principled rivals 
jostle for the support of baht-hungry | 
farmers, Isarn is emerging as the testing 
ground of the new mood of duum 
sparked by the failed army bid to - = 

impose its choice of prime minister on 

the country 14 jo hika 
^ | Cover. photograph by Paul Handley: © Piet a 


Regional m OL m : - m E ma p l i 
: Malaysia : ‘Environment - E 
z An exchange o of leters bet ow: 


p new light o on this contentious i issue 8 





planning a visit to India in vearly- v 
-. October, the German Embassy in New |. 
. Delhi recently made another demarche 
to the Indian Government to have a- 


INTELLIGENCE 


2 Defence barter deal mooted 


Malaysia is proposing a barter deal with 
the Indian defence establishment 
whereby it will supply palm oil in 
return for spares and servicing for the 
Russian-built MiG29 fighters it is 
considering buying for its air force. 
Malaysia's Primary Industries Minister 


Tim Kanea Voile xarac in Now Mealhi in 


black-and-red swastika for its "German 
Pilsner" brand of beer. India is anxious 
for German investment and Kohl is 
already planning to spend only 36 hours 
in India. Madhya Pradesh is controlled 
by the opposition Bharatiya Janata Party, 
a Hindu-nationalist party which already 
eitffora fram a “Hindi fascist” lahel in 


brewery owned by the Madhya Pradesh | 
state government stop using a Nazi-style - 





ponere Á tears are com 
San good m ERA 


Japan : Environment 
. A major policy statement, due soon, i 


likely to include proposals for a tax o 
companies which emit carbon dioxide 
by PURG fossil fuels. 52 | 





mi eon to allocate: stocks 53 


| Singapore : Economies 


Growth appears to be faltering, the st 
exchange hit its year's low and the 
government reacts sharply to a leak c 
its statistics 54 E 

Other developing countries in East A 
seem to be weathering, a downturn 5 


gdong, Bangladesh: Banking 


ntrvs] Ses financial institu 


which has beer 
1g number of 
clandestine Vietnamese migrants to I 


. amd illegal logging on Lao territory b 
-companies from Vietnam. Hanoi also 


hoped to halt its longstanding ally's « 
toward China and Thailand, where L 
has increasingly turned for political a 
economic support in the wake of the 
collapse of the Soviet Union. The visi 
had been scheduled for July to coinci 
with the 15th anniversary of the sign 
of a friendship treaty between the tw 
countries hut it was delaved because 





rges from the shell of Bank of Credit .. fir 
ommerce 55. 


ippines : Markets 

iula's removal of almost all 

aining foreign-exchange controls 
ild help the balance of payments 57 


th Korea : Labour 
"rising numbers of illegal immigrant i 
kers take up an amnesty offer $58 





. firm raises fresh questions about the 
city-state’s investment strategy 59 


Taiwan : Companies 





ontrolled steel firm may slow the 
| privatisation programme 59 


Japan : Finance 

The continued collapse of share prices is 
forcing financial institutions to = 
restructure 61 


Hongkong : Marketing B 
An upmarket retailer shows the 
advantages of vertical integration 62 
Australia : | 


gkong : Banking 

g Seng Bank's apparent exposure to 
funct overseas property empire 
ishes its reputation 58 


iapore : Companies 
collapse of a Californian computer 


Budgets 





ne slippery slope in Singapore (54). 





is earlier shooto dll policy against. programmes will have no political 
le seeking to flee to the West. Some . « 
1amese communist party leaders, — to Chinese kung fu films. 
remember Honecker's support for : 

oi during its war with the US and... 
conomic help for the country's post- 
reconstruction, argue that Hanoi 

ld support their old ally and 

lemn the move. But others fear a 
emnation of Honecker's trial could 
apt Bonn to expel some 20-30, 000 
'amese guest workers still living in 


nany, many of whom have 
ected nolitical aevhim 








ir olitical moves 


x Some sources i in former Thai prime 
minister Chatichai Choonhavan's Chart 

Pattana party say there is a secret plan 
for another senior member of the party 
to emerge as candidate for the 
premiership after the 13 September 

general election. The party is currently 

campaigning for Chatichai, 72, to return 


AQ Arimo rniinichar aftar tho alartHan Past 


A slump i in the price of shares in a state- i 
po expansion plans 64 


i Past love i in Calcutta 49 


Financial markets react in subdued — .. F 






a Asie Hte dip Special Report : 27 


«content, however, as they are restricted _ 









Hongkong : Companies ES 
An official investigation. into compa 
linked to Lee Ming Tee will did his. | 
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bays man in the party, and previously 
served in the 1988-91 Chatichai 
government as a minister in the prime. 







minister's office in charge of energy ¢ and EC 
tourism. | 


Iranian radio worries Indians 
Indian officials have privately expressed 
concern over the possibility that the Sri 
Lankan Government may allow Iran to - 
set up a radio station and transmitter in ` 
the country. They suspect the project 
was discussed when an Iranian 


7 ne roseo rink Palas oe mosse bles eel hot 


REGIONAL 


Mahathir and his letter to Bruno Mio: harsh words for foreigners. 


MALAYSIA 





The pen and the saw 


Letters between Malaysian Prime Minister Mahathir and Swiss rainforest 
activist Bruno Manser cast new light on the often emotionally charged 


environmental issue. 


By Doug Tsuruoka in Kuala Lumpur 


ew men in the world have less in 

common than Prime Minister 

Datuk Seri Mahathir Mohamad of 

Malaysia and Swiss rainforest ac- 
tivist Bruno Manser. 

Mahathir has earned himself a reputa- 
tion as a spokesman for the Third World 
with his often stinging rebukes of the West 
on such issues as the tropical timber con- 
troversy. A staunch opponent of the West's 
"Green" movements, Mahathir is firmly on 


Slee 2 Jevenlamewscb m5] nk tha Ankaten 


words for foreigners like Manser who criti- 
cise his government's alleged mistreatment 
of indigenous tribes such as the Penans in 
the East Malaysian state of Sarawak. 

This makes Mahathir a natural enemy 
of Manser, a shy, bookish Swiss shepherd 
who made his first visit to Sarawak as a 
tourist in 1984. Manser subsequently be- 
came an activist on behalf of the Penans, 
spending six years in the jungles of 
Sarawak learning their way of life and 
playing a key role in putting them in con- 
tact with Western environmental groups. 

Mahathir e 


anvarnmant hac nat takon 


went into hiding after the authorities 
sued a warrant for his arrest. 

Against this background, it is pert 
surprising that Mahathir and Mat: 
should have met face-to-face during 
recent Earth Summit in Rio de Janeiro. 
brief 14 June meeting — during which 
two men politely outlined their posit 
on the Penan issue — was well covere 
the Malaysian press. The prime mini 
was sparing in his remarks about 
closed door session with the Swiss acti 
and later told journalists that he stresse 
Manser that the Penans should be allo: 
o "choose" between their life in the for 
and the modern world. 

Less well known is that the meetin 
Rio between Mahathir and Manser 


nracadad hy nearly civ months of nri 


to confirm whether there was any 


T Outstanding correspondence be- 
en Mahathir and Manser were not re- 
ed. 
Aahathir pulls no punches. He opens 
} March letter with the sentence: "If any 
an or policeman gets killed or 
inded in the course of restoring law 
order in Sarawak, you will have to take 
dame.” (See box for full text.) He adds: 
s the height of arrogance for you to 
xate that the Penans live on maggots 
poss in their miserable huts . . . 
it right have you to condemn them to a 
itive life forever?" 
fanser is more conciliatory. He ac- 
wledges in a three-page letter to 
athir dated 9 May that many industr- 
ad nations are guilty of "injustice" and 
' even commi itted “genocide” against 
y indigenous peoples, saying: “I am a 
l of these nations and | am deeply 
med by what I see them do." He also 
: "I also understand your anger to- 
is me for drawing unwelcome interna- 
i attention to the plight of the Penans 
demand their basic human rights be 
acted.” 


o c work Law show VAL LUI ullus i * 
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of these “experts of the forest,” adding “we 
have much to learn from him.” 

Manser also denounces the alleged ar- 

ests and beatings of 452 bumiputras (pre- 
red Penans) by the authorities since 
1987 for opposing the logging companies. 
He charges that people who are already 
suffering from the destruction of their food 
supplies from logging have been detained 
for months without trial. "Is this respect? 
Is this allowing them to choose their own 
destiny?" he asks Mahathir. 

Clearly, neither Mahathir nor Manser 
are any closer to resolving their differences 
based on these two letters. But it is note- 
worthy that such diametrically opposed 
individuals took the trouble to debate their 
grievances in writing. This suggests that 
there is sincerity as well as political calcu- 
lation behind the angry rhetoric which has 
marked both men's public statements on 
the Penan issue. 

Manser stressed in a statement to the 
REVIEW that "it was a positive step forward 
to have dialogue with [Mahathir] in Rio 
last June. But [Mahathir is] not yet aware 
of the real suffering and destruction caused 
to the jungle folk and the nation as a whole 


è 
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Severance 
pays 


Domestic factors seen 
behind break with Serbia 


By Michael Vatikiotis i in 1 Kuala Lumpur 





alaysia’ s decision to sever diplo- 

matic ties with the Serbian-led 

government in Belgrade on 12 
August may have satisfied Malay Muslims 
incensed by images of the suffering borne 
by their coreligionists in Bosnia, but some 
diplomats are questioning the wisdom of 
the move ahead of September's Non- 
Aligned Movement (NAM) summit in Ja- 
karta. 

The dramatic nature of the move sug- 
gested to most observers that Prime Minis- 
ter Datuk Seri Mahathir Mohamad himself 
was primarily responsible for the decision. 
Diplomats believe Mahathir acted with 
domestic considerations in mind. "It was a 
bold move, acting on principle that may 
play well with the domestic audience," a 
Western diplomat in Kuala Lumpur said. 
It was consistent with how Malaysia has 
dealt with other international issues in the 
Muslim context, he added. 

Malaysia was the first country to allow 
the Islamic Alliance of the Afghan 
mujahideen to set up a representative of- 


fice in early 1984. Last year, Malaysia's pro- 


test to Burma over the treatment of Mus- 
lim Rohingyas brought Kuala Lumpur 
close to violating the common understand- 
ing among Asean countries not to interfere 
in the affairs of its regional neighbours. 

Significantly, the action against Bel- 
grade preceded by one day the opening of 
Malaysia's Islamic Party (Pas) annual con- 
gress in Kelantan, where the party's youth - 
movement declared a jihad, or holy war, 
against the Serbian Government. A senior . 
official from the ruling United Malays Na- 
tional Organisation (Umno) told the RE- 
VIEW that "Umno's stand on international 
Muslim issues is very T governed by 
our political rivalry with Pas.” 

On a visit to Kelantan he day before 
the Pas congress opened, Mahathir told 
journalists in the state capital Kota Baru 


REGIONAL 





by the administration. 

Despite their sympathy for the Bosnian 
Muslims, some other opposition politicians 
felt that Mahathir had gone too far in cut- 
ting ties with Belgrade. Tunku Razaleigh 
Hamzah, leader of the opposition Malay 
party Semangat '46, told the REVIEW that 
"it was a mistake. Why cut off relations? 
We are not at war. Now there are no chan- 
nels of communications with [former] Yu- 
goslavia. What if no one follows Malay- 
sia?" 

However, some observers believe 
Mahathir's motives may reflect his desire 
for a higher international profile. Before the 
decision was made to cut ties, Mahathir 
had accused the West of inaction over 
Bosnia. He spoke of double standards 
whereby the West was willing to accuse 
Malaysia of human-rights violations, yet 
bicker and dither over what to do in 
Bosnia. 

“It is common knowledge that human 
rights are being violated in Israel and now 
in Bosnia-Herzegovina, but these Western 
nations appear to be selective in their ac- 
tions," Mahathir said. Observers note that 
the draft declaration to be tabled for adop- 
tion by the NAM summit includes a warn- 
ing to the West to stop exploiting human- 
rights issues. 

As well as criticising the West, Mahathir 
also regretted the inaction of other mem- 
bers of the Organisation of Islamic Coun- 
tries. Malaysia is pushing for a meeting of 
the organisation's UN-based contact group 
on the situation in former Yugoslavia at 
the NAM summit, though diplomatic 
sources say its members are divided over 
the issue. While Middle East countries 
want strong action, African Muslim states 
are reluctant to support Bosnia too openly 
because "they don't like to see breakaway 
republics being recognised," a senior Indo- 
nesian Foreign Ministry official said. 

Indonesia's position is made all the 
more delicate because it is assuming the 
NAM chairmanship from what used to be 
Yugoslavia, and has so far not moved to 
alter its diplomatic ties with Belgrade over 
Bosnia. In sharp contrast to Malaysia, In- 
donesia would like to forge a consensus on 
the situation in and status of former Yugo- 
slavia so as not to jeopardise the confer- 
ence. Nevertheless, diplomats in the region 
agree it now looks as if the conflict in 
Bosnia will be the most contentious issue 
at the NAM summit. 

In this context, the official said, Malay- 
sia's actions "are not making our task as 


Carnage in 
Kabul 


Thousands flee capital 
as guerillas fight it out 









By Salamat Ali in Peshawar 
I ess than four months after the Af- 





ghan mujahideen celebrated the 

ouster of president Najibullah and 
formed their own government in Kabul, 
the capital has become the focus of pitched 
battles which could mark the beginning of 
another civil war. Since the late 1970s, the 
Muslim rebels fought a holy war against 
Soviet communists and their Kabul surro- 
gates, but now they are fighting among 
themselves for a share of spoils. 

Unlike the hit-and-run guerilla skir- 
mishes of the past, this time the warring 
sides are using aircraft, tanks, artillery and 
missiles. Arrayed against the mujahideen 
parties banded together as the Afghan 
Leadership Council — the nominal gov- 
ernment in Kabul — are the fighters of 
Hizbe Islami, led by fundamentalist leader 
Gulbuddin Hekmatyar whose forces have 
been gathering in bases near the capital for 
the past three months. 

Aerial and artillery attacks by Hizbe 
Islami have forced the closure of Kabul air- 
port since early August. Government 
sources claimed on 17 August they had re- 
pulsed Hekmatyar's assault on the capital 
led by 40-50 tanks. The Afghan air force 
also bombed the Sindad air base controlled 
by Hekmatyar to prevent his aircraft from 
joining in the attack. The Hizbe Islami re- 
acted by bombing the civilian airport in the 
city of Herat near the Iranian border. 

It was not only the airport which was a 
specific target of the Hizbe Islami forces. 
The guerillas also bombed the Russian 
Embassy killing at least two of its staff. 
Appeals from abroad for a ceasefire to al- 
low the evacuation of foreigners from Ka- 
bul were rejected by Hekmatyar. He also 
refused to allow the reopening of the capi- 
tal's airport for the evacuation of foreign- 
ers under the excuse that the government 
forces could bring in reinforcements. In the 
event, most of the foreign diplomats had 





Pause before a new civil war. 


by the Hizbe Islami and at least 10X 
people have fled to the countryside. 
cording to official Pakistani sources, at ! 
17,000 Afghans have fled the country 
escaped to Pakistan. There is no runi 
water or electric supply in the capital. 

Government-owned Radio Kabul 
ported on 16 August that Presic 
Burhanuddin Rabbani chaired a mee 
of the Afghan Leadership Council w 
declared Hekmatyar a criminal 
pledged to crush him. The president 
reportedly told foreign diplomats 
Hekmatyar was “an outlaw and coul 
longer be tolerated.” Hekmatyar nom: 
Prime Minister Abdus Saboor Farid 
also dismissed by the president. 

On his part, Hekmatyar retorted 
Rabbani had no authority to dismiss 
prime minister and that he no longer 
ognised him as the president. Farid 
quietly left the country on a private vi: 
Pakistan before the assault on Kabul. 

The recent battles are rooted in facti 
and ethnic conflicts among the mujahic 
The Hizbe Islami is the fundamen’ 
vanguard of the dominant Pashtun tri 
the Sunni sect, while other groups inc 
non-Pashtuns. Hizbe Islami source 
Peshawar insist that they would con! 
to fight the government. 

Mujahideen sources still base 
Peshawar admit that the situation i 
country has become hopeless. The gr 
of the crisis was underscored on 12 A1 
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racks in the cabinet 


imos team hit by factional fighting 


ligoberto Tiglao in Manila 


ow many daggers are stuck in 
H back today?" Philippine 

Justice Secretary Frank Drilon 
| to jest to his colleague, executive 
etary Peter Garrucho. Drilon's joke 
'ed prescient: Garrucho resigned on 10 
ust after only 42 days in office, follow- 
controversy triggered by a leak to the 
ia over a tax-exemption order he is- 
l 
he episode also confirmed reports that 
been circulating in Manila's media for 
<s that President Fidel Ramos’ admin- 
ition was wracked by in-fighting 
ng what Garrucho referred to as 
ver blocs.” 
/hile officials have sought to 
play the intensity of the squabbles 
in the new administration — with 
os himself putting them down to dif- 
ices in management styles — this pub- 
ring of disunity was a rude awaken- 
or the former general, who has repeat- 
said that his priority was to instil na- 
| "teamwork and solidarity." 
ut what really worried observers was 
the incident offered a disturbing echo 
s predecessor Corazon Aquino’s fail- 
which largely stemmed from similar 
malism within her cabinet in its early 


owever, as one Malacanang insider 
|, there is a major difference between 
wo administrations — though in 
ys’ case it may not be for the better. 
conflicts in the Aquino government 
basically ideological, pitting the 
list human-rights lawyers — embod- 
»y then executive secretary Joker 
yO — against the big-business and 
iry bloc, with Ramos as one of its lead- 
gures, 
lis time around, the conflict seems to 
ised on more petty considerations. 
/ are not fighting over ideology or 
ammes of action,” a Malacanang offi- 
Id the REVIEW. “They are squabbling 
such things as the posts in govern- 
their proteges get. But since it is not 
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into a coalition at the start of the cam- 
paign. They included Ramos’ former com- 
rades from the military, the so-called 
Makati Business Club made up of Ma- 
nila's corporate elite, such Aquino ap- 
pointees as Garrucho and Drilon, and poli- 
ticians led by House Speaker Jose de 
Venecia. These blocs are now apparently 
competing for influence within the gov- 
ernment. 

Ramos’ hands-on management style — 
in contrast to Aquino, who stuck to the for- 
mal organisation of the president's office 
— has inadvertently worsened tensions. 
Ramos tends to deal directly with those 
lower-ranking officials who are immedi- 
ately within his reach, 
whereas Aquino preferred 
working with those func- 
tionaries’ bosses. 

Garrucho, for example, 
suspected he was being 
eased out by rivals after 
Ramos dealt more often 
with the cabinet secretary 
to finalise such details as 
the composition of his en- 
tourage for a trip outside 
Manila. “He [Garrucho] 
thought that a faction was 
after his head when he was 
not included in the trip to 
Davao,” one official told 
the REVIEW. “He could not 
believe that unlike Cory 
[Aquino], Ramos himself 
decides on such details," 
the official said. 

Ramos' style during the campaign — 
which observers noted reflected his coun- 
ter-intelligence background — also in- 
volved having his various groups operate 
independently and report only to him. Fur- 
ther, Ramos has a penchant for setting up 
parallel organisations to provide feedback 
and back-up. 

Ramos appears to have carried over this 
management style into his presidency, 
which has added to the impression of 
power blocs positioning themselves for 
greater governmental roles. Ramos has 





Garrucho: ignored. 


Commission for the Urban Poor and 
a Presidential Commission to Fight Pov- 
erty. 

This dual system has already resulted 
in one botched attempt at defining policy. 
Because of a last-minute briefing by one of 
his advisers, Ramos told a news conference 
that the cases against former president 
Ferdinand Marcos’ widow Imelda for 
keeping untaxed wealth abroad had be- 
come “moot and academic” because of a 
recent central bank move lifting restrictions 
on Filipinos investing abroad. He had to 
retract his statement an hour later, after the 
central bank governor and the justice sec- 
retary told him that the new rules had a 
proviso stipulating that cases filed in courts 
on the basis of the former rules will still be 
pursued. 

Another concern over Ramos’ style is 
that his military background does not 
appear to jibe with the less formal structure 
of the Philippine presidency. Ramos spent 
most of his life working in military organi- 
sations where lines of command and 
authority are clear-cut, and 
where jockeying for higher 
rank is constrained by sen- 
iority. Such a rigid system 
does not prevail in the Phil- 
ippine bureaucracy. There 
is a simmering conflict, for 
example, between the 
budget department, the 
finance department and the 
central bank over appro- 
priate budgetary deficit 
ceilings. Further, it was 
Bureau of Internal Revenue 
head Jaime Ong who 
insisted that Garrucho's 
order granting tax-ex- 
emptions to gold producers 
had no legal grounds. 

In this atmosphere, 
competition is not only 
about controlling the for- 
mal bureaucratic hierarchy but also with 
wielding influence over the presidency. As 
a result, the office of the president has be- 
come a somewhat chaotic institution, 
which Ramos is characteristically trying to 
run himself. 

There are also 61 attached agencies and 
corporations that are required by their 
charters to report directly to the president. 
These include important bodies, such as 
the National Power Corp. and the Com- 
mittee on Privatisation, but also less sig- 
nificant entities like the Videogram Regu- 
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PHILIPPINES 
Anti-crime drive 
Philippine Vice-President 
Joseph Estrada, in his capacity 
as head of the Presidential 
Anti-Crime Commission, 
ordered the arrest of two 
ranking Philippine National 
Police officers for alleged 
involvement in a kidnapping 
ring. One of the officers, Jose 
Pring, was head of Manila's 
anti-kidnapping task force. 
The police have been under 
fire in the past several weeks 
because of allegations that 
they had been impotent in 
solving a spate of 
kidnappings that targeted 
mainly Chinese-Filipino 
businessmen. 


CENTRAL ASIA 
Uzbek-Pakistani accord 


Although plans for a Pakistan- 
Afghanistan-Uzbekistan 
summit have fallen through 
owing to renewed factional 
fighting in Kabul, Uzbek 
President Islam Karimov 
visited Islamabad on 13 
August and signed three 
agreements on investment and 
cooperation in postal and 
telegraph services, power 
generation and irrigation. 








Khaleda survives. 


BRIEFING 


margin of 168 to 122. Tabled 
by Awami League MP and 
deputy opposition leader 
Abdus Samad Azad, the 
motion took the government 
to task over increased 
lawlessness in the country, 
among other issues. The 
Awami League plans to 
continue its pressure on the 
government by resorting to 
street demonstrations in the 
coming weeks. 





CAMBODIA 
Khmer Rouge talks 


Officials in Washington 
confirmed that Chinese 
Deputy Foreign Minister Xu 
Dunxin recently met elusive 
Khmer Rouge leader Pol Pot 
in Bangkok to find out what 
Khmer Rouge intentions were 
towards the UN-sponsored 
peace process in Cambodia. 
The Khmer Rouge, whose 
refusal to disarm is 
endangering the success of the 
peace plan, has denied that Pol 
Pot met Xu. 


TAIWAN 
Conservative tilt 


The top vote-getters in the 
ruling Kuomintang's non- 
binding primaries in Taipei on 
15 August were members of 
the party's conservative 
faction, mostly Chinese 
mainlanders who have strong 
backing from the military. 
They included John Kuan, 
former party election strategist, 
and Lee Ching-hua, son of 
former premier Lee Huan. The 
poll will be used as a guide to 
nominate candidates for the 
legislative elections in 
December. 





THAILAND 


Khmer Rouge under pressure from China. 


of the Pattani United 
Liberation Organisation, à 
small armed group which has 
been campaigning for the 
secession for four 
predominantly Muslim 
provinces in southern 
Thailand for many years. 


—— ——— 


SOUTH KOREA 
New opposition party 


South Korea is to have a new 
opposition group launched by 
legislators bolting from the 
ruling Democratic Liberal 
Party as well as from Kim Dae 
Jung's Democratic Party. Lee 
Jong Chan, a ruling party MP 
who earlier challenged Kim 
Young Sam for the presidential 
nomination, announced on 17 
August that he would form a 
new group to promote reform. 
It will also field a candidate to 
challenge the two Kims and 


Population density, 1992 


Population 
per square mile 





WH AO 





Singapore 12,347 


South Korea 


1,165 





Chung Ju Yung, head of th 
United People’s Party, at th 
December presidential 
elections. 


Dissident leader freed 


South Korean dissident lea 
and human-rights activist | 
Keun Tae was freed from j 
on 12 August after serving 
two-year term for triggerin 
massive anti-government s 
protest in 1990. Kim and h 
wife In Jae Keun won the 
Robert F. Kennedy Humar 
Rights Award for their hu 
rights work under a succe! 
of military-backed 
governments, but Seoul 
prevented them from goin 
the US to receive the awar 





INDONESIA 
Suharto's concession 


President Suharto 
acknowledged pressures f 
more political democratisa 
at his independence day 
address on 15 August. On 
the recent debate over the 
100 appointed seats reserv 
for the armed forces in the 
500-seat legislature, Suhar 
said that "the number of 
representatives in these 
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ESCAPE. TO THE HEART OF THE CUST 


"Continental hotels are centrally located in the important Business Traveller Magazine consistently votes Inter-Continental 


ness cities throughout Pacific/Asia, ‘The Best International Hotel Chain for Business’. 


Wherever your itinerary takes you, expect comprehensive business Stay right where you need to be. Stay Inter-Continental, and 
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From left: Supbaporn Prasertsitt, Thai International Airways; Ayuko Watanabe, Japan Airlines; Yuka Ueda, All Nippon Airways; Fung Yan Yu, Cathay Pacific Airways. 





The Boeing 777 A new expression of time-honored Asian traditions. 


Service is at the heart of many Asian cultures, combining a deep respect for others, satisfaction in extending courtesy v 
grace, delight in making guests feel welcome, honored and comfortable. No wonder, then, that Asias leading airlines 
selecting the new Boeing 777 for their fleets. The 777 gives them unprecedented opportunities to develop comfort and cc 
nience features for both business and pleasure travel. It offers wider seats, more head and shoulder room, greater overh 
clearance, more on-board stowage space, the most advanced inflight entertainment systems, with abundant computer pc 
to add unique, new features. Because of its advanced passenger cabin design, the 777 will change the travel experience 
raise passenger expectations to new and dramatically higher levels when it enters 


service in 1995. Asia's airlines are among leading international carriers who will 
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ialamat Ali in Islamabad 


| ome 20 months ago, Prime Minister 
Nawaz Sharif rode to power with his 
coalition regime — the Islamic Demo- 
c Alliance (IDA) — commanding a two- 
is majority in parliament. In the past 
months some parties in the IDA have 
the coalition, which though in no dan- 
of immediate collapse, is beginning to 
besieged. 
he first to defect was former prime 
ster Ghulam Mustafa Jatoi's National 
»le's Party, followed by the fund- 
ntalist Jamaate Islami and the Sindh- 
d Muhajir Qaumi Movement. The lat- 
‘© desert are senators from a group 
led by Pir Pagara, who split from 
ifs Muslim League and formed his 
Functional Muslim League. Sharif and 
e of his close cabinet colleagues have 
| rattled enough to lament publicly 
loss of ability to amend the constitu- 
which requires a two-thirds majority 
irliament. 
o discourage further desertions and to 
'e that his government is alive and 
ing the prime minister has devised a 
. Although there are no pressing cir- 
stances to amend the constitution, he 
decided to do so through a bill that 
ld make the Koran and the Sunnah 
traditions of the Prophet Muhammad) 
supreme law of the land. That bill 
ld also extend constitutional protection 
onomic reforms already introduced. 
his tactical move is aimed at putting 
pposition parties in a tight spot. The 
iate Islami, which has been at the fore- 
t of the religious demands, would 
r have to vote with the government or 
wn its platform. The Pakistan People's 
/ led by Benazir Bhutto is opposed to 
cracy. If it votes against the bill, it 
ld also be seen as rejecting economic 
ms and reverting to its socialistic past. 
prime minister has won praise from 
Vest for his economic reforms. But he 
thinks the West still views Bhutto as 
nlightened politician, while his re- 
's image remains obscurantist. 


to project abroad a modernistic image of 
his government. He has been stressing to 
foreign journalists that he is no fundamen- 
talist. To court external aid, investment and 
diplomatic support, he has engaged a US- 
based public relations firm. 

However, in domestic politics, Sharif is 
obliged to keep his religious credentials 
strong by retaining his claim to the Islamic 
legacy of late president Zia-ul Haq, whose 
followers have so far supported Sharif. His 
announcement on 1 August to amend the 
constitution predictably prompted some 
clerics to demand a full-fledged presiden- 
tial system — including designating the 
president as caliph or civil 
and religious leader of the 
country. 

Sharif's opponents be- 
lieve that his game of po- 
litical one-upmanship 
has already backfired, 
partly because Bhutto de- 
clared with unexpected 
bluntness her opposition to 
theocracy and partly be- 
cause Sharif's own aides 
reacted ineptly to Bhutto's 
stand. 

After Bhutto voiced her 
opposition openly, Reli- 
gious Affairs Minister 
Sattar Khan Niazi con- 
vened a meeting of the 
Shariat Enforcement Com- 
mittee — a regulatory body 
in his ministry — in early 
August and announced a fatwa, or clerical 
edict, that Bhutto had become an infidel 
and was liable to execution unless she re- 
pented. Bhutto claimed that some of the 30 
members of the committee — all clerics — 
had apologised to her, saying they had to 
go along with the fatwa because they 
feared for their jobs and even lives, The 
opposition charged that the government 
was inciting Bhutto's murder. 

These charges and counter-charges be- 
came the subject of an angry exchange in 
parliament during 10-12 August. Initially, 
both sides stuck to their positions, raising 





Bhutto: open opposition. 









under which successive constitutions 
in their preambles that it was the 


er their lives according to the Koran and 
the Sunnah. In effect it meant that after stat- 
ing this objective, the rulers could go about 
the business of the state in a secular fash- 
ion. 

In a move to perpetuate his military 
rule, the then president Zia adopted a reli- 
gious platform and through a decree in the 
1980s made the preamble a substantive 
part of the constitution — thus making the 
preamble justiciable. He also set up Shariat, 
or religious courts. 

Late last year, the Federal Shariat Court 
— still subject to the overriding authority 
of the secular Supreme Court of Pakistan 
— held that interest on bank deposits was 
anti-Islamic. The Supreme Court has 
stayed this judgement and is yet to hear 
the case. The Shariat Court 
has also decreed that the 
state has no power to sus- 
pend the death sentence or 
grant reprieve in any sen- 
tence without the consent 
of the aggrieved party. 

Sharif has more than an 
even chance of amending 
the constitution and mak- 
ing it subject to the Koran 
and the Sunnah. This raises 
the question of who will in- 
terpret Islam: the parlia- 
ment where most of the 
members do not have reli- 
gious qualifications or the 
Federal Shariat Court? 

The opposition says it 
cannot give the authority to 
a few handpicked judges to- 
alter the very structure of 
the state. For instance, it could be argued 
that since Islam wants all able-bodied Mus- 
lims to defend Muslim lands as a religious 
obligation, even the concept of a profes- 
sional army is un-Islamic. 

The parliament is debating a bill which 
will raise the punishment for disparaging 
Prophet Muhammad from life imprison- 
ment to a mandatory death penalty. There 
have been demands for a similar law 
against those making contemptuous refer- 
ences to a sahabi — any Muslim who had 
met the prophet. This is a move against the 
minority Shia sect whose definition of a 
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As Thais prepare to go to the polls, six months after the last election, 
the key question is whether pro-democracy parties will prevail over the 
entrenched power of money and patronage. | 


By Rodney T Tasker and Paul Handley - 
d Bangkok 


In many ways it is still 
the same old story of 
pay-outs, personalities 
and patronage. But in 
ee the wake of the mili- 
‘tary’s ‘brutal suppression of pro-democracy 
demonstrations in Bangkok in May, a new 
mood of democratic awareness and re- 
sponsible voting is spreading through 
"Thailand as it prepares for its second gen- 
-eral election in a year on 13 September. 

Apart from the May tragedy, which 





notorious for its confusing and sercan 
ing patchwork of parties. Political parties 
have been roughly classified in two groups: 
“devils,” who supported former military 
chief Suchinda Kraprayoon as unelected 
prime minister after the 22 March election; 
and "angels," who opposed the move. Sec- 
ond, parties are also campaigning — for the 
first time — for their leaders to be the next 
prime minister, given the fact that the con- 
stitution will now dictate that the next pre- 
mier must be elected. 

Third, a more powerful government- 
sponsored PollWatch comprising academ- 
ics, professionals and students together 





majority of voters will probably still ac 
money from candidates, in various fo 
but party leaders eyeing the prime m 
ter's job can be expected to capitalise n 
on their appeal in areas where their pa 
have previously prevailed. 

The one region which does not fi 
snugly into such pre-election predictio: 
the poor, rural northeast region, or Is 
This has always been a hotly contested 
at election time, because its 17 provi 
produce 128 MPs, or more than one t 
of the seats in the House of Represe 
tives. With the electoral dynamics of 
other regions largely predictable, m 
political analysts are looking at Isarn 
litmus test of the supposed new democ 
mood now prevailing in Thailand. 

"Regionalism is something new or 
campaign trail 1 now, ' commented F 
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vince of Nakhon Ratchasima, or Korat. 
[hose fed up with the tradition of mas- 
' vote-buying at election time — when 
indidate could well spend 10 times his 
il limit of Baht 1 million (US$39,400) — 
set on making the September poll a 
üng point in Thai political history. Cit- 
the May tragedy as the reason that the 
system cannot be allowed to continue, 
' want to turn out the chronically cor- 
t politicians and replace them with a 
' breed of responsible MPs. 
t is more the educated middle class in 
gkok and other cities who feel this way. 
democratic message is only slowly fil- 
1g down to the rural masses — such as 
ie in Isarn. It is the educated elite who 
about devil and angel parties. Poor vil- 
rs in the rural areas know the terms, 
many have seen videos of the May 
ggle. But they tend to be confused, and 
ty may well still sell their votes. For 
n, democracy is an abstract word. 
“he so-called devil parties in May were 
'akkhitham, a now-defunct party 
ned by military leaders, Chatichai's old 
rt Thai, Social Action Party and three 
?r parties. In June Chatichai — who had 
largely absent from the political scene 
e the February 1991 military 
> that ousted his government — 
sed to return as Chart Thai 
er. Instead he now leads the 
‘Chart Pattana party in a move 


iestrated by Korn. 
Aany former MPs from 
iakkhitham and Chart Thai have 


<ed to Chart Pattana in a trans- 
mt move to distance themselves 
1 their image as backers of the 
redited military leadership, 
e reshuffled by interim Prime 
ister Anand Panyarachun. But 
rt Pattana has also been declared 
vil party by the opposition. 
‘egionally, Chart Pattana can be 
cted to be a main contender in 
Yortheast and north. The central 
1s area north of Bangkok is still 
ely a redoubt of Chart Thai. The 
ral province of Suphan Buri, for 
ince, is the bailiwick of Chart 
's financially powerful secre- 
-general, Banharn Silpa-archa, 
' has flooded the provincial 
1 with schools, roads and bridges and 
| an Eiffel Tower-like monument in his 
e. Neighbouring Saraburi province is 
vise the domain of Chart Thai leader 
narn Adireksarn. 


Regions of disparit 


Dharma, with a countrywide total of 41 
seats, captured 32 of Bangkok's 35 seats. 
The Democrats and Palang Dharma can 
be expected to clean up again in their re- 
spective regions, boosting Chuan and 
Chamlong as contenders for prime minis- 
ter. But the two parties, nominally aligned 
in the four-party group which fought Su- 
chinda and preaches democracy without 
vote-buying, are fighting each other as they 
move into each other's bailiwick. 
Chavalit, another strong contender for 
prime minister together with Chatichai, 
Chuan and Chamlong, hopes to remain 
strong in the northeast, where his NAP 
gained 40 of its 72 seats in March. But 
Chatichai did not run in the March poll, 
and his party managers are now projecting 
him as an unbeatable son of the northeast 
who will uplift the poor, rural region in the 
same way he helped his bustling home 
town of Korat when he was in power in 
1988-91. So, despite the prospect that vote- 
buying will be balanced by a new demo- 
cratic element, the regional election map 
emerges thus: Chuan's Democrats in the 
south; Chamlong's Palang Dharma in 
Bangkok; Chart Thai in central Thailand; 
Chart Thai, and Chatichai's Chart Pattana 
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in the north. That leaves the vote-rich 
northeast in hot contention. 

Vote-buying has always been rife in 
Isarn, given its swing-vote factor and the 
poverty which ensures that a few well- 


(1989 figures), the average GDP per capita 
of Isarn was one eighth of that of the capi- 
tal. For many farmers, debt is a way of life. 
So money at election time is a bonus. 

A great deal of money was spent by 
various parties in Isarn in the March elec- 
tion. Ten years ago Baht 30-50 could buy a 
vote; this time, sums of Baht 100-500 are 
talked about. Given closer monitoring by 
PollWatch and other groups, vote-buying 
methods have become more subtle. Candi- 
dates, through their canvassers, promise 
household goods and even pick-up trucks 
to villages after a satisfactory election. 

Some of the wealthier candidates are 
believed to have spent Baht 10-40 million 
in this way in the March election. This time, 
with a fiercer battle for votes in the offing, 
the figures could rise. Observers in Isarn 
say the main money battles will be be- 
tween the NAP, anxious to retain or increase 
its hold in the region, and Chart Pattana. 

The battle between the NAP and Chart 
Pattana increasingly falls back on the re- 
gional development theme. The NAP ad- 
vertises its Green Isarn programme, a 
roads-and-irrigation scheme initiated by 
Chavalit when he was army commander 
several years ago. Chart Pattana candidates 

in Isarn respond with “Turn battle- 
i fields into marketplaces," the slogan 


- © Chatichai coined when he was 


prime minister to promote trade 
with Indochina. Neither programme 
achieved very much, but they have 
convinced voters that the candidates 
have Isarn's interest at heart. 

On another front, the NAP, 
Democrats and Palang Dharma are 
also fighting hard in Isarn, hoping 
that the message of the May tragedy 
will sink in and that PollWatch will 
be able to ensure as clean a poll as 
possible. NAP candidates are by no 
means above vote-buying them- 
selves, but Palang Dharma, which 
had no Isarn seats in the last elec- 
tion, and the Democrats, who got 15, 
have to maintain at least the sem- 
blance of being clean. 

The Democrats and Palang 
Dharma candidates probably do 
have a better chance than any time 
before. Somkiat Pongpaiboon, a lec- 
turer at Korat Teachers College, says 
that his studies on vote-buying in the re- 
gion show it to be increasingly ineffective. 
For one, the cost of vote-buying has risen 
sharply. 

Somkiat says that in the 1988 election a 
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THAILAND 


The quiet fixer 


Many MPs owe their seats to this one man 


By Rodney Tasker in Khon Kaen 


The reputed godfather 
of northeast Thailand 
was almost modest in 
summing up the power 
of his political patron- 
age. "I have made more than 50 MPs dur- 
ing my time," he said. Modest, because 
Charoen Bhatanadamrongchit, alias Sia 
Leng, has had potential candidates for par- 
liament prostrating themselves before him 
for many years. And while he did not men- 
tion it, sources say he used his influence to 
get former prime minister Chatichai 
Choonhavan on the road to political suc- 
cess, and will probably wish him well if he 
succeeds in the 13 September general elec- 
tion. 

Charoen has been on first-name terms 
with most military leaders over the past 
two decades. He knows many of the lead- 
ers of the political parties vying for the pre- 
miership in the next election. If he chooses 
to support a candidate, it is usually a guar- 
antee of success. And if the candidate 


Chatichai 


fever 





By Rodney Tasker in Nakhon Ratchasima 


makes it into the government, he will re- 
turn the favour. 

In the current election campaign, 
Charoen has chosen to support mainly can- 
didates from former military chief Chavalit 
Yongchaiyut's New Aspiration Party (NAP) 
in his northeastern home province of Khon 
Kaen. Charoen ensured that NAP candi- 
dates won five of the province's 11 seats in 
the March election, and could further boost 
the party’s position in the coming poll. 

"| have strong faith in Chavalit,” 
Charoen says. “I think he is a very sincere 
man. That's why I support him. I didn't 
spend money on this relationship." But 
Charoen did admit that Chavalit had ap- 
proached him for his patronage. 

Charoen, 59, is a physically unimposing 
Chinese-Thai businessman. Over the past 
30 years, after moving from a village in 
Nakhon Ratchasima to Khon Kaen, he has 
earned the title of jao polt, or godfather, be- 
cause of his massive wealth and influence 
among the country's leaders. When he was 
shot by a gunman in Bangkok in 1990, then 
supreme military commander Sunthorn 


getter there — Korat is 
having Chatichai fever. 
On almost every street 
there are huge posters 
with pictures of Chatichai 
and two other candidates 
from his Chart Pattana 
party who are running in 
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With its smart high- 
ways, new factories 
and general air of 
prosperity, the pro- 
vincial capital of 
Nakhon Ratchasima is an unlikely gate- 
way to Thailand's poverty-stricken north- 
eastern region. It is known for short as 
Korat. At the moment, it might just as 
well be called Chatichaiville. 

When Chatichai Choonhavan was 
prime minister in 1988-91, before being 
deposed in a military coup, he lavished 
money on Korat's infrastructure and pub- 
lic utilities, and attracted foreign invest- 





the province's first con- 
stituency, which covers 
the provincial capital of 
200,000 people. Other par- 
ties' election posters have 
all but been squeezed out. 

Other candidates here 
are realistic about their 
meagre chances of suc- 
cess, at least in the capital, 
but they play up one factor which Korat 
and Chatichai have in common: they are 
both unusually rich. Chatichai, along with 
several others from his previous adminis- 
tration, is still fighting a court battle to 
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Kongsompong was one of the first at 
hospital bedside. The gunman was 
lieved to have been hired by a rival jao | 
from Bangkok. 

The jao poh of Khon Kaen started 
working life as a hardware salesman. N 
he has factories producing agricultt 
products involving rice, jute, maize . 
cassava. His new 19-storey, Baht 800 1 
lion (US$32 million) hotel in Khon K 
opening soon, will be the tallest in 
northeast. 

He has never run for parliament h 
self, preferring to finance promising cai 
dates and lend them his name. Before 
supported mainly Social Action Party « 
didates in Khon Kaen. "It normally : 
ceeded,” he said. “They used to win 
[then] eight seats." This time, his sup] 
will almost certainly ensure that Chava 
candidates succeed in the province. F 
where in the northeast Charoen is rep 
edly backing candidates from other par 

Does he also support Chatichai's C 
Pattana party candidates who are tryin 
regain the region for his second crac! 
the premiership? "I'm a long-time fri 
of Chatichai. As a friend, you can't t 
them down," Charoen said. "[But] it 
not affect the [NAP] campaign, becau 
know who will win this time." 

Such a statement tends to chill tl 
from opposing parties, who know 
Charoen's ability to get his own way. 
never admits to providing funds for ca: 


baransi. “Isarn [north« 
ern] people don't loo 
that at all," Korn told 
Review. "That's so 
thing which people 
Bangkok understand, 
not in Isarn." 
Chatichai's aim 
that his party sho 
sweep not only K 
but the rest of the nc 
east. One helpful fact 
that former Demo 
Party deputy lea 
Prachuab Chaiyasar 
popular politician 
Isarn's Ubon Thani : 
has joined Chart Pat! 


as secretary-general. 
Korat province, with its 2.2 mil 


people, produces 15 parliamentary sı 
the largest number for a province out 
Bangkok. In the March election C 
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es, apart from contributions to party 
ers. But just being seen with him can 
p a candidate's fortunes. "He has lots of 
nds in different levels — he goes out 


h them a lot,” said his eldest son, 


yroenchit. 


Sitting with Charoen during the inter- 
w in a Khon Kaen hotel was one of the 
leading NAP candidates, Sutut 
‘atanapan. The former lawyer, who was 
ce elected under the Social Action Party 
iner before joining the NAP, talked about 
effect of the May pro-democracy vio- 


ivince's 


ce in Bangkok. 


“I believe that in all the major cities 
re will be a great reaction from the peo- 
— those with good education, careers . 


jut outside the cities, in 
villages, it will be the 
e as before. MPs will be 
? to buy votes in the vil- 
es, but never in the 
ms." 
Sutut said his party, and 
three others described 
"angels" over the May 
ür, have been showing a 
eo of the May violence 
»art of their campaigns. 
it the video doesn't have 
ery strong impact. To 
ny villagers, it is just a 
of pictures." He said he 
s not worried about any 
tion threat from Chart 


'k record" in Korat, adding that Chart 
tana “has the edge in Isarn. This poll 
bout who is the most suitable person 
be prime minister." He claimed 
itichai's appeal was not just in Korat 
the whole region, partly because the 
mer premier's focus on opening up 
le and investment links with neigh- 
wing Indochina would benefit Isarn 
re than any other region. 
Chart Pattana's attempts to whittle 
ay the appeal the New  Aspiration 
ty enjoyed in March promises a tough 
tle in Korat — even though Chatichai 
wuld be able to wrap up his constitu- 
y without much effort. The province 
m the independent PollWatch's black- 
because of rampant v ing in 
March poll. This time there could be 
n more money changing hands. 
This is by Korat PollWatch 
ef Sina Lewsirirat, an orthopaedic sur- 
m, who has 3,300 volunteers to help 
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Charoen: the ‘godfather.’ 


"attana: “The competitors here are really 
from the four [pro-democracy] parties.” 

While Sutut was speaking, Charoen re- 
mained quiet, chuckling once when the 
name of Palang Dharma leader Chamlong 
Srimuang was mentioned. Behind him sat 
a bodyguard, trying to look unobtrusive in 
his dark glasses. 

Asked if he was a godfather, Charoen 
said merely: “I'm a businessman.” But his 
son said he was not offended when re- 
ferred to as a jao poh. In Bangkok, he has 
been pictured by the local press driving his 
Rolls Royce. He travels regularly to 
London, Australia and the US to indulge 
his main pastime: gambling. In Khon Kaen, 
he could be taken for an average trades- 
man but for the deference 
bordering on awe he in- 
spires in hotel managers, 
restaurant owners and 
waiters. 

Not everyone in Khon 
Kaen is impressed by 
Charoen. “The people are 
not afraid of him,” said one 
local businessman. "He's 
tough, but only like a fe- 
male, not a man," he said, 
comparing him with the 
many other jao pohs in 
Thailand. Nevertheless, the 
businessman did stress that 
he should not be quoted by 
name. 
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or influential politicians. 


One candidate who will almost 


certainly not be paying for votes is Pa- 
Dharma's Visa Khanthap, fighting 
his first election in Chatichai's constitu- 
ency. The young poet, singer and com- 
was a student activist in the 1973 
and 1976 political eruptions, and 
four years in the jungle as a front-man for 
the outlawed Communist Party of Thai- 
land. 

Visa decided to run in the election 
with Palang Dharma "not to compete 
with other parties, but mainly just on the 
principle to Mia democracy in this 
area. This is my o y chance to pave the 
way for democracy in this region." He 
said he had only elt Baht 300,000 on 


his campaign — com to the millions 
that many other candidates spend — and 


this was provided by local sources. His 
campaign motto: "Palang Dharma fights 
the money." 
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THAILAND 


Harvesting 
the votes 


Pro-democracy parties 
ahead in some areas 


By Paul Handley in Sisaket 


It was in Sisaket prov- 
ince in the last election 
that former military 
chief Chavalit Yong- 
chaiyut's New Aspira- 
tion Party (NAP) made a strong stand. One 
of Isarn's — or the northeastern region's — 
poorest provinces, Sisaket has been ne- 
glected for years. Its mix of 1.5 million eth- 
nic Lao and Khmer barely scrape a living 
out of land blighted by chronic water short- 
ages. Even now, when most Isarn farmers 
have planted their rice crops, Sisaket is 
only half-planted due to poor rainfall. 

But Sisaket is fertile territory for the 
NAP, which relied on Isarn for electing 40 
of its 72 national MPs last March. The par- 
ty's marketing pitch is that Chavalit was 
behind the Green Isarn programme in the 
late 1980s, under which soldiers helped 
build irrigation ditches and reservoirs. Al- 
though Green Isarn never achieved much 
in Sisaket, it enhanced Chavalit's standing 
among the farmers. 

A good policy stance does not in itself 
overcome vote-buying, which is probably 
at its cheapest in Sisaket — as low as Baht 
20 (80 US cents). A handful of MPs have 
maintained their seats for years simply be- 
cause of their iron grip on the local vote- 
buying patronage structure. And, to judge 
by their frequent party-jumping, their alle- 
giance is available to any party that offers 
them funds or lucrative cabinet positions. 
One of the best-known politicians is ethnic 
Chinese lawyer-businessman Piyanat 
Watcharaporn who, under the Social Ac- 
tion Party umbrella, captured slots for him- 
self, his aging father and his younger 
brother in the March elections. 

To some extent, the NAP has taken the 
same route. It recruited MPs from other 
parties who admit that, in capturing four 
of the province's nine seats, votes were 
unavoidably bought. As popular retired 
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doors. Sisaket has now attracted the atten- 
tion of the liberal Democrat and Palang 
Dharma parties, and a rough campaign is 
developing with more lies told and more 
money spent than before, Piyanat said. 

In the first constituency, which includes 
the provincial seat, the NAP will have little 
problem retaining Boonchong's slot. He 
won 50% more votes than the second and 
third winners, the latter his wife 
Krongkran. "Boonchong could win in any 
party," says Piyanat. The second winner 
was Phairote Kruarat of Chart Thai — the 
party accused of the most vote-buying na- 
tionwide. While he does not get much sup- 
port in the provincial seat, years of giving 
away cows to vote canvassers and the 
adept use of his Toyota distribution net- 
work as a political patronage system, have 
secured him the farm vote. 

Palang Dharma has made both Phairote 
and Krongkran vulnerable. The party has 
strong links with local activists and non- 
governmental organisations in Sisaket. In 
the March elections the party's Kuthep 
Saikrachang, exploiting his image as the 
son of a local poor farmer, nearly caused a 
polls upset. The May crackdown in Bang- 
kok, his supporters hope, will swing 
enough voters to get him elected in Sep- 
tember. 

This time, Kuthep is accompanied by 
Mana Mahasuvirachai, also a well-known 
local businessman. Mana combines his 
Palang Dharma links with a well-funded 
campaign, which makes him a strong con- 
tender. Too strong, perhaps. Observers say 
the party is worried that if Mana buys his 
way into parliament in the traditional Isarn 
way, it could damage Palang Dharma's 
clean image. 

Piyanat and his family do not run in the 
first constituency, mainly because Sisaket's 
better-educated urban population do not 
like his somewhat rough style. He de- 
fended the government of Suchinda 
Kraprayoon even as it was falling, he at- 
tacked Anand Panyarachun's interim ad- 
ministration in a televised parliamentary 
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session in June, and in August the 43-year 
old lawyer and seven-time MP appeared 
on a television talk show to irritably de- 
fend his actions and Suchinda's brief pre- 
miership. 

This, Piyanat believes, will not hurt him 
in the second consituency, nor his father 
and brother in the third. To his credit, he 
has helped to get roads built and water 
supplied in times of drought. In both the 
second and third consituencies, the win- 
ners have always been big money-spend- 
ers. Locals say Piyanat is the biggest. Nev- 
ertheless, he and family are seen as vulner- 
able in September: in the last election, the 
Social Action Party counted on Piyanat to 


carry his entire district, but the NAP 
tured the other two seats while narrc 
missing another in the third constitue! 
The pro-democracy parties have 
targetted Piyanat and other vote-bu 
from the "devil parties," and their ca 
dates could draw away enough of the | 
torate to shake up the traditional vote-| 
ing rackets. Piyanat and others have 
ready noticed that increasing number 
voters are taking a candidate's money 
voting for someone else. All this make 
a more expensive campaign. Not sur] 
ingly, local PollWatch officials say, 
price of a vote has risen from Baht 5 
Baht 100. 





THAILAND 


Double trouble 


Dirty tricks point to incumbents' worries 


By Paul Handley in Yasothorn 


Somboon Thongburan, 
Palang Dharma party 
parliamentary candi- 
date in the northeast- 
ern province of Yaso- 
thorn, has an identity problem. One of the 
province's three incumbent MPs, Vitoon 
Wongkrai of the Social Action Party, has 
added to his team someone also named 
Somboon — someone who, the Palang 
Dharma candidate says, had just legally 
changed his name. And Vitoon is telling 
voters: "Now Vitoon and Somboon are to- 
gether, so if you like Somboon vote for our 
ticket." 

That incident indicates the rough times 
pro-democracy parties like Palang Dharma 
face in getting their candidates elected in 
rural Thailand. But it also shows that, this 
time around, second-time candidate 


Somboon and others like him are worr 
their rivals a lot. 

Vitoon won easily in the March t 
tions with nearly 76,000 votes. The c 
winners in his three-seat constituenc 
many Thai constituencies are of this | 
— were Chart Thai's Visan Dejsen (42 
votes) and Samakkhitham's Ubon Boo: 
chalothon (39,600 votes). Somboon 
fourth, with 3,000 votes less than Ubon 
three winners belonged to parties that 
backed the premiership of Suchi 
Kraprayoon. Given widespread revul 
over the army's anti-democracy cr 
down, Palang Dharma believes Somt 
has a good chance of booting out on 
the old-style vote-buying politicians. 

Yasothorn is traditional vote-buying 
ritory in Isarn. The province grows s 
of the finest rice in the country, but it 
one-commodity economy with only 
crop a year — hardly enough to lif 
farmers out of poverty. Health and ed 
tion services are poor. People say y 
they want of their MPs, mostly, is fair 
prices and paved roads. 

A lawyer in Lueng Nok Tha dis 
Somboon, 36, anchored his first electior 
last March on his reputation as a lead: 
local civil rights causes. In the wake o 
February 1991 coup, Somboon and 42 
lagers were virtually the only peopk 
rested for violating the military junta's 
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A daily output of 550 tons makes the 
Asia Paper Corporation in Chongwon 
the largest producer of linerboard 
packaging paper in Korea. 


The complex production process 
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his strong following, Somboon says, is that 
people in Yasothorn are historically sym- 
pathetic to liberal causes. The Communist 
Party of Thailand had roots in the province 
in the 1960s, and many locals were in- 
volved in the democracy movement of the 
mid-1970s. In May, Lueng Nok Tha sent a 
busload of people to Bangkok to support 
Palang Dharma head Chamlong Srim- 
uang's movement against the Suchinda 
premiership. 

These trends favour the Palang Dharma 
challenge in Yasothorn. While other candi- 
dates are promising, as usual, new roads 
and better rice prices — and offering vot- 
ers Baht 50 (US$2) payoffs — Somboon 
focuses on the democracy issue. His 
speeches pound home the message that all 
three incumbents belong to devil parties 
and that their support of Suchinda resulted 
in the May massacre, in which the casual- 
ties included three Yasothorn residents. 





out former radio announcer Ubon, now 
with Chart Pattana party. When former 
MP Chalard Vorachet went on an anti- 
Suchinda hunger strike in April Ubon sent 
him a coffin. That widely reported act was 
criticised even by members of the pro- 
Suchinda coalition. Also, Ubon’s blatant 
handing out of largesse to voters has at- 
tracted much attention from the govern- 
ment-funded PollWatch organisation. 

But campaigns to fight vote-buying also 
cost money, and for candidates like 
Somboon the lack of it is crippling. In the 
March elections, when some candidates 
spent Baht 10 million, mostly on vote-buy- 
ing, Somboon had only Baht 45,000. Ob- 
servers say a basic campaign requires at 
least Baht 1 million, even without vote- 
buying. This time, Palang Dharma 
coughed up Baht 140,000 from its meagre 
coffers for the three-man pany ticket. It is 
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hardly’ enough Sambon complains, 
cause he has to carry his campaign into 
other six districts in Yasothorn where F 
not so well known. 

Meanwhile, the campaign is gett 
rough. In one village, a rival candidate 
fered Somboon's main local supporte 
who will be able to deliver numerous o: 
voters — a large sum of money to del 
In another village, incumbent MP Vj 
told villagers that Chamlong delibera 
led protesters to their deaths in a gre 
grab for power. Many villagers admit t 
are confused by differing versions of 
May tragedy from the two sides. Still 
least in Lueng Nok Tha, they also say t 
like Somboon. That, though, is the 1 
Somboon says. For if the people get « 
fused by the claim that "Somboon 
joined Vitoon" and vote for the bo 
Somboon, he could lose some votes m« 
for him. 





| AS LONG AS DELIGHTING 
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Not if you're a Visa cardholder. @ Because now 


you can benefit from a comprehensive package of 


services which have never before been so accessible. 
@ We have established a network of Visa Emergency 
Assistance Centres to make sure of that. W And 
you'll find them in those countries you are most 
likely to visit. W In fact, we have centres in seven 
locations in Asia Pacific alone, with more in other 


countries throughout the world. W Each centre 


“My wallet, Visa card 


And quickly.” 





B 24 hours a day, seven 


and all my cash are 
missing. I need help. 


days a week. W And we won't 
keep you waiting. If you've lost your card, we'll 
deliver your new replacement card to a location 
convenient to you. W Whatever the emergency, 
you'll find us always nearby and ready to 
provide prompt assistance. Just a phone call away. 
E So keep the attached cards close to you and in a 


safe place. Rest assured, we'll be there when you 
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Reviving the dinosaur? 


ndonesia plays host to the 10th Non- 
Aligned Summit with a mixture of 
pride and apprehension: pride for the 
recognition as a founder of the move- 
nt, and apprehension from a concern 
t the participants might mar the sum- 
: by indulging in political abuse. Indo- 
ia has long been frustrated in its ambi- 
1 to lead the Non-Aligned Movement 
\M); impeded, in part, by its brutal an- 
ation of East Timor. That ambition has 
n realised ironically at a time when the 
evance of the movement has been 
lely called into question. 
The NAM assumed institutional form in 
grade in 1961 when the Cold War was 
se to its peak and the post-colonial states 
ight to avoid becoming entangled in its 
wrels and also to prevent global confla- 
tion through their mediation. With the 
| of the Cold War, the NAM has been 
rged with having lost its raison d'etre. 
eed, some critics would claim that the 
vement has come to resemble a political 
osaur without the wit to comprehend 
t it is, in practical terms, extinct. 
The movement certainly displays the 
racteristics of a dinosaur in its political 
n and behaviour. It is extremely large 
h over 100 members and some 20 ob- 
rers. It is unwieldy because of the di- 
sity of identities and interests of its par- 
rants, It is also cumbersome and slow, 
exemplified by its helplessness in re- 
nse to Iraq's invasion and occupation 
«uwait two years ago. 
akarta regards the role of chairman of 
movement in the post-Cold War era as 
allenge which it can meet. It believes 
: its credentials in, and tradition of, for- 
1 policy makes it well fitted to revive 
movement and give it a new identity 
. direction. 
ndonesia convened the historic Asian- 
ican Conference in Bandung in 1955 
ich marked the first occasion when 
t-colonial states collectively registered 
r own international agenda. Indonesia's 
sident Suharto maintains that the NAM 
has a constructive role to play. What- 
r the merits and wider practical appli- 
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By Michael Leifer 


travel to New York in late September to 
deliver his first ever address to the UN 
General Assembly. Such a display of inter- 
national esteem is expected to vindicate his 
anticipated claim to yet another five-year 
term of office from March next year which 
could well crown his political career. 

That said, hosting the Non-Aligned 
Summit involves risks for Indonesia which 
are not readily calculable. Indeed, the exer- 
cise may be likened to treading a path 
through a political minefield. As incoming 
chairman, Indonesia has already been 
obliged to address the problem of the 
break-up of Yugoslavia, the current chair- 
man of the movement. The horrors of so- 
called ethnic cleansing by the Serbs at the 
expense of the Bosnian 
Muslims has already 
given rise to open differ- 
ences between Indonesia 
and Malaysia, both Mus- 
lim majority countries. 

Malaysia has opposed 
Serbia representing Yu- 
goslavia with whom it 
recently broke off diplo- 
matic ties. Indonesian 
Foreign Minister Ali 
Alatas has insisted, how- 
ever, that his government 
as incoming chairman 
has an obligation to in- 
vite all members of the 
movement. The issue is 
not expected to be 
pressed to the point of 
confrontation, provided 
residual Yugoslavia does 
not insist on exercising its 
prerogative as retiring 
chairman to preside over 
the opening session of 
the conference. Nonethe- 
less, Yugoslavia will provide a problem of 
drafting for the final communique. 

Apart from the prior issue of Yugosla- 
via, Indonesia has been seized of the prob- 
lem of attendance. Suharto despatched a 
number of cabinet ministers overseas in 
recent weeks with personal invitations to 
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The Non- 
Movement 
looks for its 

raison d'être 


Indonesia's problem may now be an 
embarrassment of attendance on the part 
of a number of international prima donnas, 
including Fidel Castro, Moamar Qaddafi, 
Yasir Arafat and even possibly Kim Il 
Sung. The challenge for Indonesia is to 
prevent the summit from degenerating into 
a platform for wild platitudes directed 
primarily at domestic audiences. The most 
obvious soft target is the US, which as 
the only surviving superpower can be 
readily represented as the source of all glo- 
bal ills, especially if President George Bush 
presses for new UN military actions 
against Iraq. 

At issue in Jakarta will be whether In- 
donesia will be able to steer the summit 
away from political self- 
indulgence and towards 
extending the structure 
of international coopera- 
tion. Suharto has indi- 
cated his strong prefer- 
ence for the latter course 
of action. He has called 
for greater South-South 
cooperation as one way 
of fighting against pov- 
erty and backwardness, 
as well as greater dia- 
logue with the industrial- 
ised states. 

He has made it clear 
that pursuing such pri- 
orities would help to pre- 
serve the relevance of the 
NAM. He has called for 
the movement to adapt 
itself to change and has 
pointed out that "the 
world is now moving 
from a situation of con- 
frontation to one of coop- 
eration and partnership." 
The summit participants will do well to 
take account of Suharto's implicit admoni- 
tion. 

Little of substance is expected to come 
from the large gathering of states. It will be 
judged, however, on whether its partici- 
pants will be able to register a constructive 
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Bangkok’ unique geograpbic 


location at the bub of Asia 
means that Thai International 
can speed you to 55 destina- 
tions around the region every 
day. In fact, over 600 flights 
leave Bangkok each week for 
72 destinations in 36 coun- 


tries across four continents. 





Thai International bas 28 


flights each week to Europe, 


most of them non-stop. 
Travellers to Paris, London, 
Zurich, Madrid, Frankfurt, 
Stockholm, Munich, Rome, 
Amsterdam, Copenhagen, Bar- 


celona, Vienna, Brussels and 


Athens can now enjoy all 
the pleasures of Thais fabled 
Royal Orchid Service. 








Thais North American ser- 


vices fly from Bangkok to Los 
Angeles, Seattle or Toronto 
via Seoul three times each week 
Passengers on Thais long 
haul routes travel in comfort 
and style aboard the most 
technologically advanced air- 
craft in the world, Boeing 
747-4005 and McDonnell 
Douglas MD 11's 


ur regular non-stop flights 
Australia and New Zealand 
ke you to Perth, Brisbane, 
ydney, Melbourne and Auck- 
nd, and whether you're fly- 
d down under for business or 


easure, with Thai, the dis- 


nce just doesnt seem so great 


We'll fly you smooth as silk 















to the four corners of the globe 
And while we're doing so, all 
your needs will be graciously 
attended to. What makes our 
service so special? The art of 
service is an important part 
of Thailand’ cultural tradi- 
tion, Hospitality is second 
nature to us and nowbere is it 


more evident than on Thai 





At Thai International, we've 
taken state of the art technology 
and centuries old traditions 


and woven them into an airline 


thats as Smooth as Silk 
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provides 
executive 
travellers 
with 
sustenance 
and 
substance 


As one of Asia's leading hotels, 
Hong Kong Hilton 
understands that the frequent 
business traveller needs to keep 
in touch with what's going on in 
the Asian region. 

That's why it provides executive 
guests with the most 
authoritative publication 
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SOUTH KOREA 





Cooler heads 


Election compromise calms political tensions 


By Shim Jae Hoon in Seoul 
gainst a backdrop of growing pub- 





lic loathing towards their 20-year 
political rivalry, ruling Democratic 
Liberal Party (DLP) presidential candidate 
Kim Young Sam and opposition leader 
Kim Dae Jung have averted what threat- 
ened to become a serious confrontation 


| over local elections the government prom- 








| other major issues, notably 
| how to prevent govern- 








| to call his supporters into 


ised to hold by last June but illegally can- 
celled for political reasons. 

Under an agreement signed on 12 Au- 
gust by the two Kims and Chung Ju Yung, 
leader of the minority opposition United 
People's Party (UPP), the question of when 
to hold the elections for mayors, governors, 
heads of counties and municipal wards 
will now be left to a negotiated settlement 
by the ad hoc Political Issues Committee. 
The three-party, 18-mem- 
ber committee will consider 
the local elections and 


ment officials from interfer- 
ing with the presidential 
electoral process and the 
provision of additional 
state subsidies to the oppo- 
sition to enable them to 
compete more equally dur- 
ing December's presiden- 
tial election. 

In exchange for this ac- 
cord, Kim Dae Jung tempo- 
rarily withdrew his threat 


the streets over the govern- 
ment's cancellation of gu- 
bernatorial polls while Kim 
Young Sam promised not to ram a bill 
postponing them through parliament. The 
opposition has also shelved an earlier plan 
to impeach the prime minister for breaking 
the law by postponing the local polls. 
These moves followed other develop- 
ments that further lowered the political 


| temperature, including a court ruling on 


parliamentary electoral results disputed by 
the opposition at Seoul's Yongdungpo B 


Alinta at A was hallat anunt charad tha 





Kim Young Sam: accord. 


resolution to the local election issue 
pears at best mixed. Kim Young Sam 
not budged from his argument that 
country’s weak economic performance 
tified cancelling the elections, and se 
intent on buying time by setting up 
Political Issues Committee. He also . 
opposes directly electing mayors and g 
ernors simultaneously with the presic 
in the December polls. 

However, a consensus has been for 
on providing state funds to cover at | 
the legally set portion of campaign spe 
ing in the presidential election, whic 
one of three issues on the agenda tc 
dealt with by the committee. The tl 
party leaders have agreed to introduc 
law that would require the state to prov 
this portion of expenditure to parties v 
at least 20 parliamentary seats. Since k 
spending limits were se 
Won 13.95 bill 
(US$17.88 million) for € 
candidate in the 1987 pr 
dential elections, it me 
the government wo 
have to provide at least 
sum or even more — st 
reports suggest Won 2C 
lion, to keep pace wit 
flation — to each party 
year. This figure im} 
raising an extra Won 60 
lion through taxation 
increasing the voters' 
capita financial bur 
from the present Won 
just a year after it had ! 
doubled from Won 30( 

Apparently concei 
by Kim Young San 
sweeten the deal with the opposition, : 
additional funding is expected to meet ` 
a great deal of protest from the electo 
This mood was reflected in an edit 
published in the centrist Hankook Ilbo nı 
paper on 13 August: “It is a ridiculous i 
especially in view of the poor qualit 
[South Korean] politics.” 

Both sides also still remain far apa! 
some key provisions intended to imp 
nracidential olecHon laws The annos 


3 
: 
i 
: 










nopolised by the ruling party. Its re- 
'st for a televised policy debate with 
n Young Sam has deeply worried the 
„as he is a poor speaker compared to 
n Dae Jung and Chung. 

Nevertheless, the opposition believes 
t some concessions are likely from Kim 
ing Sam, who spent many years in op- 
ition before joining the DLP in a 1990 
2e-party merger. Many observers expect 
1 to consolidate his control over the DLP 
he end of August by taking over the 
ty decision-making levers from Presi- 





it Roh Tae Woo, and they believe he is 


ious to be seen as a moderate leader in 
run-up to the December election. 
One of the steps Kim Young Sam may 


ee to take is tightening up penalties to 


er civil servants from interfering in the 
'toral process. The opposition is particu- 


y keen to keep out municipal ward of- 


administrators and provincial county 
ds — the lowest level central govern- 
nt can reach — from secretly dabbling in 
‘tion campaigns on behalf of govern- 
nt candidates. The laws would be 


ended to provide for stiffer penalties. 
inst officials mobilising organisations |. 
ded by or related to the government in. 


our of specific candidates, opposition 
lysts say. 


The DLP may also agree to let members | 
the 600,000-strong armed forces cast | 
ir ballots outside military installations | 


erever possible. This could end the dec- 


s-old habit of the government manipu- | 
ng ballots cast by absentee-voters, who | 


mainly service personnel. 


Despite these possible concessions, the | 
stion of local elections — which pro- | 


ed the rationale for launching the Politi- 
Issue Committee — remains the central 
itical issue. Will Kim Young Sam com- 
2 presidential elections with those for 
yors and governors? Or will he accept 
at is said to be a minimum opposition 
dition and agree to elect at least county 
fs and municipal ward administrators 
| year? 
[f the government does agree to com- 
e presidential elections with polls for 
d administrators, the opposition wants 
erent kinds of ballot sheets and sepa- 
' ballot boxes to be used in order to 
ümise the chances of vote rigging, ac- 
ling to Democratic Party sources. 
The outcome of these moves depends 
a number of factors, including whether 
iot Kim Young Sam can swiftly consoli- 
? his position. at the top of DLP at this 


ado, t^ 1 . 
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"n n the competition among China’s spe- 
- cial economic zones (SEZ), Xiamen in 

M. Fujian province has been a distinct 
laggard. City officials are hoping the estab- 
lishment of direct air and sea links with 
Taiwan will give them a leg up on the com- 
petition. But this is unlikely to come soon 
enough to prevent the dismissal of the con- 





servative administration of mayor Zou 





The Xiamen press has in recent weeks 
reported top city officials waxing optimis- 


| tic about prospects for the imminent estab- 


lishment of direct links with Taiwan, a 
mere 200 kilometres across the Taiwan 
Strait. Even the ruling Kuomintang's un- 
willingness to permit such ties before 


Peking eases up on its attempts to isolate 


Outposts of g m 





Taipei diplomatically has failed to quell 
their enthusiasm. 

The Xiamen government is resuscitat- 
ing long-stalled plans to upgrade the city's 
woefully inadequate airport and port fa- 
cilities. There is also a rather vague plan to 
turn Xiamen into a free trade area. No one 
seems quite sure what that would mean, 
except that it is aimed at making Xiamen, 
rather than Hongkong, the main entrepot 
for trade and investment into China. 

The flurry of proposals following a long 
period of relative somnambulance suggests 
that the city administration is making a 
belated effort to get on the Deng Xiaoping 


0 venture, 


Xiamen suffers from anti-reform stance 





lo gain 





ond-echelon leaders that Deng wants n 
placed with reformers to usher China into 
the next century. The mayor is the man 
most people in Xiamen point to when 
asked why their city has been surpassed 
by Shenzhen, Zhuhai, and even Shantou in 
terms of economic performance and infra: 
structure development. 

Xiamen's Rmb 6 billion (US$1.1 billion) 
worth of exports amounted to only one 
third of Shenzhen's. Gross industrial out- 
put (Kmb 10 billion) was about half. Uti- 
lised foreign capital for Xiamen was Rmb 


997 million — less than that of Fuzhou and 


only slightly higher than Zhuhai. And it is 
not only cities in other provinces that are 
offering Xiamen increasingly stiff competi- 
tion. Other places in Fujian, like nearby 
Quanzhou, and Putian and Fuging further 
to the north, are attracting more Taiwanese 
businesses than the sEZ. For- 
eign bankers in regular con- 
tact with middle-ranking of- 
ficials describe these cadres 
as frustrated over their in- 
ability to get market-opening 
initiatives past Zou, who has 
already served two terms as 
SEZ mayor. : 

Xiamen is still suffering 
the repercussions of a major 
land scandal in early 1991 
when executives of Singa- 
pores Hong Leong Group, 
which owns the newly 
opened Holiday Inn in 
Xiamen, were squeezed for bribes by city: 
land officials. A vice-mayor was sub 
quently fired for his involvement in the 
B o, zn 
An overseas Chinese developer active: 
in Xiamen said demands for payoffs re- 
mained common. A resident foreign busi- 
nessmen was blunter: "Xiamen is the land. 
of the small bribe." He said his firm found 
it difficult to get the state transportation 
company to deliver containers unless he 
bribed the drivers. Another businessman. 
said the crane at the container dock was. 
constantly "out of order," but if money. 
changed hands the operators would find. 
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The ALR Multi Access Series 5000e. It's wise 
to get one before the competition does. Because the 
ALR MultiAccess Series 5000e can. deliver the 


same kind of performance asa mainfr ime 






yet it can be yours for just a fraction of 


[ ost. And 
it can be housed in an unobtrusive corner of your 
office without the need for a special temperature 
controlled room. | 
Coupled with ALR's unique connectivity 
solutions, the ALR MultiAccess Series 5000e is the 
ideal database engine for Oracle, Progress, Informix, 
Sybase and Ingres. And, it can help you keep tight 
control of your inventory and stocks. You'll also be 
able to track the activiti 
in your organizatioi 


of the various departments 








and share information 
vork. The result - higher 


productivity, improved management information 


th roughout your ne! 1 


system and customer satisfaction for the competitive 
edge you need to stay ahead in your industry. 


The ALR MultiAccess Series 3000e features 


a huge disk capacity of 9.6 gigabytes and a top 


And on ly ALR can take you there 


JUR COMPETITION HAS 
IN TROUBLE. 


performance of up to 120 VAX MIPs. A built-in 
UPS ensures constant power supply even during a 
power failure. 

For added performance and fault tolerance, 
you can install Advanced Disk Array and/or 
Software Disk Array with SCO UNIX on your ALR 
MultiAccess Series 5000e. And as your needs grow, 
you ll find it extremely easy and affordable to 
upgrade from 1 CPU to 6 CPUs. 

— In fact, the ALR MultiAccess Series 5000e is 
the perfect example of ALR’s Downsized Enterprise 
Computing Solutions. And how ALR can make 
high-end business computing affordable for you. 
With smaller and more powerful machines, and 
unique connectivity solutions that eliminate the 
high cost of investing in mainframes and minis, 
operational space, specialist staff and software, and 
downtime, once and for all. 

ALR Downsized Enterprise Computing is 
where the world of business computing is headed. 
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“ You used to be able to race rickshaws on Nathan 
Road at 3am!” Today you'll find more Rolls-Royces 
than rickshaws in Hongkong, one mark of Asias 
rising prosperity. There are 33 million affluent Asians 
now and experts say they'll be 50 million by the end 
of the decade. Their lifestyles are charting the future 
course of Asia. As such, they merit a closer look. 
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Tug Future is Asia. THE FUTURE is DIGITAL. THE FUTURE is Nokia. 


We WERE THE FIRST COMPANY TO LAUNCH A DIGITAL MOBILE PHONE IN Europe. WE PIONEERED DIGITAL GSM 
(GLosaL System ron Mosite Communications) NETWORKS IN Europe. We ARE THE WORLD'S SECOND LARGEST 
MANUFACTURER OF MOBILE PHONES. We're in Asia. We're THE FUTURE. We're Nokia Mosice PHones 
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Where are the best places in Asia to live? Where do they work the fewest 
hours... commute the shortest distance... and breathe the cleanest air? 
Singapore looks appealing, so does Malaysia. How does your country 
rate? This, the second of three special reports examining contemporary 

Asian lifestyles, delivers the good... and the not-so-good news. 


' WORK EIGHT HOURS A DAY, " SAYS JOE. 
"] work nine or ten," answers Jerry. Are these fight- 
ing words from a couple of ambitious MBAs 
manoeuvering for promotion? No. In fact, the two 
men don't even know each other and the respective 
















numbers of hours they work are on par ith others of their race 
and country of residence. This concl sion is based on analysis 
of a new lifestyle survey in wh en participated. 


Jose “Joe” Sagun is a 44. year-old financial controller of 
McDonald's in the Philippines. The eight hours he works in his 
Manila office are about average for affluent Philippine men. 
(Affluent is defined as having a minimum household i income of 
US$ 30,000.) 

Jerry is Jerry MacAufile, 53, Australian-born executive of a 
metal product development company in Singapore. The days 
on which he works nine hours he's s putting in a slightly longer 
day than other non-Asians in the region. 

What does Jose do with his extra hour each day? "It's a 










Koreans 
Taiwanese 
Australians 
Thais 
Japanese 
HK Chinese 

Filipinos 


down payment on my commute,” he says. “I drive four hours a — 
day round trip from my home at the edge of Metro Manila.” 
Jerry MacAufile can afford to spend the extra time he does | 
in the office without sacrifice to his lifestyle because of his ^. 
short commute. “Living in Singapore I can be precise: It takes * 
me 13 to 14 minutes to reach my office each morning." i 
Frequently overlooked in the past, commuting time has be- 
come an useful barometer of an individual's quality of life. In ^ 
the cases of Jose and Jerry, for example, Jose commutes about. 
17 1/2 hours (about two working days) longer every week than 
does Jerry. As Asian cities continue to mushroom in size, 
putting even greater distances between home and work, people 
may soon be spending more time commuting every day than ` 
they do eating. a 
In cities such as Taipei and Bangkok where infrastructural 
projects to improve transport are underway and more are’ 
planned, the situation is likely to get worse before it gets better. 
“I just moved into central Taipei from outside," says Lin An- 
ming, an executive in an international bank. “I used to com-. - 
mute more than five hours a day but I was forced to move -< 
closer because the new highway being built near my home was 
making it take even longer." * 
Since her move, Ms. Lin's trip between home and the office 
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THE LANGUAGE OF PAN PACIFIC HOTELS. 


The wonderful thing about our A female butler to organise trifling ^ Resorts throughout Asia. 
language is the way it's expressed. In details on our Pacific Floor in Johor | | kr 
| | Sometimes, it's even unspoke 

a thousand little ways that show we Bahru. And bands that rove our 
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GDP. This factor as much as any other might move govern- 
ments to take curative action sooner rather than later. 
Looking at country averages, the time Affluents spend com- 
nuting does not differ one from the other as much as some | 
ght suspect — a high of 1.6 hours compared to a low of 0.9 ~ 
s per day. While Malaysians’ average time of one hour is 
among the shortest in Asia, some see signs the situation is 
worsening. "Today more and more Malaysians have cars 
and many — especially working couples — have two," 
says Jeff Ang, a resident of Kuala Lumpur. "They drive 
to work, one-to-a-car, congesting the roads. During rush 
hour it takes me at least 45 minutes to get to work; after 9 
Wor. king... commuting... playing.. ; a.m. it is 20 minutes." 3 
( | Bie peed di Jose Sagun would almost certainly switch places. . 
Koreans are Asia's most active. with Jeff Ang but for him moving far away from the 
i a C i dbecononiicconiromise: "When Da 
s just 20 minutes — adding almost five discretionary hours my house 10 years ago," he says, “doing it far from the city was 
o her day. “I thought I would accomplish so many things with all I could afford. But things have changed, in those days my 
he extra time,” she says. "I do go to a few more aerobics | commute was three hours a day, now it's four.” 
‘lasses now but mostly I work longer hours — so the Ironically enough, in Seoul and some other 
'ompany benefits." 
Many employers would like to know if 
here is a relationship between the length of 
in employee's commute and the time he or 
he spends working. Survey data indicates 
here is: On average, the shorter time an em- 
oyee commutes the longer he tends to stay 
it work. For example, in Hongkong and Aus- 
ralia, where people commute /ess than the mean 
or 10 countries, they work more. In the Philippines, 
ndonesia and Thailand, people commute /onger than 
iverage and work /ess. 
Results suggest it's not commuting time alone that 
letermines the length of the work day, the work ethic 
of different societies also plays a key role. North Asia 
xoduces two exceptions to the rule and Southeast Asia 
wo more. According to the survey, Japanese and Ko- 
eans — both generally acknowledged to be hard 
vorkers — commute longer than average yet work 
nore hours. In contrast, Singaporeans and Malaysians 
oth commute less and work /ess than average. 
The findings are convincing enough to suggest 
:mployers should consider commuting times of vari- 
yus applicants when filling key jobs — it could mean 
rains or drains on productivity. On a national level, the 
‘xtra time workers use commuting can cut into the 
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Vive La Difference: 


MUN 


large cities, living further away from the city is the first 
choice of many Affluents. “Rich people live on the out- 
skirts," discloses Chan In Deuk, 36 year-old business manager 
of a local textile trading company, "because of the condition of 

the air and the heavy, noisy traffic in downtown Seoul." 

Theoretically, those who spend the most time commuting 
should most wish a shorter commute. As expected, the survey 
indicates the people with the longest trips tended to select 
"shorter commuting time" as very important to improving their 
enjoyment of life. Thais, whose long commutes are legendary, 
want improvement the most. Koreans have the longest com- 
mutes but, as discussed above, many endure it for other lifestyle 
reasons. 

How much time people devote to relaxing and socialising is 
useful in judging a country's values and in measuring its quality 
of life. Overall, results suggest that relaxation is more important 

~~ to Australians than to their continental Asian neighbours. The 
`- three hours per day Australians devote to it is about 25% more 
than the average for Asians. Koreans, however, spend as much 
time relaxing and socialising as Australians do. Considering 
Koreans work longer than most others, commute longer 
and live it up more at night, one cannot help but appreci- 
ate what remarkable hard drivers these people are. 
(Could it be ginseng?) 

Survey data also suggests that Japanese (who, you'll 
remember, work and commute about as many hours 
as Koreans) may wilt a bit by the end of the day, as 
they spend the least time relaxing and socialising. 

While respondents were not specifically 
asked how long they devote to sleeping 
or grooming, one can estimate it by 
subtracting the time they spend work- 
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„Z anyone's guess what they do. 
—~ Most respondents to the survey we 
male (88% to 12%). But the 375 wome 
who answered is a sizeable sample — 
considering their level of affluence — 
sufficient to shed light on women' 
status in cosmopolitan Asian society. 
“I think, in many ways, wome 
in Asia have a better future tha 
women in Europe,” declares Lin Ar 
ming. "Here, we are getting marrie 
later and are becoming better edi 
cated. We have a long way to go br 
opportunities are certainly better tha 
five or ten years ago." Survey resul! 
support Ms. Lin's observations aboi 

women in Asia. 

A glimpse at the profiles of men and women in the surve 
suggests how far women have come ... and how far they sti 


have to go. In terms of age, they are just slightly younger - 
averaging 36 years — compared to 43 for men. Reaping ber 


efits of improving educational standards in Asia, women ai 
slightly better educated than men — 56% university/colleg: 
educated to 55% for men. 

Where differences between the sexes do become apparen 
however, are in the positions they occupy in business and th 
salaries they are paid. Though about the same percentage « 
men and women have middle management jobs, significant] 
more men than women are in top management (52% vs. 40% 
In terms of salaries, men have a clear advantage. A middl 


management man's average annual salary of US$52,700 | 


56% greater than that paid to a woman with a similar job titl 
In the top management rank the disparity is even greater — 
men are paid an average of 7896 more than women. 
The survey also reveals that in other areas which refle 
one's importance in a company, such 2 
number of business trips taken and air cla: 
flown, women trail men —but not by ver 
much. 
Lucille Ong, media director of the adve: 
ing agency, Lintas Singapore, sees th 
mense market potential of the affluer 
nan in Asia. “The population of workin 
jen has increased tremendously," sh 
"They're independent, they have pu 
g power and they tend to spend now. 
ed, survey results suggest that, as cor 
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executive at Union Bank of Switzerland has noticed definite 
improvements. "I started working in investment banking 14 
years ago. In those days it was very unusual for a woman to do 
what I did. Today, looking at junior colleagues, there are many 
more of us coming into the business.” 

Chang In Deuk paints a less optimistic picture for women in 
Korea. “Women usually quit their jobs when they have fami- 
lies. But married women are working in the office today be- 
cause Korea's labour shortage is serious. For doing equivalent 
jobs, though, men usually get more money." 

It would appear men get the better of it in Korean homes, 
too, if Mr. Chang's is at all representative. He says he 
makes most major purchasing decisions by himself and takes 
holidays without his wife "because she does not like moun- 
tain climbing." 

Have Asian Affluents achieved a satisfactory 
balance between work and play in their lives? The 
survey indicates not. In fact, results suggest that 
the better off one is financially, the more lei- 
sure time one wants. 

Asked which of a number of factors 
would improve their enjoyment of life, 60% 
of respondents opted for more leisure — that 
is, spending less time at work. Significantly 
more of those with high incomes — 
Singaporeans and Hongkong Chinese — 
chose more time off than those from still 
developing countries such as the Philip- 
pines and Thailand. 

This could signal a change in Asian val- 
ues. Lin An-ming, a Taiwanese in her early 
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thirties, suggests one direction Asian values could be moving 
towards from their recent emphasis on materialism. “Up to 
now, everything I have been doing has been to benefit me — 
like working hard in school and in my career. Now I want more 
time to develop myself so I can benefit society.” 

Asians, living more balanced lifstyles, may help ease fears 
of those in the West whose image of Asia is millions of people 
working excessive hours for inadequate wages. Survey findings 
suggest a kinder, gentler future for many Asian countries in 
which their citizens, having sampled quality of life, are likely to 
pursue it zealously. 

Overwork and stress are two buzz words in business vo- 
cabularies today — both in Asia and the West. The Japanese 
have a word, karoshi, which means ‘working to death on the 
job.' In America there's a best-selling book, The Overworked 
American, which argues that America's real problem is that its 
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people work foo hard, are stressed out and less productive. 

Survey results indicate that job stress remains a relatively 
minor concern of most Asian Affluents, though one in three 
states that ‘having less stress’ would improve their enjoyment 
of life. Stress is a significant problem for some, however. In 
business, professionals tend to feel it more than those working 
in large corporations. Almost half of all Indonesians and about 
four of every ten Malaysians, Singaporeans and Koreans say 
being able to chill out would help them enjoy life better. 

Chang In Deuk believes the perpetually active Korean busi- 
nessman eventually pays a price. "Korean men in their 40s 
have the highest death rate in Asia, because they work so hard." 
Mr. Chang himself occasionally suffers stress, the result of “my 
customers making too many trivial requests." It is likely that 
most executives agree with Jose Sagun's reaction to stress: 
“There is really nothing that can be done about it; it comes with 
the job and it's the price you pay for being a manager." 

With distances between many Asia countries so vast, and 
time being such a precious asset to Affluents, air travel is 
an integral part of their lifestyles. Industry experts forecast 
that by the year 2,010, half of all passengers on planes will be 
travelling either to, from or within Asia. Today the number 
Is one in three. 

“I go around the world three to four times a year and travel 
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-= within Asia every week or two," says Jerry MacAufile, whose 

- "get-up-and-fly" lifestyle is typical of Affluents. "There are not 

many countries I haven't been to,” he adds, "and the changes 

l've seen occur in Asia in the past two decades are unbeliev- 

able. They would take 500 years in Europe." To illustrate, 

he reminisces about his first trips to Hong Kong 20 years ago: 

“It had a country-like atmosphere back then, we used to 
race rickshaws down Nathan Road at 3 a.m.." 

The propensity to travel for business is fairly even 

among people across the region, according to the 

survey. On average, Affluents take seven 

business trips each per year. Non- 

Asians, many of whom manage 

Asian subsidiaries of multina- 

tional companies, average 

nine trips. These expats, as 

they are known, are rela- 

tively few in number, but 

play significant roles in 

Asian life. One of them 

is being catalyst to 

social change by in- 

troducing new ideas 

into the local work- 











-By 2010, half of 
„all air traffic will be 
-either to, from or 

within Asia. 
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place. Jeff Ang credits multinational management for helping _. E 
popularise the five-day work week in Malaysia. And, in Tai- 


wan, Lin An-ming says the best career opportunities for women . A 


come from foreign firms. “They are more likely than local 
companies to put us in professional jobs.” 

The region's most frequent business travellers are Austral- 
ians and Indonesians, while Taiwanese and Filipinos take to the 
air somewhat less often. The research also reveals that within 
corporate hierarchies bosses tend to get about more regularly 
than underlings; top managers average about one business trip 
more per year than middle managers. As expected, affluent 
men take more business trips than women, but the difference is 
surprisingly small. Men average seven trips a year, women take 
six. And, perhaps because more men than women are top man- 
agers, more of them fly first or business class than women. 

If, as it looks, the business travel market in Asia is no 
longer an exclusively male franchise, does this mean hotels 
and other travel services will alter their marketing appeals? 
Pan Pacific Hotels and Resorts, for one, have not yet gone 
out and painted business rooms pink. "Our experience with 
the businesswoman market is that they don't want specially 
created rooms or segregated floors," says Jonathan Badman, a 
marketing executive at the company. "What we do is ensure 
that our rooms have a high standard of facilities to satisfy 
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propensity of Affluents to combine trips for business and pleas- 
ure reasons (about two a year). Jeff Ang, a travel industry ex- 
ecutive, explains why. “Many people are too busy to take 
long holidays so they combine holiday and business together. 
When I visit a country I will try to take one week before or after 
my business to have a vacation." Combination trips are most 
popular with Filipinos, Malaysians and Thais. 

Which countries in Asia do people tend to visit most often 
for business reasons? Singapore and Hongkong were the two 
most frequently visited destinations in the past year. And, as in 
so many areas of "friendly" competition by the used-to-be- 
British-but-now-mostly- 
Chinese city states, Singa- 
pore's on top. Thirty-eight 
percent of Affluents vis- 
ited Singapore while 34% 
touched down in Hong- 





Combination business — kong. Other favoured 

Asian destinations were 

pleasure trips are especially ee, ea an The 
popular among Filipinos. land. 

The rivalry between 

E Hongkong and Singapore 

their individual needs — like good lighting." extends all the way from 


As the passport makes international air travel possible, | which offers the best tax 
the credit card makes it practical. It is a basic lifestyle product breaks for relocating cor- 
which permits countless new fliers to experience what was — porations to whose restau- 
once accessible only to those with cash in hand. "We have lu- rants make the best 
bricated the international market," says Jim Cassin, president Shanghainese noodles. 
Asia-Pacific, of MasterCard, “but nobody knows by exactly — Which city does the busi- 
how much." As airline companies offer customers first, busi- ness traveller prefer? “I 
ness and economy class seating to meet lifestyle needs, credit say Singapore, clearly,” 
card makers proffer gold, corporate and regular cards. "We Jeff MacAufile argues. 
even have what we call programme cards to appeal to special “English speaking. communications work, appointments are re- 
markets," says Mr. Cassin. "There's one for women, another spected. When someone says they'll see you at 10 o'clock, 
for golfers and so forth." Another travel-related finding is the — they'll see you at 10." 

Ken Ho, managing director Asia-Pacific, of MMH Interna- 









. Sin | rl tional, disagrees. "For my business, Hongkong is great. Every- 
| Si aed thing is centralised. I can walk to visit all my clients in a few 
comes off first hours." 


. If Singapore's efficient style could be described as exactly 

-on time, then Hongkong's would be five minutes late with 
— 4 good excuse. Hongkong's more wide-open style 
- tends to appeal to the adventurous while Singa- 
. pore's orderliness is favoured by the more con- 

servative. As one traveller puts it, “You want to 

be in Hongkong if you're single and Singapore 
if you're married." Like yin and yang, though, 
'ach city tends to be most attractive to residents of 
"the other. 

Interviews with several Asian Affluents reveals 
that prolonged exposure to the West — along with 
education — have been instrumental in shaping their at- 
titudes and lifestyles. "In Hongkong, we used to be very 
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THE ART OF WINNING HEARTS TO SEOUL. 
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PERFECTION IN EVERY W/AY. 

At Asiana, we've perfected the art of travel, with a combination of graceful inflight service, 
Asian charm and the most modern fleet of 747-400s. 

Which all add up to ensure that you arrive at your destination with a smile on your face. 

Our people put dedication and sincerity into each and every move. That's Asiana style and 
it's born out of heartfelt concern that you enjoy every minute of your journey. 

No wonder we're winning hearts around the Pacific. We're doing it our way. 


"4 A: Jewel of Asia 
* For Reservations 
SEOUL: 82-2-774-4000 TOKYO: 81-3-5472-6600 HONG KONG: 852-523-8585 TAIPEI: B86-2-508-1114 Asiana 
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Average No. of 
Business Trips 7.3 


Average No. of 
BusinessTrips 6.0 


Fly First: 
Business Class 59% 


Fly First 
Business Class 42% 





Men fly more often and more 
comfortably than women. 





pampered at home," Grace Oei says. "Then I was sent to the 
U.K. to boarding school and I had to learn to be independent, to 
think and do things for myself." Remembering her decade-long 
absence from Hongkong she confides, "There are pluses and 
minuses about this kind of life though; traditional family ties 
become less important because you have been away." 

Ken Ho spent six years studying in Canada. "I am still a 
very typical Chinese," he says, “yet it (living in the West) 
certainly influenced me. I travel to many countries and my 
background makes me feel comfortable anywhere I go." 

When Affluents fly for business reasons most elect to sit in 
business class. About six percent prefer to fly first class, mostly 
Hongkong Chinese and Singaporeans. Four out of ten Affluents 
fly economy class, how- 
ever, including Jose Sagun. 
"Company policy," he says 
stoically. 

How people choose to 
spend their leisure time is 
helpful in understanding 
lifestyle differences. The 
survey queried Affluents 
about what they do on a 
typical Sunday (since Satur- 
day is a workday in many 
Asian countries). 

Results indicate that 
Sunday is primarily a 
family day across Asia, in 
keeping with its tradition of 
tightly-knit family units. 
Affluents spend an average 
of three and one-half hours 
relaxing with relatives on 
Sundays. Taiwanese devote — eem 
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nearly four and one-half hours to their families — more than 
any other nationality. "I spend all day Sunday with my family." 
says Lin An-ming, "as that is the only time I see them. We 
relax, shop, watch TV — the important thing is 
we are together." 
Following the Taiwanese in most 
time spent with families are Koreans, 
Malaysians and Filipinos. "First, we all 
go to church," says Jose Sagun of Manila, "then I 
spend the rest of the morning at home with my four children." 
What does he do the rest of the day? "After 12 is for me," 
he says. 

Those who spend the least time with family on Sundays are 
Japanese, Thais and Hongkong Chinese. Grace Oei is appar- 
ently an exception in Hongkong as she is with her husband and 
young son all day. "I work up to 12 hours a day during the 
week. The only time I see my family is on weekends so we 
tend to do everything together." 

Many Affluents combine family time with other activities 
such as sports. According to Jeff Ang, golf is quite popular 
among young executives in Malaysia. He plays with friends 
while his children swim in a nearby pool. "Afterwards, I take 
my family to lunch and then sometimes for a drive in the 
countryside. In Malaysia,” he explains, “a good lifestyle is still 
quite reachable." | ; 

Sports and exercise play $ 
important roles on Sun- 
days, with the aver- 
age respondent de- 
voting just over 
one hour to them. 
Asia's most sporting 
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There is only one safe place to put our 
drivers. It's in a cage. 

Not just an ordinary cage. But a cage 
designed to absorb the impact of collisions 
where they most hurt. 

On the side. 

Because that's where you are most likely 
to suffer serious injuries in an accident. One 
in every five accidents happen on the side. 

That is why at Volvo we have developed 
SIPS, our Side Impact Protection System. 

SIPS really is a major breakthrough in 
automotive safety. 

SIPS absorbs the violent energy of a side 
collision and disperses the impact energy 
around the passengers. 


In the diagram, you can see how the 
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reinforced floor, roof, door sills and pillars 
redirect the force of the impact. 

SIPS literally puts a protective cage 
between you and danger. Yet you won't for 
a moment feel caged. 

Not in the new 
Volvo 960. 

With the combined 


features of the new 





3-litre, 24 valve, six-cylinder engine and the 
newly developed 4-speed gearbox that's 
electronically controlled, together they 
provide a unique driveline concept. 
Performance that's a pleasure to drive. 
Inside the 960 is pure luxury with 
electronically adjustable front seats with 
memory, climate control and leather seats 
and more. 
But most importantly,it comes standard 
with SIPS. Your safety cage. 
Test drive the new Volvo 


960 for yourself. It's a cage you 


T T MESI can really live with. 
ul I E. : 


—— 





VOLVO 














are the Koreans, who 
participate for one and 
a half hours. Chang In 
Deuk is exceptional 
— even for Kore- 
"I usually go 
mountain climbing 
outside of Seoul," 
he says. "It takes 4 
-5 hours to drive each 
way and then another eight hours for climbing." 

On the opposite side of the sports spectrum are the 
Hongkong Chinese. The least sporting nation, they exercise for 
about 45 minutes... and sometimes less. "Sports?" asks Grace 
Oei, who lives on a mountain named The Peak, "I hardly do 
them, I’m not a sporting person." ` 

. Hongkongers' exercise appears to come in the form of shop- 
ping. Two of them, Grace Oei and Ken Ho, shop for three to 
four hours each on weekends — significantly longer than aver- 
age. “I do quite a lot of shopping,” says Ken Ho, "that's why I 
like Hongkong." 

Asia's most dedicated shoppers — at least in terms of time 
spent — are Thais and Filipinos. The least likely folks to be 
found strolling in a mall are Australians. Jerry MacAufile, an 
Aussie in Lion City, says, "Every once in a while I might spend 
an hour with the wife shopping but — I’m not a typical 
Singaporean — I don't go out and shop every Sunday." 

Watching television is part of many Affluents' 

Sunday; 82% watch some television, 
the average time is 1.7 hours. The 
longest viewers are Koreans who — (& 
watch for over two hours followed — /j. 
by Australians. Malaysians spend NW 
the least time in front of the box. 

Affluent Asians devote slightly less 
time to reading on Sunday as they 
do to watching television. 80% do 
some reading; the average time 
spent is 1.3 hours. 

Advertisers trying to reach the 
Affluent Asian market might like 
to know there are those, like Lin An- 
ming, who do both: “I like reading very much," says Lin An- 
ming.“ read for about two hours a day and more on weekends. 
I also like TV... and old movies.” Why old? “The dialogue 
was better written back then.” 

There are also those, like Jerry MacAufile who don’t do 
much of either: "I wouldn't watch an hour of television a 
month,” he contends. “I do a bit of reading but not heavy; I 
am not a person who likes novels.” How does he spend his 
weekend? “About four hours a day socialising with friends. We 
get together at home— invite someone over or go to someone 
else’s place.” 

Asia’s most gregarious are Australians, while Japanese, on 
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average, spend just over forty minutes socialising with friends 
— the lowest of any nationals. 

Results suggest that religion is not a significant part of Asian 
Affluents' lifestyles. They spend less than half-an-hour 
on Sunday per person at a place of worship — predominantly 
Roman Catholic Filipinos spending the most time. 

Hobbies and other personal interests are elements of quality 
of life so the amount of time spent on them is significant. On - 
average, Affluents save just under one - 
hour on Sunday for the things that 
most interest them. Australians 
and Japanese take more 
while Hongkong Chinese 
and Singaporeans devote; 
less to personal interests. 

Hobbies can reflect 
cultural values as well as 
individual perferences. Jose 
Sagun, for instance, enjoys a 
good cockfight as well as watch- 
ing seasonal sports events. Jerry MacAufile likes to cook (Beef 
Wellington is his specialty) and race dragon boats. In money- 















mad Hongkong, Ken Ho sometimes uses his Sunday as a travel 


day to get a head start on a business trip. 
-Às with Grace Oei, women are more likely than men to 
spend their Sundays shopping, reading and socialising with 
friends. Men, in contrast, devote more time to relaxing with 
their families and playing sports. Both sexes spend about 

the same amount of time watching TV, worshipping andon 
personal interests. 

Survey results suggest that the lifestyles of Asian 

Affluents are quite comfortable. Moreover, major = 
aspects of their lifestyles such as the balance between 
work and play, their desire for more leisure, and the im- 
proving position of women are very reminiscent of some of — 
je ways in which Western society has evolved. Does this 
lignal that traditional Asian ways of living may become 
pogenized with those of the West, or that Asia will 
the best from the West and integrate it into an- 
tern mindset. 
e 10 September issue of the Review will feature the 
i last of these special reports and will examine Asian 
Affluents’ personal attitudes and aspirations. 


a Tom Eglinton J a 
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Traveller s Tales 


ike most other teenage boys, 

homesickness was the most 

common problem cited by the 

fresh, young faces gathered at a 
special school for gifted boys. But there the 
similarity ended. Their spiky crewcuts, 
smooth faces and boyish exuberance be- 
lied an uncommon sense of duty for their 
16 years. 

This is Indonesia's experiment at an 
Eton — funded by the Armed Forces Foun- 
dation, staffed by civilians and run as a 
paramilitary secondary school. But the 15- 
17 year olds are schoolboys, not cadets. 

“We are the cadres of the nation, not 
necessarily its leaders," said Mohamed 
Rizal S. of Ujung Pandang. "The responsi- 
bility of defending the nation does 
not rest with us alone but is the re- 
sponsibility of all Indonesian stu- 
dents. It's not a mental burden but a 
responsibility," he said soberly. 

Elitism takes many forms and the 
military's successful involvement in 
politics owes much to its own old- 
boys network. Indonesia's present 
corps of leaders in effect grew up 
together, mostly rising through the 
army ranks in the fight for the coun- 
try's independence. Now fearful that 
the next generation may not enjoy 
the same shared background and 
goals, the military is trying to en- 
sure that their successors enjoy the 
same esprit de corps — this time, 
during peace time — through what 
might be called selective engineer- 
ing. 

The Taruna Nusantara upper sec- 
ondary school in Magelang, Central 
Java, is the military's attempt at a solution. 
Take 500 top schoolboys from all over the 
country, allow them to grow up together 
in a highly motivated environment, re- 
moved from the usual distractions of pop 
culture and girls, and you have the mak- 
ings of an elite corps that will one day lead 
the country in various disciplines. 

Given the components that have gone 
into making the school, the Taruna 
Nusantara seems based on a sure formula 
for success. The boys are selected for being 
all-rounders: scholastic achievement, crea- 
tivity, initiative, athletic ability as well as 
leadership potential. The annual intake 
represents roughly 10 of the best from each 
of Indonesia’s 27 provinces. Five thousand 
applied last year; 277 were accepted. Those 
who don't make the grade after the first 
year are shipped home. For now, the 
school board has no plans to open the 
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school to girls, though the boys laughingly 
assert that they have no objections. 

Their lack of a social life aside, the lads 
themselves realised how far they had come 
compared to their former hometown 
schoolmates. “Yes, I feel we're a lot older 
than they. At first they teased us about our 
short hair . . . we're proud of our 
crewcuts," said Mohamed Aritama of West 
Sumatra. 

The 18 hectare campus is a bit spartan, 
both of green and touches of home. But the 
esprit de corps more than makes up of for 
it. Two of the boys happened to have birth- 
days coinciding with the board of gover- 
nors' visit, and amid great cheering from 
their mates, each was surprised with a gift. 





The new elite know where they are going. 


The boys watch over each other; the occa- 
sional fisticuffs are quelled and punished 
by the boys themselves. 

Fewer than one-tenth are the sons of 
military fathers. All are free to choose their 
careers. Several say they want to become 
engineers, a few doctors, one or two busi- 
nessmen. Undaunted by the presence of 
Air Vice-Marshall Teddy Rusdy as chair- 
man of the board of governors, only 13 
raised their hands to join the armed forces 
in a class of 40. 

Their day begins at 5 am with a run 
and calisthenics, followed by classes, 
games in the afternoon and prep at night. 
Lights off at 10 pm sharp. Weak students 
are pulled from sports and given extra tui- 
tion. The boys revel in the discipline and 
claim it has helped them mature. "We are 
better prepared to meet the future," said 
Benny Yuniardi of West Java. As the pio- 
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neering batch, each boy has planted a 
jackfruit tree for posterity. 

The boys also recognised that they are a 
privileged few. All are on full scholarships, 
without obligation to anyone upon gradu- 
ation. The foundation spends about Rps 4 
million (US$1,970) per student each year 
and on top of that has equipped the school 
generously: smart science laboratories, 
computer classes, a language centre. The 
showpiece of the sports complex is an Ol- 
ympic-sized swimming pool, tantalisingly 
blue, and empty, on the sweltering day. 

The boys clean their own dormitories; 
shoes are left outside. Meals are a quick 
affair. There's a perfunctory prayer of 
thanks to a universal God, seniors are 
served first, then the boys wolf 
down the simple meal dished up in 
aluminium trays. Conversation is 
minimal. Not too many suave dip- 
lomats or glib politicians seem des- 
tined to graduate from this school. 

Bathtime is military style: five 
minutes to soap and wash before 
long troughs in the common bath- 
room, then five minutes to dress. 
Then comes inspection: beds, boots, 
the works. The one allowance for 
youthful exuberance are the study 
cubicles, which are plastered with 
posters of sultry beauties in come- 
hither poses. 

Girls, or rather the lack of them, 
is a minor problem. Some seniors 
admitted to having girlfriends to 
whom they regularly wrote. Never- 
theless, permission to interact with 
students from “a good sister school" 
was high on the boys' wish list, a 
surprise request to the board which left 
their teachers somewhere between aghast 
and amused. 

The 50 teachers are proud of their 
charges. None more so than the school 
principle, Prof. Tarwotjo, who was so 
moved that he choked on his speech and 
could only manage a simple thank you. 
Indeed the most startling difference be- 
tween the boys at the Taruna Nusantara 
and elsewhere is their confidence. These 
boys know where they are going and are 
eager to get there. "Wait for us in 20 years," 
they promised the audience in a rousing 
school anthem. 

One clue to their unusual confidence 
perhaps lay in the language lab. The boys 
learn conversational English by listening to 
American motivation courses. That day's 
lesson was about making choices. It was 
entitled, “You were born to succeed." m 
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Modern-day Cossacks from the Don region wearing full uniform attend the 6th Congress of People's Deputies. 


The Cossacks are coming 


RUSSIA 





Anxiety over Soviet breakup spurs bid to revive former glory 


By Sophie Quinn-Judge in Moscow 


ussians have lived in Asia for as 

long as white men have inhab- 

ited America or the Antipodes. 

But at the Asian fringes of what 
is now the Russian Federation, they still 
live with insecurity. Their fear of being 
overwhelmed by Asian p ome is part 
vestigial memory of the "Tartar-Mongol 
yoke" and part simple demographic de- 
duction: the Slav population of Russian 
Asia is growing slowly, if at all. And the 
breakup of the Soviet Union can only ac- 
celerate Slavic migration back to European 
Russia and the Ukraine. 

Without Soviet power to protect them, 
some Russians in these far-flung border- 
lands are reaching back in time for old 
ideologies to sustain them. The Cossack re- 
vival in Russia is part of this movement. 
Everywhere, from Sakhalin to Semi- 
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palatinsk and Dushanbe, Cossack struc- 
tures are being reborn. The revival may be 
largely symbolic; at first glance it appears 
no more than an exercise in historical re- 
enactment, with men appearing at ceremo- 
nial functions in Cossack tunics and striped 
riding pants, horse-whips in hand. 

The pageantry could turn serious, how- 
ever, if more border conflicts flare up. Al- 
ready Cossack (the term is derived from a 
Turkic word meaning "adventurer" or 
"free man") volunteers from Orenburg in 
the central Russian steppe are heading to 
Moldova to defend the Russian minority 
there against assimilation with Romania. 

In Russia's Far East, a sparsely popu- 
lated frontier opened up by Cossacks and 
convict labour, people are waiting with a 
mixture of apprehension and impatience 
for the "Japanese invasion" to begin. Ja- 
panese money may be crucial to the deve- 
lopment breakthrough that planners are 
FAR EASTERN ECO 
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dreaming of; yet there is also fear of exces- 
sive Japanese influence in a region which 
has had uneasy relations with this neigh- 
bour for most of the century. 

As a counter-balance to Japan, Sakhalin 
Governor Valentin Fyodorov is inviting 
Cossacks to develop the Kuril Islands 
claimed by Japan as her Northern Territo- 
ries. Already, says Oleg Gusev, the chief or 
ataman of Sakhalin's Cossacks, a Cossack 
community or staritsa has been established 
for Itorup (Etorufu) and Kunashir 
(Kunashiri). The Cossack elder for the is- 
lands is heading an "Energy Association," 
which plans to develop geothermal energy 
to satisfy all of Kunashir's energy needs by 
1995. A Cossack firm also intends to open 
new transport links with the islands. This 

commercial activity is part of the revival of 
Cossack tradition, explains Gusev. Cos- 
sacks were among the founders of the Rus- 
sian-American Company, which once had 
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trading outposts in Alaska, California and 
in the Kurils. 

The possibility that Russian and Japan- 
ese cultures may someday have to co-exist 
in these islands, which Russia recognised 
as Japanese between 1855 and the Red 
Army's conquest in 1945, is not easy for 
Russian patriots to swallow. Some resi- 
dents of the Kurils fear Russians who re- 
main there would become second-class citi- 
zens under Japanese rule. “I'm deeply con- 
vinced that it will be hard 
to find spiritual contact or 
a common world vision 
with the Japanese,” ex- 
plains Fyodor Pyzhyanov, 
a former school teacher 
from Kunashir who is now 
a deputy in Sakhalin’s re- 
gional parliament. 

Rumours are also circu- 
lating in the Far East that 
the Japanese will give 
handsome compensation 
to Russians who leave 
the islands after their 
handover. Many Kuril resi- 
dents are eager to take up 
the offer, especially as the 
rumoured pay-off seems to 
grow by the month. But 
Russian diplomats stress 
that no concrete offers have 
been made. 

Nationalist Russians, 
Governor Fyodorov for 
one, believe that Russian capitulation on 
the island dispute might only stimulate Ja- 
pan's appetite for Russian territory, includ- 
ing Sakhalin itself. As if to strengthen 
Slavic roots on the island, the southern part 
of which was administered by Japan be- 
tween 1905-45, remnants of the Ussurisk, 
Amursk and other Cossack assemblies 
have organized nine Cossack communities 
there. A few thousand families have al- 
ready joined up, Gusev claims. They are 
raising a new generation on Cossack reli- 
gious and patriotic traditions and soon 
hope to be granted land to be developed 
by their stanitsa. “Anyone can join up,” 
Gusev says. "As long as you have the Cos- 
sack spirit and follow the discipline, you 
can be Ukrainian, Russian or Buryat. Belief 
in the Russian Orthodox faith is the main 
thing," he adds. 

Another fault-line dividing European 
and Asian culture runs through 
Kazakhstan, a vast territory gradually con- 
quered by the Russian tsars beginning in 
the 17th century. Kazakhstan is now an in- 
dependent country with UN membership, 
whose official language is Kazakh, a 
branch of Kypchak Turkic. Yet around 60% 
of Kazakhstan's population is not Kazakh, 
while around 38% is Russian. In the north- 
ern districts bordering Siberia up to 95% of 
the people are Russian-speaking Slavs. 

The descendants of Cossack settlers in 
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Cossacks in World War | leading a cavalry charge with 


these districts are trying to reclaim their 
right to self-determination. Valery Shukov, 
an academic from the northwestern 
Kazakhstan town of Uralsk, founded by 
Cossacks in 1620, fears they have very little 
time left to assert this right. Cossack groups 
in Kazakhstan are divided and people are 
afraid to join the movement, he admits. But 
the understanding is growing, he says, that 
a "serious political struggle is needed." A 
process of "Kazakh-cisation" has been un- 





à 
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der way in the former republic since 1920, 
he says. Thanks to gerrymandering, the 
non-Kazakh population is under-repre- 
sented in Kazakhstan's parliament, while 
ethnic Kazakhs have been given precedence 
in housing and education, he charges. At- 
tempts to distribute Cossack newspapers 
and celebrate Cossack holidays have been 
stymied by the Kazakh authorities. 

Like other variants of Russian national- 
ism, the Cossack legacy is complex and 
sometimes contradictory. Historically, the 
Cossacks were an amalgam of escaped 
serfs and fugitives from the law, soldiers, 
and Tartars who established independent 
communities along the southern borders of 
Muscovy and Poland. Skilled horsemen 
and warriors, the Cossacks provided a reli- 
able buffer against encroachment by the 
nomadic tribes of the steppes. Gradually 
this became a formal exchange of local 
autonomy for military service to the tsar. 
By the 19th century the Cossacks made up 
part of the regular army. They furnished 
their own horses, weapons and uniforms, 
and in return received generous grants of 
land, up to 14 hectares each. 

In Bolshevik eyes their communities 
were bastions of counter-revolutionary and 
kulak (rich farmer) mentality. Their admin- 
istrative organs were quickly destroyed 
after the October revolution, and many 
Cossacks were physically eliminated over 
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sabres raised. 


the years of Soviet rule. In 1920, for exam- 
ple, Lenin made most of the Cossacks’ 
Uralsk district part of Kirghizia (later re- 
named Kazakhstan). 

From the centuries of Cossack history, 
one can extract different motifs. Traditions 
of local democracy and insubordination co- 
exist with later loyalty to the tsars and the 
Orthodox Church. Their conquest of Asia 
is also a mixed legacy. Yermak, the Don 
Cossack who led a successful 1581 expedi- 
tion against the Tartar 
Khan of western Siberia, 
started his career as a ban- 
dit preying on merchant 
caravans along the Volga 
and Don rivers. Yet Ivan 
the Terrible incorporated 
Yermak's conquests into 
his realm and sent him re- 
inforcements. The Cos- 
sacks formed the backbone 
of various popular revolts, 
including the 18th-century 
Pugachev rebellion. In ret- 
ribution against this revolt, 
Catherine the Great 
changed the name of the 
"Yaitskie Cossacks" (from 
the River Yaik) to Uralskie, 
and limited their au- 
tonomy. 

Competing Cossack 
movements in Russia now 
reflect this mix of tradi- 
tions. Valery Shukov, who 
represents the Union of Russian Cossack 
Forces, claims that his movement does not 
share the aims of the right-wing patriots 
who are calling for Russia for the Russians. 
His movement is strongly anti-communist. 
He believes that historical justice must be 
restored to the Cossacks of Uralsk. “But 
we don’t want to throw out all the Kazakhs 
from Uralsk,” he says. Another spokesman 
for this group, Georgiy Kokunko, stresses 
that the Cossack legacy is a “unique exam- 
ple of local democracy combined with 
strong central power.” He sees this model 
as the most appropriate one for Russia. 

The rival group, the Union of Cossacks, 
is too close to the old communist party 
structures to be trusted, in Shukov's view. 
Members of this union supported the Au- 
gust coup attempt, as well as the reconven- 
ing of the Soviet Union Congress of Peo- 
ples' Deputies, a move that appears to have 
fizzled out. 

"The border problem exists," says 
Shukov, "and the Russian Government 
needs to recognize this." He believes that 
the only way to avoid conflict between 
Kazakhs and Russians will be to form a 
commission to discuss the border. But he 
also admits that there is no use in idealis- 
ing the past. "If self-government were re- 
stored it would have to be in a new form," 
he says. "We don't want to return every- 
thing to the way it was." = 
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This business of face 


The Asia Business Book 
by David Rearwin. Intercultural Press, 
Yarmouth, Maine. US$44.95. 


Failure and misunderstanding charac- 
terise the last century of Western business 
contact with East Asia, which is surprising 
when one considers that this contact was 
often forced and unequal. A high per- 
centage of Western business people in 
Asia still allow themselves to be swayed 
by lavish parties and constant attention, 
and are shocked at the change in treatment 
once a contract has been signed. Love at 
first sight becomes frustration in which 
governments appear impossible, partners 
unpredictable, markets illusory. Ameri- 
cans, especially, reach for their attorneys 
and legal action — often the worst course 
in building an Asian business relation- 
ship. 

Many of the misunderstandings and 
failures could have been minimised or 
even avoided with a better Western under- 
standing of Asian values, psychology, busi- 
ness practices and legal systems. This, to- 
gether with the insatiable US appetite for 
how-to manuals, probably accounts for the 
plethora of guides to doing business in 
various parts of Asia. 

David Rearwin's contribution stands 
out in two ways. First, it covers a huge 
area: not only China and Japan, but also 
the four Little Tigers: Korea, Taiwan, 
Hongkong and Singapore. Second, it suc- 
cessfully presents a large amount of back- 
ground and practical information in read- 
able and concise form, organised to enable 
the reader to see the interrelationships be- 
tween culture, psychology, history and 
business in each country. 

The first half of the book examines ba- 
sic perspectives which influence Asian 
business behaviour. The second half looks 
at each of the six societies, setting out the 
major issues confronting them, trade and 
business objectives, basic laws and customs 
regulating trade and marketing, joint ven- 
tures, licensing, intellectual property rights 
and establishing a new business. 

There are several innovative features, 
including sections on how historical events 
experienced by members of different gen- 
erations in each country create different 
motives and psychology. There are good 
sections on negotiation strategies, advertis- 
ing, trade shows and dealing with bureauc- 
racies. Other important areas, gift-giving 
for example, are inadequately covered. As 
one would expect in a work of this scope, 
some minor errors crop up (Far Eastern Eco- 
nomic Review is listed as a monthly) and 
some facts are already out of date. 





Anecdotes and case studies caution 
about joint-venture partners who elbow 
their partners aside or Westerners who 
take business obligations less seriously 
than Asians. But readers may disagree with 
some of Rearwin's pragmatic business ad- 
vice. He suggests that one way to over- 
come Japan's advantages in East Asia is to 
play on resentment of Japanese military 
activity in the 1930s and 1940s and on ap- 
prehension about Japan's economic success 
and trade imbalances. Thus a US firm 
which tries to economise on expenses by 
running its Korean market- 
ing operation from Japan is 
making a mistake, ignoring 
centuries of animosity and 
Korea's need to be re- 
spected as an independent 
industrial nation. 

Rearwin claims that 
Asian thinking is holistic 
and circles in on explana- 
tions rather than making 
linear causal connections in 
the Western way. One 
should therefore expect re- 
fusals for no apparent rea- 
son, leaps of logic, courses 
that lead nowhere and mu- 
tually contradictory state- 
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ments. 

But Rearwin himself later points oul 
that when reasoning is not transpareni 
there is often a rational (in the Western 
sense) explanation: something to do with 
matters of face, honour, personal or politi- 
cal relations and authority structures. He 
recounts the story of a Korean agent whc 
could not sell a consignment of US indus 
trial equipment at a Seoul trade show. The 
US firm demanded the return of thei 
goods and contacted the US Embassy 
when repeated telexes went unanswered. 
But the agent, to save face, was scouring 
the country at his own expense trying tc 
sell the merchandise, and was too busy tc 
answer telexes. 

This guide should be rewarding read- 
ing for anyone (Western or Asian) doing 
business in East Asia for the 
first time. Even those with 
some knowledge of Asiar 
business will find that i! 
systematises and clarifies 
many lessons learned 
through experience. In the 
end, of course, there is nc 
substitute for experience. 
As one US businessman re- 
plied, when asked by his 
Japanese host where he had 
acquired his deep know- 
ledge of Japanese customs 
and etiquette: "I just ob- 
served what you did and 
did the same." 

m Alain Dessaint 





Enlightenment 
express 


What the Buddha Never Taught 
by Timothy Ward. Element Books, 
Longmead. £6.95 (US$11.95). 


Since the Beatles’ famous pilgrimage to 
the Maharishi's ashram in Rishikesh, India 
in 1968, cheap guesthouses 
in religious centres through- 
out Asia have provided 
hospitality for a steady 
stream of young Westerners 
in search of the elusive se- 
crets of Asian religions. 
Anyone who spends time in 
Katmandu will notice 
groups of low-budget Euro- 
pean and US tourists, 
mostly in their twenties, 
who would bristle at being 
called "tourists." Instead, 
they call themselves "seek- 
ers." Their restless pilgrim- 
ages take them through In- 
dia, Nepal, Tibet, Sri Lanka 
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and Thailand in search of authentic Hindu 
and Buddhist masters and, hopefully, en- 
lightenment. 

For those Western spiritual seekers who 
manage to avoid drugs, dysentery and rip- 
off meditation courses, such travels can 
be an intimate exploration of traditional 
Asian culture and an opportunity for inner 
reflection and discovery. But when young 
independent minds with Western ed- 
ucations meet ancient hierarchical religious 
traditions, there is bound to be a clash — 
despite the eternal ideal ol 
harmony with the universe 

Timothy Ward's first- 
person account of his expe- 
riences at a Buddhist mon- 
astery in northeast Thai- 
land describes the conflict 
and disillusion many West- 
ern novices must feel dur- 
ing their superficial en- 
counters with Buddhist 
monastic practice. Typical 
of Western spiritual seek- 
ers, Ward, age 26, found 
himself in Wat Pah 
Nanachat after a year ex- 
ploring India and Nepal. 
Ward's expressed purpose 
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at Pah Nanachat was to place himself 
within "the ancient Theravada tradition 
in order to judge the fruits of Buddhist 
philosophy in a living community of 
monks." 

The young seeker's encounter was su- 
perficial. He stayed in the monastery only 
six weeks — just long enough to become 
disillusioned — before writing this book. 
Recurring transcriptions of the author's 
metaphysical conundrums indicate that 
this was meant to be a book about Bud- 
dhism. But it reveals less about Buddhism 
than about the mentality of a driven and 
alienated young man. 

Most of the monks in Wat Pah 
Nanachat ("international forest monastery" 
in Thai) are Caucasians. Their central prac- 
tice is to adhere to the intricate code of 
monastic rules laid down by the Buddha. 
They shave their heads, don ochre robes 
and beg for their food as did the Buddha's 
first disciples 2,600 years ago. This life- 
style may at first hold a romantic, exotic 
appeal for a young Westerner. But the pur- 
pose of a monk's renunciation and obedi- 
ence is to create a life of simplicity and 
boredom — ideal conditions for medita- 
tion. 

Ward's spiritual ambition leaves him 
no time for passivity and ennui. When 
mystical revelations are not forthcoming 
soon after he shaves his head and joins 
the monastic routine, he begins to feel 
cheated. He befriends another young 
Westerner at the temple and much of the 
book is devoted to their anguished conver- 
sations as they cultivate their disillusion 
together. 

The two are particularly rankled by 
having to show respect to senior Western 
monks whom they suspect are complacent 
free-loaders. Rather than forging ahead 
with their own practice, they conspire to 
test their fellow Westerners to see if they 
"are really striving for the Buddhist ideal 
or just acting, find out if they are holy or if 
they are moral slugs.” 

In philosophical debates with other 
transients, Ward indulges in the kind of 
spiritual one-upmanship common in con- 
versations among Western spiritual seek- 
ers. In a touching and cryptic scene where 
Ward and another talk in circles around 
what the Buddha never taught, he offers: 
"| think that you know but don't know 
that you know. How do you know you 
don't know? You are the one who knows, 
aren't you?" While marijuana is strictly for- 
bidden in the temple, Ward's most pro- 
found passages reek of contemplation un- 
der the influence. 

At the nadir of his disillusionment, 
Ward concludes, "In the tranquillity and 
safety of Pah Nanachat there seems to be a 
separation from reality." In fact, Ward is 
separated from his own reality: that of a 
post-adolescent Western spiritual seeker in 
Asia — alienated from his family and cul- 
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ture, rebellious toward authority, impatient 
with social convention and compelled by 
his yearning for a transcendental experi- 
ence that will purge his unhappiness. 
Ever practical, Buddhist teachings 
would not reject Ward's escapism and 
rebellion but rather view them as valuable 
opportunities to gain self-awareness; his 
mind simply conceived these mental states 
in response to the conditions at the monas- 
tery. Observed with detachment, such 
states are useful objects of meditation. If he 
had sat still a little longer, he might have 
gained insight into what is obvious to the 
reader — his tendency to find fault in 
others when he fails to get what he 
wants. a Jourdan Arenson 





First love 
in Calcutta 


Memories of Rain by Sunetra Gupta. 
Grove Weidenfeld, New York. US$19.95. 


Sunetra Gupta’s remarkable debut 
novel reads like an extended poem. It me- 
anders between Calcutta and England, be- 
tween the passion of first love and the pain 
of a passionless marriage, 
between the familiar and the 
foreign, between happiness 
and despair. Its restlessness 
could be a metaphor for the 
restlessness of many emi- 
grants who, like the novel's 
protagonists, feel perpetu- 
ally displaced. 

Memories of Rain is the 
story of Moni, a young shel- 
tered Bengali woman who 
falls in love with Anthony, a 
British man driven to Cal- 
cutta by wanderlust. After a 
brief and chaste courtship, 
they marry and return to 
England together. 

Moni sees Anthony as her saviour, as a 
romantic figure who has stepped out of the 
pages of a 19th-century novel to rescue her 
from “a land where the rain poured from 
the skies not to purify the earth, but to spite 
it, to churn the parched fields into festering 
wounds, rinse the choked city sewers onto 
the streets, [and] sprinkle the pillows with 
the nausea of mold.” 

Anthony is attracted to Moni because of 
her purity, otherness, vulnerability and 
apparent unattainability. She, too, is a fig- 
ure of his romantic imagination, represent- 
ing something that must be conquered if 
he is ever to feel that his “experience of the 
tropics” has been complete. 

Anthony soon realises, however, that 
Moni is a bud that “would not bloom in 
her new surrounds.” In differing ways and 
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at differing speeds, they both come to 
terms with the bitter truth that their love 
has been replaced by deep affection punc- 
tuated by deep disdain. 

This is an extraordinarily evocative 
novel by a 26-year-old woman who is an 
epidemiologist by day and a writer by 
night. Gupta was born in Calcutta and has 
lived in Ethiopia, Zambia and Liberia. She 
returned to India in her teens and began 
writing science fiction, later publishing a 
novella and several stories in Bengali. Edu- 
cated as a scientist in the US, she now lives 
in London. 

Gupta draws liberally from her Bengali 
background, enriching her novel with quo- 
tations from Tagore and other Bengali writ- 
ers. The highlight of the novel is her de- 
scription of Calcutta during the monsoon, 
when the city becomes “one large sea of 
mud and dung, and floating waterlogged 
Ambassador cars, and children disap- 
peared on their way home from school into 
open manholes, their covers wrenched off 
and sold long ago.” 

Gupta is a highly original writer with a 
talent for capturing the paradoxes of place 
and situation: the comfort and claustropho- 
bia associated with the monsoon rains; the 
intensity of love blossoming and wither- 
ing; the beauty of Bengali culture; and the 
horrors of Calcutta’s streets. 

In a few short lines she 
can paint the pathos of an 
aunt who escaped the tor- 
ture of a cruel marriage by 
becoming a teacher in a re- 
mote school in rural Bengal. 
Moni recalls the “peculiar 
dryness” of her aunt's skin, 
“her gray hair pulled back 
into a diminutive bun, her 
starch-stiff clothes, her horn- 
rimmed glasses, a sense of 
desiccation that she had al- 
ways associated with 
women without men, a con- 
cept that had terrified her 
then.” Memories of Rain is 
about how a romantic, introverted, passive 
woman overcomes the terror of being a 
woman without a man and is thus able to 
leave her husband. 

This is a stylistically daring book for a 
first-time author. As the novel progresses, 
it becomes less story and more stream of 
consciousness and the sentences grow 
longer and more undisciplined. Toward 
the end, the sentences go on for pages as a 
torrent of images, emotions and memories 
nearly drown Moni as she attempts to act 
on her despair and break loose from her 
loveless marriage, philandering husband, 
and the home that has yet to become home 
even after a decade in England. Just as she 
appears to be consumed by her memories 
of the recent past, she breaks with the 
present and returns to India with her 
young child. m Marie Gottschalk 
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New kid on the bloc 


Asian exporters are worried about the agreement among the US, Canada 
and Mexico to set up a free-trade area. And political leaders have made 


new calls for an Asian trade bloc. 


By Susumu Awanohara in Washington, 
Anthony Rowley in Tokyo 
and Ed Paisley in Seoul 


rompted by what looked suspi- 

ciously like political expediency, 

a North American Free Trade 

Agreement (Nafta) was hurriedly 
announced on 12 August. Under the pact, 
barriers to the movement of goods and 
services among the US, Canada and 
Mexico will be phased out over a 15-year 
period beginning on 1 January 1994, once 
it is ratified in each country. For Asia, the 
initial indications suggest its worst fears are 
coming true. 

Asia's anxiety is that the US will look to 
low-wage Mexico as a principal source for 
imports and as a major recipient of its in- 
vestment flows. That is not a prospect to 
be borne with equanimity: Asian compa- 
nies are exporting goods worth more than 
US$200 billion a year to the US. To pre- 
serve and expand trade levels, pressure 
could grow in Asia for some sort of 
countervailing bloc. 


The Malaysian Prime Minister, Datuk 
Seri Mahathir Mohamad, said that efforts 
would continue on setting up his proposed 
grouping, the East Asian Economic Cau- 
cus, comprising Japan, the Asian NICs, 
China and Asean. Taiwan's Economics 
Minister, Vincent Siew, suggested that his 
country should work with Hongkong and 
China to establish a Greater Chinese Eco- 
nomic Community. And the Philippine 
Government suggested that Nafta should 
spur Asean to redouble its efforts to estab- 
lish a free-trade area. 

The crucial element in Nafta for Asian 
producers is not that tariffs against prod- 
ucts from the rest of the world would rise 
under the new agreement. These will stay 
the same, while tariffs inside North 
America will fall. Their concern, instead, is 
over the definition of “rules of origin,” un- 
der which goods will qualify for duty-free 
admittance to the North American market. 
Although full details are not yet available, 
it appears that protectionist views in the 
US, which are often directed at Asia, have 
prevailed in such key sectors as textiles, 
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automobiles and electronics. 

Some Nafta proponents argue that a 
free-trade area will have beneficial spin- 
offs for Asia. Nafta, they contend, could 
spur economic growth among its partici- 
pating countries, which would create op- 
portunities for everybody, in and out of 
the bloc. Many Asian companies already 
directly invested in the North American 
region could gain substantially from the 
new agreement, continues this optimistic 
line of argument. 

In fact, say the Nafta proponents, eco- 
nomic growth and renewed confidence 
within the North American bloc could 
even moderate rising protectionist senti- 
ment, again benefiting Asians. 

Political observers believe that the 
agreement was clinched in some haste be- 
cause US President George Bush badly 
wanted to carry an economic triumph to 
the Republication Party convention, which 
began in Houston on 17 August, to ignite a 
sputtering re-election campaign. 

US Trade Representative Carla Hills 
stressed that Nafta would help US compa- 
nies compete more effectively with their 
Japanese and European rivals by using 
cheaper labour in Mexico through “col- 
laborative production.” And, she added, 
Nafta would guard against Asians using 
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IMexico as a baba means of penetrat: 
ling the US market. 
. Recent studies of Nafta suggest that its 
&mpact on trade patterns will be slight, at 
east in the short term. A recent World 
"Bank study estimated that Mexico would 
gain about US$1.6 billion in exports to the 
"US a year in the first few years as a result 
sof Nafta. 

World Bank economist Alexander Yeats 
ssurmises that Asian manufacturers of 
labour-intensive products such as textiles, 
footwear and toys will suffer an export dis- 
placement of up to US$400 million a year, 
against U5$10 million for other exporters 
in the same industries. But these estimates 
assume relatively flexible rules of origin. 

One important point is that a high pro- 
portion of exports from Asia to the US 
compete with those from Mexico. Accord- 
ing to DRI/McGraw Hill, a US consulting 
firm, 38% of Mexican exports to the US 
totalling U5$31 billion in 1991 were made 
up of motor vehicles and parts, and elec- 
tronic goods. These same categories com- 
prised 56% of Malaysia's exports to the US 
and 31% of South Korea's exports. As a 
share of GDP, they have the biggest impact 
in Singapore, where 8.6% of national out- 
put was made up of exports of electronic 
goods and auto parts to the US in 1991. 

By contrast, the most wide-ranging 
impact of Nafta is likely to be felt by 
Asian textile companies. The agreement 
calls for a quick dismantling of barriers 
among the three member states and for 
strong rules of origin to prevent "free rid- 
ers" from using Mexico as an export plat- 
form into the US. 

For most fabrics and apparel, the rule of 
origin will stipulate that most of these 
goods must be produced from yarn made 
inside Nafta if they are to benefit from 
preferential treatment. This represents a 
victory for US textile interests which have 
campaigned against rising imports from 
Asia. 

Consultant Tim Bennet of SIS Advanced 
Strategies says that new incentives under 
Nafta will gradually shift US purchases of 
fabrics and apparel, as well as foreign in- 
vestment in those industries, from Asia to 
Mexico. In addition, factories in Mexico 
will source their material in the US. 

In the automobile industry, the North 
American content required for Nafta trade 
privileges will be raised over an eight-vear 
period from 50%, under the existing US- 
Canada free-trade agreement, to 62.5% for 
passenger cars and light trucks, and 60% 
for other vehicles and car parts. 

The US industry wanted even higher 
North American content. A bill which has 
just passed the House of Representatives 
and is awaiting a Senate decision demands 
that cars made in the US by overseas com- 
panies have a US (as opposed to North 
American) content of 70%. 

But even the lower local-input level, 
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62.5%, will be bad enough for the big Japa- 


nese car makers, notably Honda. It has al- 
ready had difficulty convincing US cus- 
toms officials that they are meeting the 50% 
North American content requirement for 
cars made in Canada and sold in the US. 

North America represents not only the 
biggest export market for Japan's car mak- 
ers but also their principal destination for 
overseas investment (currently worth more 
than U5$7 billion). William Duncan, the 
general director of the Japan Automobile 
Manufacturers Association office in Wash- 
ington, describes the Nafta local-content 
rules as a "giant step in the wrong direc- 
tion" and a potential breach of the letter 
and intent of Gatt. 

The Japanese makers believe they have 
made strenuous attempts to increase their 
local sourcing of vehicle parts in the US. 
This has accelerated since President Bush's 
visit to Japan earlier this year when he was 
accompanied by the heads of the US' Big 
Three automakers. 

Honda, together with Toyota, has sub- 
stantial manufacturing investments in 
Canada, as well as the US, while Nissan 


Under Nafta, the Mexican system of 
maquiladora will be phased out. This al- 
lowed firms to bring tubes from Asia into 
Mexico duty-free and ship the assembled 
television sets to the US, paying a 5% duty 
on foreign inputs and Mexican value- 
added. 

With no maquiladora system, these . 
firms will have to pay a 15% duty on tubes . 
coming into Mexico from non-Nafta areas . 
and an extra 5% on television sets being 
shipped to the US. This provision reflects 
the annoyance of the US electronics indus- 
try at Asian manufacturers. These produc- 
ers have allegedly exploited the. 
maquiladora system as a backdoor route - 
into the US, using underpriced tubes made 
in Asia. 

While many Asian companies ponder 
how best to respond to the challenges and - 
threats posed by Nafta, others have antici- 
pated developments. Hitachi of Japan has . 
recently moved a plant from California to . 
Mexico, and others are considering similar 5 
moves, : 

Goldstar and Samsung of South Korea: 
already have television plants in Mexico 








produces a range of vehicles and compo- 
nents at three locations in Mexico. But with 
only one Japanese maker represented in 
Mexico, Nafta will benefit mainly "the US 
Big Three,” says Shinji Moriyuki of the 
Daiwa Institute of Research in Tokyo. 

Car makers planning to assemble small 
cars in Asia for the North American mar- 
ket may also feel the pressure from Mexico. 
The Nafta draft says that Mexican-pro- 
duced cars exported to the US can be clas- 
sified as "domestic" by US car makers. This 
provision would liberate US-based car 
makers from complicated fuel-economy 
standards, which in effect has forced US 
car makers to produce small models at 
home. 

Electronic goods are not mentioned in 
the information so far released on Nafta. 
But reliable sources say that television sets 
will only be eligible for duty-free status if 
they contain tubes manufactured inside 
Nafta, and computers must have mother- 
boards manufactured by producers inside 
the proposed free-trade area. 
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and Kia Motors is building a car plant: 
South Korea's Ministry of Trade and In- 
dustry is sending a delegation to Mexico to - 
look at the investment climate and Hy- 
undai's founder, Chung Ju Yung, is going | 
there at the end of August. B 

While Asian investment in Mexico is: 
expected to increase, the pessimists say tha 
a world divided into powerful common 
interest blocs is more likely. As they see i 
the Gatt is in disarray; the EC will retreat. 
behind its own borders from January 1993; - 
and Nafta once approved, will take effect- 
12 months later. E 

With these alignments taking place, the ` 
so-far chimerical concept of an Asian trade. 
bloc may become a reality, some say. Eiichi . 
Furukawa, a former Foreign Ministry offi- - 
cial in Tokyo who now heads the in- - 
dependent Japan Centre for International © 
Strategies, says that regional groupings. 
such as Nafta are good in principle but "a. 
side-effect can be protectionism. To cope - 
with such problems we need to have our- 
own grouping in Asia." e 
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- Japan debates 'green' tax proposal 





—————————————— —————M— ——— ——— 


apan' s first major statement on envi- 
ronmental policy, due to be published 
in September, is likely to include a 
-- controversial proposal to tax companies for 
emissions of carbon dioxide from burning 
fossil fuels. 
- The idea has substantial support, but its 
-= adoption is uncertain. So far, the debate — 
.. clouded by a slew of hidden agendas — 
. has had more to do with domestic politics 
= and international diplomacy than with 
|; genuine environmental concern. 
_. Supporters of the tax include politicians 
-. courting public opinion and the Ministry 
s of Finance, which is attracted by the 
- ^ thought of a new source of revenue. 
Among the proposal’s critics are industri- 
alists, led by the powerful Ministry of In- 
ternational Trade and Industry (Miti) and 
strange bedfellows — a variety of envi- 
ronmentalists. 
Japanese companies are often accused 
by conservationists of causing widespread 
environmental damage, and are blamed 
especially for their leading role in the de- 
struction of Asia's tropical rainforests. 
Leading politicians in Tokyo now recog- 
nise that Japan must do something to im- 
prove that image. However, the debate 
about how to proceed is far from settled. 
Discouraging the burning of fossil fuels 
would reduce Japan's contribution to glo- 
bal warming and, in the longer-term, fos- 
ter greater energy efficiency. But it might 
do little to restrict the activities of com- 
panies engaged in other forms of environ- 
mental damage. 



















Conservationists criticise the proposed 
tax on these grounds and Miti is happy to 
concur. The ministry's main concern, how- 
ever, is the impact such a tax might have 
on Japanese trade. "To be effective," says 
Susumu Kataoka, a Miti spokesman on 
environmental policies, "the tax rate will 
have to be very high and that may in turn 
hurt the competitiveness of our industries." 

The tax proposal has "a beautiful 
name,” adds Yukio Tanaoka, director of 
the local branch of lobby group Friends of 
the Earth. But he suspects it would end up 
being little more than a way to get budget 
money for environment-related businesses. 
Tanaoka suggests Japan could contribute 
more to the environment in other ways — 
for instance, by taking steps to stop Ja- 
panese companies from buying vast 
amounts of tropical timber and setting up 
a foundation for "green" projects to be 
funded voluntarily by big business. 

Public opinion, meanwhile, seems finely 
balanced in favour of the tax. A telephone 
survey by the daily Nihon Keizai Shimbun 
in June showed that 49% of the 10,000 peo- 
ple interviewed approved of an environ- 
ment tax, while 44% were opposed. 

Increasing public concern has led to 
politicians' recent fashionable flirtation 
with the environment — to the extent that 
when former prime minister Noboru 
Takeshita first raised the tax idea back in 
April, some accused him of doing it to 
stage a political comeback. If so, the strat- 
egy failed. Takeshita has yet to recover 
from his resignation in 1989 over the infa- 
mous Recruit bribery scandal; his tax pro- 
posal, on the other hand, has taken on a 
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The Finance Ministry's- m— foi 
the idea stems from the fact that in the 
coming fiscal year, it will have a revenue 
shortfall of ¥700 billion (US$5.5 billion) due 
to Japan's economic slowdown. It has 
threatened to raise taxes on tobacco, oil or 
capital gains. Yet an environment tax 
would be preferable because it could be 
raised under the popular banner of "inter- 
national contribution." 

Takamitsu Sawa, a professor at Kyoto 
University, estimates that an environment 
tax of ¥10 on a litre of petrol (a rate of 8%), 
would generate Y5 trillion, equivalent to 
8% of total tax revenues. 

The first hint of whether the Finance 
Ministry or Miti is winning the debate may 
come when the environment “vision” 
statement is issued. Left to its own devices, 
Japan may take months, even years, to 
reach a workable consensus, and any tax 
would be very unlikely before the fiscal 
year starting in April 1994. But external 
pressures could force the pace; there is an 
outside chance this might happen when 
the OECD holds a working session on the 
environment in October. Internationally, a 
consensus has been growing that the rich 
countries should contribute funds to stem 
the global environmental crisis. 

Until this year, Japan's environmental 
focus was mainly on energy conservation, 
afforestation and recycling. But at an inter- 
national meeting on the environment held 
early this year in Tokyo, the idea of a 
greater monetary contribution came to the 
fore. Japan subsequently pledged "green 
aid" of X300 billion annually from 1993- 
97. Later, at the Earth Summit in Brazil 
in June, it was asked to make further 
donations. 

Since then, the political debate in Japan 
has intensified. The Environment Agency 
hopes a carbon tax would bring the agency 
more money and influence. In a recent 
White Paper it argued that a tax would 
help Japan come into line with energy effi- 
cient countries like Sweden. 

Miti, however, argues that Japan's ex- 
isting expressed commitment to reduce 
carbon-dioxide emissions to their 1990 lev- 
els by the turn of the century can be 
achieved in better ways such as investment 
incentives for clean technology. The petro- 
leum industry is the first to agree, know- 
ing that it would be heavily penalised. 
Since last year, it has in any case been pay- 
ing additional tax, initially introduced to 
help pay for the Gulf War. The industry's 
main suppliers, Saudia Arabia and Indo- 
nesia, have also expressed concern over the 
tax suggestion. 

Keidanren, the organisation represent- 
ing diversified business interests, has 
mixed reactions to the idea. Chairman 
Gaishi Hiraiwa has said the tax, if intro- 
duced, should be spread widely and lightly 
on the nation as a whole. 
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Has the balance of 
power in Asia shifted? 


apan has challenged US dominance in Asia where both govern- 

ments and individuals are looking to Tokyo for a lead. But, despite 

their growing economic might, the Japanese seem reluctant to 
play this role. The rest of Asia remains unsure what Japan’s ultimate 
intentions are. 


Now comes a book which examines these important questions, as 
seen primarily from the viewpoint of Japan’s neighbours. Compiled by 
correspondents of the Far Eastern Economic Review, Asia’s most re- 
spected magazine, “Japan in Asia” reveals what other Asians think of 


Japan. 


Send now for this unique and fascinating study of the most 
significant Asian power-shift in decades. Essential reading for 
business people and, indeed, anybody with an interest in the 
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China mulls better ways to allocate shares 


By Mark Clifford i in 1 Hongkong - 


tocks and profit, not democracy, w were 
on the minds of would-be investors 
as they fought in early August for the 
right to buy new shares in the Shenzhen 
Special Economic Zone (SEZ) in China's 
Guangdong province. But the worst street 
violence in the country since the Tianan- 
men massacre in 1989 also serves as a re- 
minder of how much corruption has 
ira into the well of economic reform. 
Lining up for three days in front of the 
Shenzhen Stock Exchange to buy over- 
priced share-application forms on 9-11 Au- 
gust was bad enough for the 1 million peo- 
ple from throughout China who had 
flocked to the sEZ for the occasion. But 
when it became clear that insiders had 
taken many of the forms, their patience ran 
out. In the rampage among themselves and 
with police that followed, more than 200 
people were hospitalised. 

The immediate fallout of the incident, 
however, appears to be positive. Authori- 
ties in the SEZ, who immediately made a 
rare apology for the incident, have begun 
an investigation to ferret out officials in- 
volved in the backdoor distribution of ap- 
plication forms. 

"The existence of corruption aggravated 
the situation, which was already tense due 
to a shortage of the new stock-purchasing 
tickets," the semi-official Hongkong China 
News Agency quoted Shenzhen Deputy 
Mayor Zhang Hongyi as saying. It was an 
unusual comment on a usually taboo sub- 
ject. 

Normality has returned to the SEZ that 
borders Hongkong, and traders at the 
Shenzhen and Shanghai stock exchanges 
quickly shrugged off the events. The ques- 
tion now is how Peking will react to the 
violence and corruption. The rioting could 
be used by conservatives in the communist 
party’s 14th National Congress later this 
year as evidence that reform has advanced 
too quickly. 

Most analysts, however, say that even 
though it was an embarrassment to reform- 
ers, the street violence is not likely to alter 
Peking’s blueprint for economic change. 
They believe liberals could even win more 
support for reform and for further deve- 
lopment of the country’s embryonic stock 
markets by emphasising the hugely enthu- 
siastic response to the share offering. 

Also on the side of reformers is the 
growing amount of liquidity that the gov- 
ernment needs to channel into productive 
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investment. Bank deposits, which exceeded 
Rmb 1 trillion (US$185 billion) in March, 
are growing 30% annually. Holdings out- 
side the banking system probably total an- 
other Rmb 250-350 billion. 

With interest rates on bank deposits at 
about the same level as inflation, investors 
are hungry for higher-yielding places to 
park their cash. The liquidity flood is un- 
likely to let up, as the country's gross sav- 
ings rate is running at more than one third 
of GNP, among the highest in the world. 

Another problem helping the argu- 
ments of reformers is the fact that the capi- 
tal market is being driven by local cadres 
eager to make profits. Reform of every- 
thing from company law to accounting 
standards is needed to minimise the risk of 
a premature blowout. 

A national share-trading system is also 
desperately needed. Currently, a Peking 


Savings boom 


investor who wants an allocation of shares 
from the Shenzhen Stock Exchange must 
apply for a form at the exchange. It is this 
sort of primitive allocation method that led 
to the rioting in the SEZ. 

Chinese authorities are weighing a plan 
by International Securities Consultancy, 
which set up Mongolia’s stock exchange, 
to establish a nationwide electronic net- 
work that would allow trading in a fashion 
similar to Nasdaq, the automated quota- 
tion service of the National Association of 
Securities Dealers in the US. 

The automated trading network could 
be operating in about 18 months. If suc- 
cessful, it would probably do away with 
the need to establish any additional stock- 
markets. Nonetheless, trying to put such a 
system in place in a country with a mini- 
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ble challenge. 
~ Investors are wc. only ones lining 
"the stockmarket boom. 
companies are pi te 
go public. They ‘are vetted by the over 
worked staff a&thf? People’s Bank of China 
the country’s spleisecurit regulator. Th 
securities indus een ped expected- 
have its own regulatory agency, but when 
and in what aon ds ‘pen to questiori-^ - 
Meanwhile, corperafe auditing ‘stand 
ards are being tightenéch-New 1 regeiation: 
for all joint-stock companies will result in 
auditing procedures closer to international - 
norms. The rules, which apply retroac-: 
tively to 1 January, will affect both "A" 
shares for Chinese investors as well as the. 
"B" shares for foreign buyers. 
But even the new rules deviate from. 
international norms: in their treatment of. 
associated investments, which will not be 
consolidated on an equity basis; in their. 
provisions for bad debt, which is provided: 
for on a formulaic percentage basis rather: 
than a judgemental one; and in the insists: 
ence on using official exchange rates for. . 
foreign-currency accounting. Um 
A government effort is also under way. n 
to improve the accuracy of corporate finan- 
cial statements. The People’s Bank of China. 
recently commissioned seven international . 
accounting companies to look at 35 enter-. 
prises seeking to list "A" shares. If the _ 
screenings are promising, the companies. 
will be subject to international-standard - 
audits in preparation for their listings. " 
In mid-August, one of the accountants, 
Arthur Andersen, received permission to. 
set up the first joint-venture accountancy _ 
in China. By mid-1993, the company ex- 
pects the venture to have 100 Chinese and. 
45 expatriate employees. E 
Meocre Li, coordinator of the China ac 
tivities at Arthur Andersen's Hongkong 
office, says the new accounting regulations 
are much closer to international standards, 
but he says authorities "still want to avoid. 
the problem of judgement." » 
Yet no matter how fast Peking moves 
regulatory bodies are in danger of bein 
outstripped by events. The government h 
been considering the possibility of setting 
up mutual funds as a way of channelling 
household savings into equity investmet 
But provincial officials and companies are 
not waiting, preferring to start their ow 
funds. 
On Hainan Island, Commercial Bank, a 
nationwide bank, has set up an investmen 
fund of dubious legal status that places 
money into unlisted securities, real estate 
and bonds. Similar funds are being formed 
in other provinces, much to the displeas. 
ure of Peking. The State Council recently 
rebuked Dalian, a port city in Liaoning 
province, and the Xiamen SEZ in Fuji: 
province for forming unregulated inves 
ment funds. | 
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Singapore leaders respond sharply to slowdown 


a By N. Balakrishnan TONNES 


ingapore is abuzz with economic 

news and.the government's reaction 

to it. The growth rate for GDP appears 
to be faltering, the stock exchange hit a 
yearly low and leaked government statis- 
tics resulted in several business journalists 
being questioning by officers of the Inter- 
nal Security Department. 

The Business Times newspaper obtained 
and published on 29 June preliminary gov- 
ernment figures on GDP growth for the 
April-June quarter. The provisional data 
showed the economy grew by 4.6-4.8% 
against the same quarter last year. The offi- 
cial figures, released on 8 August, showed 
GDP expansion of 4.7% in the most recent 
period. This brings growth for the first half 
of this year to 5%. 

At the same time, the government re- 
vised its GDP forecast for the year to 4.5- 
5.5%, compared with an earlier forecast of 
4-696. This contrasts with growth in 1991 of 
6.7%, well below the 1990 figure of 8.3%. 

On 13 August, three journalists from the 
newspaper, including editor Patrick Dan- 
iel, were questioned in connection with the 
June article disclosing the GDP estimates. 
The investigation is being conducted un- 
der the Official Secrets Act. 

Officers from the Internal Security De- 
partment were reported to have taken 
away notebooks and computer files from 
the journalists in an attempt to trace the 
source of the leak on the GDP data. News- 
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paper sources say that the journalists were 
told during questioning not to act against 
the "national interest" when reporting on 
the economy. 

On 14 August, Finance Minister Richard 
Hu suggested that foreign brokers might 
be deliberately pushing down share values 
in Singapore. On that day the stockmarket 
fell 2.7%, accelerating a decline that began 
in June. He was reported to have said, 
“When the prices of Singapore equities fall 
following [brokers'] ‘sell’ recommenda- 
tions, they [can] pick up the shares cheaply 
on the open market with a view to selling 
them at a higher price later." 

According to Hu, the open nature of 
Singapore's financial market makes it unu- 
sually vulnerable to the actions of foreign 
investors. He said in particular that the 
situation in the island republic's market 
cannot be compared to that of the Kuala 
Lumpur Stock Exchange, which he said 
has a larger base of domestic investors. 

The news leak and criticism of foreign 
brokers came on top of a debate in Singa- 
pore on whether or not the savings rate in 
the island republic — at 47% of GDP possi- 
bly the highest in the world — is excessive 
during an economic slowdown. 

Economists at several foreign institu- 
tions, including fund manager Thornton 
and brokerage Merrill Lynch, have argued 
that these savings are a drag on the 
economy. The savings rate in Singapore is 
partly the result of the government's com- 
pulsory pension scheme. 
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Former prime minister Lee Kuan Yew, 
now senior minister, responded by claim- 
ing that the interest of these foreign bro 
kerages is in getting hold of the funds now 
in this pension scheme, the Central Provi- 
dent Fund. “They want our savings to be 
used in ways they think will be better," he 
said. 

Lee used a National Day dinner on 17 
August to make his views known on bott 
the press leak and the savings-rate debate 
"If I were PM and in charge, I doubt if th« 
press or the economists working for stock- 
brokers or fund managers [would] say we 
are over-saving for the next generations 
and be pressing y for more spending or more 
funds for private investments. They know 
my limits [on] giving in on basic policy." 
In his speech, Lee also said that some jour 
nalists "wanted to test out some new 
ideas." 

Analysts say that a main reason for the 
government's sensitivity to unfavourable 
economic news is that by-elections in onc 
or more constituencies are expected in Sep- 
tember. 

While the stockmarket may have beer 
responding to the disappointing GDP num- 
bers, it remains true that the growth rate 
appears respectable. The potential trouble 
however, is that Singapore's momentum i: 
concentrated in a small section of e 
economy. Construction grew by 23.3% 
the second quarter, while transport anc 
communications expanded by 8.3%. How: 
ever, these two sectors comprise only 6.7% 
and 15.3% of the economy, respectively. 

Financial and business services grew b 
only 4.2% in the second quarter. But the 
most serious deterioration occurred ir 
manufacturing, which did not grow at al 
in the second quarter after contracting by 
0.796 in the previous three months. 

The conclusion among some economist: 
is that the government is pump-priming 
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by using the construction sector as its main 


lever in spurring domestic economic acti- 
vity. The total value of construction con- 
tracts awarded in the second quarter 
amounted to $$3.1 billion (US$1.9 billion), 
about twice the value in the second quarter 
of 1991, and one third of which came from 
the public sector. 

In Singapore's last recession, beginning 
1985, construction was also growing at 
double-digit rates while manufacturing 
output was either stagnant or declining. 

Singapore’s small size makes it difficult 
to galvanise domestic demand in an 
economy heavily dependent on external 
trade. Exports of goods and services, in- 
cluding re-exports, comprised 202% of GDP 
last year. 

This is an asset when there is healthy 
growth in Singapore's main markets: the 
US (which took 20.4% of Singapore's ex- 
ports in the first quarter of this year), the 
EC (12.8%) and Japan (8.2%). But it is a 
liability when these markets are expanding 
slowly. 

At the same time as it announced its 
most recent GDP data, the government re- 
leased the results of a survey of business 
expectations. Manufacturers were bullish 
about their prospects for the second half of 
this year, with electronics makers the most 
optimistic. The survey was carried out in 
June, however, when the prospects for a 
rebound in the US economy looked rosier. 

Another factor is that Singapore’s 
manufacturers are mostly component sup- 
pliers, rather than makers of finished prod- 
ucts, and they tend to extrapolate a trend 
from the orders they have received. Mak- 
ers of disk drives and personal computers 
have enjoyed a wave of orders recently as 
customers in the US and elsewhere pre- 
pare for a big sales drive based on aggres- 
sive price cuts. 

If this strategy fails to expand sales and 
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BCCI is dead; long 
live Eastern Bank 


By s. Kamaluddin in Dhaka 


esurrection or reincarnation? Bang- 2 
ladesh's x 
sisted it was the latter when they ^ 
formally launched Eastern Bank on 16 Au- < 
gust. r 
The new institution takes over the as- 
sets and liabilities of the local arm of the .. 





closed down globally last year amid alle- 
gations of massive fraud. Depositors in the 
four suspended BCCI branches in Bangla- - 
desh are being offered shares in the new — 
bank as an alternative to waiting for their 
cash under controversial restrictions on 
withdrawals. 

Eastern was launched under a central- 
bank scheme of reorganisation of the © 
former Bank of Credit & Commerce Inter- 


Saifur Rahman was at pains to emphasise, : 
though, that Eastern is an entirely new en- ` 
tity. To underscore the point, Prime Minis- 
ter Begum Khaleda Zia herself formally ^ 
. opened the new bank, describing itas "safe E 
; and sourx S 
| Eastern is a joint venture between the 
_ public sector, various financial institutions 
| and private investors. It has been set up © 
with paid-up capital of Taka 600 million 
| (US$15 million) — the highest of any local 
_ bank — and authorised capital of Taka 1 
. billion. 5 
The Bcc! assets and liabilities it has 


profits, Singapore companies could suffer 
a sharp slump in the next set of orders. 
This has bleak implications for electronics 
firms, which comprise a third of manufac- 
turing output. 

This does not mean that a recession is 
inevitable, or will follow the pattern of 1985 


if it does happen. Then, the government 
deliberately increased wages in order to | taken over have been frozen since the Lux- 
drive out industries which added little | embourg-based global banking group was 
value. The trouble was that costs rose in ordered to be shut down in July 1991 by 
general and investment in manufacturing regulators worldwide. The assets of the 
and financial services dried up. _ Bangladesh branches were reported to 
This time, costs in Singapore are in- | amount to Taka 5.5 billion at the time they 
creasing slowly. In the second quarter of | suspended operations, against liabilities of 
1992, unit business costs in the manufac- | Taka 6 billion. l 
turing sector rose only 1.9% against the Sources say Bangladesh Bank, the cen- 
same period last year, compared with 3.3% | tral bank, obtained an undertaking from 
in the first quarter of 1992. BCCI's London-based international liquida- .~ 
Singapore’s competitiveness now may _ tors that they would not object to the reor- 
be healthier than in the mid-1980s, but | ganisation. This was on condition that no .- 
the external picture is worse. The US is | claim would be made by the new bank on 
no longer enjoying robust growth and | BCCI assets outside Bangladesh. : 
Japan's foreign investment drive has Twenty percent of Eastern's paid-up ` 
tapered off. Given low demand in its main | capital has been subscribed by the govern- 
overseas markets, a sharp and imminent | ment, and another 40% by various finan- 
upturn in Singapore's economy seems | cial institutions. The remaining 40% is be- 
' ing offered to former BCCI depositors, who ~ 












unlikely. m 
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banking authorities in- .. 


now-defunct Bank of Credit & Commerce ` 
International (BCCD), the bank that was - 


national (Overseas). Finance Minister - 








are being invited to sw 
for shares. 

¿œ Any shares left over after the offer to 
:. depositors will be offered to the public. 
= On the other hand, if depositors apply 
for more than 40% of the equity (possibly 
^ by topping up their applications with 
Roe cash), the government and financial insti- 
. tutions will reduce their holdings, accord- 
. ing to central .bank governor S. B. 
5 Chowdhury. 

... A Eastern's prospects, however, have been 
= immediately clouded by two controversies. 
< The first surrounds its managing director, 





<. Giasuddin Ahmed, who was head of the 


.. government-owned Krishi Bank before be- 
=. ing appointed to Eastern. Industry sources 
= say Ahmed is regarded as an undynamic 
c banker who is unsuited to lead a private- 


^. sector bank in its formative stage. 


- The appointment is said to have caused 
=- widespread resentment among the new 
~~ bank's middle ranks, who for the most part 
. are well-trained professionals with experi- 

. encein the private sector. The staff includes 
former employees of BCCI, as well as a few 
recruits from local branches of European 
banks. 

More contentious, however, is a loss- 
> adjustment scheme devised by the central 
bank which will ensure that only BCCI de- 
positors owed less than Taka 100,000 will 
be repaid in full. Larger sums will be pro- 
“gressively reduced by marginal rates 
which reach 50% on deposits of over Taka 
2 million. 

In addition, withdrawals will be 
| phased. Up to Taka 100,000 may be taken 
out in the first month after Eastern's open- 
. ing, with subsequent payments of up to 
Taka 100,000 available only at six-monthly 
intervals. 

The scheme, which will also apply to 
deposits swapped for shares, is still poorly 
-understood among depositors. Finance 
Ministry officials appear to have consulted 


~~ almost no one about its details before it 


went to the cabinet for approval. Moreo- 
ver, the scheme was promulgated by an 


executive order of the central bank, whose 


< officials appeared to believe it was immune 
. from legal challenge. 

“Many depositors have been outraged at 
< this high-handedness, which smacks of the 
^. days when Bangladeshi bureaucrats func- 
~ tioned under dictatorial regimes and, of- 
~.ten, under cover of martial law. Several 
<. depositors with fairly large amounts at 
= stake told the REVIEW that they may try to 
=. test the scheme in the courts, regardless of 
— how it was effected. 

n Some other large depositors, however, 
= appear to be bowing to the inevitable and 
^: — after initial reluctance — taking up the 


= offer of shares. Since depositors entitled to 


. more than Taka 1 million will have to wait 
.-. nearly five years to get all their money out, 
= the shares offer a faster means of realising 
< funds. E: 


p their frozen cash 


| market. The US and the EC 


UE by y offerte a “heey. poia package to farmers. ` 
10 years or more before rice farmers would have to face th 


| tariffs that are lowered gradually. 


INVISIBLE. 
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! The is issue of Japan’ s ban on rice imports is on ihe back) buries while the Uruguay 
— "Round of Gatt trade talks appears to be going. nowhere. But this is just the time 
when the Japanese Government should move quickly to open the country's rice 


market. A liberalisation of the rice market would be a dramatic gesture to Gatt 
members that might recharge their trade negotiations, which are scheduled to - 
restart in ‘September. di 

Not since late last year has rice > been on the front burner. Then, Japátiese politi- um 
cians were working into the night to resolve whether to liberalise the country’s rice 
“appeared to be nearing agreement on. agricultural ts 
the Gatt talks — and the pressure was-on Japan to 








trade — the stickiest part « 
make similar concessions. E 

However, as Japanese offic is prepared to meet the challenge and aly them- 
selves for a backlash. from farmers, the Gatt talks broke down again. Pressure to 
open up Japan’s rice market has now receded, and politicians are sighing with 
relief. But can Japan afford to wait for foreign pressure to deal with an issue whose 





solution is obvious? 


Because of the free-trade agreement just concluded among the US, Canada and 
Mexico, some Japanese a are finally saying their country must take the initiative. If 
successful outcome soon, they argue, more countries 




























the Gatt talks do not re 
are likely to form regional blocs to bolster their trade interests. If numerous group- 
"PEDE ings are set up, they say Japan would 
be the biggest loser from the 
regionalisation of trade. 
Japan can give new life to the 
Gatt negotiations by taking the ini- 
tiative in agricultural reform. Such 
.an effort would be a welcome gift 

for Gatt secretary-general Arthur 
. Dunkel, who visits Tokyo in Septem- 
-. ber. By opening up its rice market, 
albeit gradually, Japan would also be 
defining its own destiny rather than 
being forced to contend with one 
|. dictated by Gatt.. 

The farm lobby would doubtless 
threaten retaliation. But having won 
~ the Upper House election in July, the 
y das the strength to face down such opposition. 
I efore the electorate could de i E Apne 
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MARKETS 


Free at last 


Ramos lifts almost all foreign-exchange controls 


T he ec Government's 10 Au- 


gust announcement that it would 

lift all but one minor restriction on 
the flow of foreign exchange has been wel- 
comed by businessmen and should help 
improve the balance of payments. How- 
ever, the news revived memories of the 
nation's only similar experiment. That 
ended in failure 25 years ago, after just 
three years in operation. This time too, for 
different reasons, it is unlikely to be all 
plain sailing. 

In practical terms, the impact of the 
move is less than might be expected be- 
cause most of the regulations in recent 
years have been skirted by blackmarket 


Wavering Tortunes 


deals or complicated banking transactions. 
The liberalisation package will signal to 
business, nevertheless, that the country's 
reformist momentum will be maintained. 

It is also a clear indication that fears of 
capital flight have subsided since the 
peaceful transition to a new government 
earlier this year. It suggests that the Cen- 
tral Bank of the Philippines, with US$42 
billion in international reserves, is now con- 
fident of the nation's foreign-exchange po- 
sition. 

President Fidel Ramos himself made the 
announcement, which was due to take ef- 
fect in the week beginning 17 August. The 
only minor restriction remaining is on the 
purchase of foreign exchange for invest- 
ments abroad. Previously, there was an 
outright ban on such transactions, but now 
it is permissible, up to a ceiling of US$1 
million. 
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The most immediate beneficiaries of the 


whole package will be Philippine export- : 


ers, who will no longer be required to sell 
their foreign-exchange receipts to banks. 
Up until April 1991, they could retain only 
2% of their receipts. Thereafter the amount 
they could retain was raised to 40%. 

The final spur for the central bank to 
remove this limit was the 776 strengthen- 
ing of the peso, from P26.65 against the 


dollar at the start of the year to P24.99 on : 


10 August. This damaged exporters’ com- | 
petitiveness, and foreign-exchange restric- | 


tions compounded their problems. 


Exporters complained their costs were | 
being inflated and their competitiveness | 
trimmed because banks normally paid | 


them a lower rate on their foreign-ex- 
change sales than on their purchases of for- 
eign exchange for imports. 

Also, because exporters will now be 
able to hold onto their revenues and even 


invest them abroad, there will be some re- | 


duction in the over-supply of US dollars 
that has contributed to the strengthening 
of the peso. In the two days after the de- 
regulation announcement, the official ex- 
change rate weakened from P24.99 against 


the US dollar to P25.34. On 18 August, it | 


closed at P24.68. 

The country's balance of payments is 
expected to improve because, ever since 
the controls were imposed in 1967, export- 


ers have skirted them by under-invoicing | 


shipments with the connivance of buyers. 


The difference was put in banks abroad | 
and, according to one study based on com- | 
paring Philippine data with figures from - 


importing countries, this under-invoicing 
averaged US$1.4 billion yearly in the pe- 


riod 1980-86, the equivalent of 23% of ex- | 
ports. Some or all of this could now be | 
placed in Philippine banks and show up in | 


the official balance-of-payments figures. 

The last and only time the country has 
had a free foreign-exchange regime was 
back in the 1960s, but the experiment was 
scrapped in 1967 after three years because 
of an external-payments crisis. A major dif- 
ference then was that, though the flow of 
foreign exchange was free, the exchange 
rate was fixed. The peso became overval- 
ued, and foreign exchange swiftly fled the 
country as it could fetch only an unrealistic 
peso equivalent in the Philippines. 

Now, the exchange rate is not fixed but 
economists say the government must 
maintain a realistic exchange rate to avoid 


a flight of capital. The Philippines has a | 
particular problem in this respect because | 
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of the highly unusual state of its central 


mainly because in the past it was forced 
for reasons of political expediency to as- 
sume all kinds of foreign liabilities on be- 
half of Philippine companies. 
Most estimates, based on the purchas- 
 ing-power-parity principle which adjusts 
. for the cost of living, put the value of the 
. peso at P27 to the dollar. Although the peso 
has depreciated to around P25 since the 
liberalisation, every depreciation com- 
. pounds the foreign-debt repayment prob- 
. lems of the central bank. It can, therefore, 
. be expected to resist too much deprecia- 
tion, despite the advantages to exporters. 
Most of the central bank's problems can 
be traced to the administration of 
Ferdinand Marcos, and it was therefore 
ironic that his widow Imelda should be an 
unexpected beneficiary of the 10 August 
announcement. Two days later, Manila re- 
gional trial court judge Manuel Muro dis- 
missed charges that the Marcoses had vio- 
lated exchange controls on the ground that 


. it was no longer illegal to put money in 


foreign accounts. This was despite central 


breaches. 


peal against the dismissal of charges. w 


LABOUR 
bank. The bank is racking up huge losses | 





Amnesty international 


south Korea loosens controls on foreign workers 


Scr aa CE 


hen South Korean immigration 

officials granted an amnesty for 

illegal foreign workers in July, 
they had a rude surprise. More than 61,000 
people showed up at immigration offices. 

The queues highlighted two things: the 
extent to which South Korean firms are 
struggling to cope with labour shortages, 
and the fact that officials had been far less 
successful than they assumed in curbing 
the influx of illegal workers. 

At about the same time, the government 
implemented a new policy providing up 
to 10,000 visas to enable companies to im- 
port foreign workers for on-the-job train- 


| ing. The programme is viewed as an elec- 
bank governor Jose Cuisia saying that in- | 
dividuals would not be let off past — 


tion year favour by President Roh Tae Woo 
to the Federation of Small Businesses, 


, many of whose members are suffering be- 

Justice Department secretary Franklin | 
Drilon lamely responded that the judge - 
made an erroneous decision since the new - 
regulations were not even in effect at the | 
time. He later instructed government law- | 
yers to investigate the possibility of an ap- - 


cause of the tight labour market. 

The amnesty and visa schemes reflect a 
shift in government policy towards limited 
accommodation of foreign workers. The 
Korean Federation of Small Businesses says 
the manufacturing sector is short of 360,000 


| workers — RISE to nearly 7.596 of the 
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sector's total 4.8 million workforce. Moreo- 
ver, labour shortages have caused indus- 
trial wages to rise rapidly. Increases aver- 
aged 20% a year between 1988 and 1991. 

Of the 61,000 who came forward under 
the month-long amnesty, only 10% went 
home. Most of the roughly 55,000 remain- 
ing — many of whom only had tourist vi- 
sas — were given job-training permits 
which are good until the end of the year. A 
small number who already held three-or 
six-month training visas had their permis- 
sion to stay extended to 12 months. 

The visas granted under the amnesty 
are outside the 10,000-strong quota, bring- 
ing the total number of foreigners now al- 
lowed to work legally to nearly 65,000. The 
immigration department estimates there 
are about 70,000 foreigners working in 
South Korea. Businessmen, however, put 
the figure much closer to 100,000. 

Significantly, the government has not 
said what will happen when the visas 
granted under the amnesty expire. Com- 
panies complain that, on its own, the 10,000 
training visas will be inadequate to meet 
labour needs. Many firms rely on foreign- 
ers to perform jobs in the “3-D” categories 
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(dirty, difficult and dangerous), which are 
increasingly shunned by locals. 

^Half of the garment factories in Seoul 
depend on Filipino workers," says Kim 
Chang Sop, president of Success Fashion 
Co. in Seoul. He emplovs seven Filipinos 
at his leather-garment factory. "Without 
them, we would all collapse and be out of 
business." 

The government insists, however, that 
it has no plans to raise the training quota. 
One reason is that it has been sharply criti- 
cised by the Federation of Korean Trade 
Unions for opening up jobs to foreigners. 
Although South Korea's unemployment 
rate is a low 2.2%, about 2.4 million people 
are “under-employed,” according to Hong 
Sung Jin, a researcher for the federation. 
The unions claim this figure — nearly 13% 
of the nation’s 18.8 million workforce — 
reflects the number of people unable to 
find jobs they really want. 

Under the 10,000-worker quota, a com- 
pany with overseas factories or subsidiar- 
ies can bring in several hundred foreigners 
for job training or technological instruction. 
Smaller businesses without foreign facto- 
ries can also participate by applying for a 
labour-import quota from the Ministry of 
Trade and Industry. 

The visas are restricted to six categories: 
dyeing, moulding, plating, machinery 
works, heat treatment and steel work. Ser- 
vice industries remain closed to foreigners, 
although South Asians are illegally mov- 
ing into certain areas such as laundry shops 
despite the risk of expulsion if they are 
caught. There are no restrictions placed on 
the nearly 55,000 people granted amnes- 
ties. 

Of those who reported to the immigra- 
tion authorities, more than one third were 
ethnic Koreans from China, largely from 
Jilin province. Fluent in Korean and capa- 
ble of long hours on the job, they have 
made their presence felt in practically all 
sectors of South Korean industry, from 
farming to restaurant work. While 22,000 
came forward under the amnesty scheme, 
their number is believed by businessmen 
to be twice as large. 

To expand the workforce, the trade-un- 
ion federation wants the government and 
big businesses to provide more nurseries 
so that more mothers and elderly people 
are freed from childcare duties. The unions 
also want more effort put into automation. 

“Our manufacturing sector is in trouble,” 
Hong says, “but the problem must be 
solved with capital spending and techno- 
logy, not with foreign labour.” 

As the government is unable to provide 
funds for automation, the ban on foreign 
workers is unlikely to be strictly enforced. 
The conventional wisdom among business- 
men has it that the government will look 
the other way as more and more strug- 
gling factories keep on hiring illegals to 
stay in business. u 
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Writing on the wall 


Singapore venture in US on brink of collapse 


By Jonathan Burton i in 1 New York 


ingapore is learning the hard way 
that transforming itself into a hi-tech 
outpost can be easily short-circuited. 


| Two government agencies, Singapore 
. Technologies Ventures and the Economic 


Development Board, have lost as much as 
USS$8 million in a failed venture in Silicon 
Valley in the US. 

Momenta International, a California 
company, raised more than US$40 million 
in venture capital from the two official Sin- 


. gapore bodies and other investors. The 
. company was billed as a pioneer in the 


field of pen-based computing when it 
launched its product late last year. It is now 
said to be ready to file for bankruptcy any 
day. The financial pain is moderate com- 
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pared with the stain that Momenta's fail- 
ure could leave on Singapore's blueprint to 
become Southeast Asia's leading hi-tech 
manufacturing centre. 

In the past few vears, Singapore is be- 
lieved to have invested nearly US$300 mil- 
lion in technology-related ventures in the — 
US. Many investments have been made 
through Vertex California, the main ven- 
ture capital arm of Singapore Technologies _ 
Industrial Corp. In exchange, the compa- 
nies agree that they will transfer advanced ` 
technology and assembly-line operations to 
Singapore from the US. à 

"That's not a bad strategy,” says a - 
venture capitalist familiar with Singapore's 
investments. "It's just that their picks 
haven't been very good." 

The Economic Development Board is a 


Hn 





59. 
























elative newcomer. ; to the hi-tech arena. 


been involved in several less-than-impres- 
sive deals on behalf of its parent, Singa- 
“pore Technologies Holdings, which is 
. owned by the island republic’s Ministry of 
“Defence. 

Proxim Inc., a manufacturer of wireless 
radio communications for personal com- 
‘puters, is one such example. According to 
:one observer, in early 1991 Singapore put 
up nearly US$2 million of the US$3.4 mil- 
-lion in venture capital raised by the now 
"ailing company. 

. Singapore has emerged as a leading in- 
-vestor in northern California's Silicon Val- 
ley, the cradle of US computer and elec- 
-tronics development. Veteran investors in 
the area say that the deep pockets of the 
Singapore Government are not enough. 
The government "is not intimately attuned 
¿to Silicon Valley,” says the venture capital- 
ist. 
. . Momenta is a case in point, he says. The 
|. venture seemed to be full of promise: its 
<<- much-touted portable computer was to be 
used with a pen that recognises handwrit- 


-will one day revolutionise the industry. 


F Momenta easily raised as much as US$40 | 
<. million in venture capital and attracted top | 


executives to its management. 


But "once you looked under the covers, | 
says the | 


: there were all these problems," 
-;venture capitalist. From the end of 1991, 


e the writing was on the wall, not on the | 
-. computer. At US$4,995 the machine was | 


considered too expensive and too bulky. 


Momenta reportedly needed another 


... US$20 million to stay in business, and com- 
= -pany officials had unsuccessfully pressed 
existing shareholders and new sources for 
|», more funding. | 
_.. A former Momenta executive says ma- 
_ jority ownership was offered to a consor- 
|. tium of investors from Singapore and Tai- 
wan, and another group from South Ko- 
rea, both of which declined. The executive 
jndicated that Singaporean organisations 
Other than Singapore Technologies Ven- 
ures and the Economic Development 
Board were approached, but he would not 
identify them. 

_ As additional money from Singapore 
¿was not forthcoming, one individual close 
‘to the company questioned the island re- 
public's commitment to luring hi-tech ven- 
tures its way. “If there was serious intent 
9 do that, somebody would have come up 
with some dough,” he says. 
© Within the computer industry, the 
nood towards Momenta soured months 
ago. In January, just three months after 




















ilicon Valley venture capitalist predicted 
it would be a failure. Seven months later, 
Momenta laid off its 50 remaining employ- 
ees. It is expected to file for bankruptcy by 
E 


But Singapore Technologies Ventures has | 


Momenta launched its new product, one | 


In Inf l ati on abates 


conomists have detected a loosen- 

ing in the knot of inflationary fac- 

tors threatening a thriving Malay- 

sian economy. But some areas 
continue to show signs of strain. 

Strong inflows of foreign funds in the 
first few months of this year have helped 
to keep money markets liquid. They are 
also resulting in an easing of interbank in- 
terest rates. One-, three- and six-month 
rates in the interbank market fell to 8.1%, 
8.2% and 8.2% respectively in July, one 
percentage point lower than in the previ- 
ous month. 

Lower interest rates are a sign that Bank 
Negara, the central bank, has become less 
worried about the inflationary impact of 


"3 , easy credit. In May, consumer prices edged 
.. Ing, a phenomenon that many still believe | : | A 7 


opping off 





up 0.9% from a year earlier, a considerable 
easing from the 4.9% increase registered in 
April. 

Monetary officials, however, believe in- 
terest rates are still high enough to keep an 
ample supply of foreign funds flowing into 
the country. Stirred by high interest rates, 
the growth in fixed deposits and repur- 
chase agreements is making itself felt in 
the country's money-supply figures. 

In April, the broad-based M2 money 
supply rose an annualised 16.496, up from 
a 13.4% gain in April 1991. But growth in 
MI, which consists of demand deposits 
and currency in circulation, was slower. It 
rose 9.8% in April, down from 10.8% a year 
earlier. 


Bank Negara's foreign-exchange hold- 


| ings a are also increasing. In April, the most 


recent month for which statistics are avail- 
able, they. jumped -M$903 million 
(US$360 million) from the previous month 
to M$35.7 billion. The amount is sufficient 


to finance about 17 weeks of retained im 
ports. 

GDP is also expanding, though not à 
last year's clip. In the first quarter of thi: 
year, GDP rose 8.9% from the year-earlie: 
period, a notable downturn from the 9.75 
growth achieved in the final quarter o 
1991. 

But the slowdown has relieved concern: 
among some economic planners that the 
economy is overheating. The Malaysiar 
Institute of Economic Research forecast 
inflation-adjusted GDP growth for 1992 a 
7.9% and for 1993 at 7.8%, down from 8.8% 
in 1991. 

There is also good news on the tradi 
front. Malaysia's trade deficit in the firs 
four months of this year narrowed t 
M$2.7 billion from M$3.6 billion a year ear 
lier. Exports in the period rose 7.6% from e 
year earlier to M$30.1 billion, while in 
ports increased 4.1% to M$32.9 billion. 

The improvement in the export secto! 
will have a soothing effect on the balance 
of payments. Economists had expected the 
current-account deficit for this year to ex 
pand to M$13.4 billion from M$12 billior 
in 1991. 

The rise in exports also shows that the 
strength of the Malaysian currency, whicl 
analysts feared would erode export per 
formance by making products more expen: 
sive, has yet to be felt. The Malaysian dol 
lar remains firm at M$2.50 to the US dollar 

Weaknesses in the economies of majo: 
trading partners has also failed to make : 
dent in Malaysia's trade statistics. Japan 
Singapore, the US, Britain, Taiwan, Ger 
many and South Korea accounted for 72% 
of the country's aggregate trade value ir 
the first four months of the vear. 

Expansion is quite strong in most part: 
of the economy. Agricultural output rose 
an annualised 7.7% in the first quarter 
while mining output grew 6.8%. 

This would ordinarily be good news foi 
tin and palm oil producers, who are strug 
gling to turn a profit. But some analyst: 
are concerned that it will stimulate the 
economy too much at time when other in 
flationary factors appear to be under con 
trol. 

For example, the manufacturing sector 
whose growth has aggravated a chronic 
labour shortage and is pressuring the coun- 
try's infrastructure, cooled off in the firs! 
quarter of this year. Output rose a year-on- 
year 10.5%, down from 15.3% a year ear- 
lier, according to a report by Bank Buruh. 

m Doug Tsuruoke 
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TO DEAL WITH 
THE MONKEY 





You — first understand the ram. 


ne of the keys to succeeding in Asia in 1992 (the year 
of the monkey), will be your depth of under standing 
of the events and developments of 1991 (the year of 
the ram). Changes have swept through the wa 

region, altering business, political and 
financial outlooks. Any move without 
reference to accurate information could be a move in the wrong 
direction. For 32 years business leaders, scholars and politicians from 
around the world have relied on the "Asia Yearbook" for that accurate 
information. The all-new 33rd edition, compiled and edited by | 
journalists and staff of the Far Eastern Economic Review is now 
available. “Asia 1992 Yearbook" covers the major events in Asia and 
also provides a country-by-country analysis of the various political, jg) YEARBOOK 
social and economic scenes. 
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All over the world the environment's 
in trouble. 


All because long ago, when some- 
thing could still have been done, 
someone, somewhere looked away 
instead. 

Now you can help WWF Malaysia 
work to avoid the same tragic 
situation here. 


First, take a long hard look 

In North America and Europe 
decades of heavy industry have 
released untold amounts of 
pollutants into the atmosphere. Now 
acid rain is souring the rivers and 
laying waste to the forests. 

In Central Asia well-meant but 
poorly conceived irrigation schemes 
have tumed once fertile plains into 
salt-encrusted wastelands, 


In South America forests were 
cleared for agriculture before anyone 
realized that the soil was unsuitable 
for farming. Now vast tracts of land 
lie desolate and barren. 


And as their natural habitats are 
destroyed, wildlife is dying out al 
over the globe. s 


Only now, after its become as 
obvious as an open wound, are 
people opening their eyes to the 
damage that's been wrought. 


Yes, if you act now, there's still 
hope for Malaysia's environment 

Thankfully, Malaysia s environment 
is not vet at the brink. 

With the bittersweet wisdom of 
painful lessons learned around the 
world, we know better than ever 
what it takes to conserve our natural 
heritage. 

ft all depends on you. Because 
without the support of the people, 
groups like WWF Malaysia can make 
precious little headway. 

Todav, with a donation of as little as 
$30 a year, you can help make a big 
difference. 








AS THE GLOBAL POISONING 


OF THE ENVIRO 


COMES 





CLOSER TO HOME, YOU CAN'T 
AFFORD TO LOOK AWAY 





In fact, in the past two «decades, 
Malaysians like you have helped 
WWF Malaysia to carry out more 
than 250 projects on wildlife and 
parks management, natural resource 
use planning, environmental 
education and other related issues. 


So won't you join them, and send in 
your donation now? 


Here's how your money will work: 
Natural Resource Planning 
"People cannot visualise environ- 
mental disasters until they actually 
happen," says WWF's Ishak Ariffin. 
Together with teammate Daria 
Mathew, Ishak helps State Govern- 
ments to implement recommen- 
dations made in detailed state-by- 
state plans for nature protection. 
WWF Malaysia currently has 11 
people working on such plans and 
helping to put them into practice. 
Overall, this major programme runs 
at $2326 per day. 


Forest Conservation 

Dino Sharma is surveying the rare 
dry forests of Perlis and drawing up 
management proposals. The bill for 


his 5-month project comes to 
$38,724. 
Environmental Education 


Tan Fong Kew spent 26 years as a 
teacher. Now he's helping the Ministry 
of Education under. WWF's Schools 
Greening programme, because 
today’s kids will soon be tomorrow's 
decision-makers and it's vital they 





understand the value of conservation. 
His project is costing $54,048. 


These are just some of the projects on 
which WWF Malaysia's dedicated staff 
of 53 are working. Your donation will 
help to keep us all going. 


Make your donation and become 
a Kawan WWF 

Yes, when it comes to, Malaysia's 
environment, none of us can afford 
to pay the price of simply turning 
our heads, 


When you make your donation, you 
make a commitment to support 
and share in our mission: you 
become a Kawan WWF. 


In return, we make a commitment to 
you to carry on our good work to 
the best of our abilities on your 
behalf, ensuring every sen of your 
contribution goes to conserving 
Malaysia's environment. 

As a Kawan WWF well keep you 
informed at regular intervals of how 
your money is being spent, To help 
you identify publicly with the 
cause, and to spread awareness of it, 
we'll send you a Kawan WWF sticker 
to display in a prominent place, and a 
unique Kawan WWF Card. 

Your donation is entirely tax- 
deductible. To | make — your 
donation, please use the coupon 
below. 

As à Kawan WWF, you can make a 
difference... now and for all 
Malaysian's tomorrows, 
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There's still hope if you act now 


Yes, make me a Kawan WWT today. 1 
understand that my entire contribution 
wid be used for the protection and 
preservation of Malaysia's environment 
and wildlife. 


Iwish to donate (Please tick) 


Ll$3000 E _ $500.00 

CJ $6000. C] More than $500 

O $100.00 — (Please indicate amount) 
(d $250.00 


Name: Mr/Mrs/Ms 


Address: 





Postcode: s TEP No: 
Date of Birth: 





iamiam rin 





Occupation: 


You can make your donation by Postal 
Order, crossed cheque or credit card. 
Make Postal Orders and cheques 
payable to WWF Malaysia. if you are 
paying by Credit Card, please All in the 
following: 


Credit Card: American Express/ 
Mastercand/Visa (Circle where applicable) 


Amount: $ 
Expiration Date: 


Card no: 


Signature: 


Complete this coupon and mail it 
along with your donation ta WWF 
Malaysia at the address below. 


You can help us more, by giving us the 
names and addresses of your friends 
who would also be interested in helping 
to. conserve Malaysia's environment. 
Just write them on à separate piece of 
paper, and mail it with your donation. 
We'll send you a WWF key ring as a 
token of appreciation. 

WWE Malaysia 

Locked Bag No, 911 

Jalan Sultan P.O. 


46990 Petaling Jaya, Selangor Darul Ehsan. 





WWF Malaysia 
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e ripple effect 


Japan unveils plan to prop up stockmarket 


By Anthony Rowley in Tokyo 


 apan's Finance Ministry moved fi- 
nallv, albeit undecisively, on 18 Au- 
gust to stem the continuing slide in 
the Tokyo stockmarket. On that day it fell 
oy 4.2% to reach a 77-month low of 14,309. 
A 24% rise the following day delivered 
the market's verdict on the official action 
plan. 

The rescue package applies moral 
suasion on Japanese banks to cease their 
recent heavy selling of stocks aimed at 
minimising valuation losses on their equity 
portfolios. Banks will now be permitted to 
postpone from September to next March 
their disclosure of such losses. 

The Finance Ministry also suspended 
administrative guidance which prohibits 
financial institutions from paying 
dividends exceeding 40% of their net 
profits. This measure will enable banks to 
maintain dividends in the face of falling 
profits. 

In a 12-point emergency plan, Finance 
Minister Tsutomu Hata also hinted at 
measures to allow hard-pressed Japanese 
banks to securitise assets more freely in 
order to ease the strain on their balance 
sheets. He is also considering the revision 
of the commercial code to enable corporate 
borrowers to tap the domestic bond mar- 
ket more easily. 

Hata admitted that "the fall in the stock- 
market is pushing up valuation losses on 
stock holdings and the malfunctioning of 
the real-estate market has triggered con- 
cerns over the health of the financial sys- 
tem." Concern over the condition of Ja- 
panese financial institutions has also been 
heightened by moves to restructure some 
Japanese banks and securities houses. 

Although the Finance Ministry's latest 
concessions may ease some of the selling 
pressure on stocks, it appears that nothing 
short of a massive share-buying campaign 
by both private and public sectors can push 
up prices decisively. 

There is now a perceived danger that 
the Nikkei average could fall below the 
13,000 level, the point at which both banks 
and insurance companies would see their 
unrealised gains on equity holdings virtu- 
ally disappear, according to Brian 
Waterhouse, at broker Wardley James 
Capel. Such an event could trigger even 
bolder rescue measures. 

The only effective action may be for the 
Japanese central bank to emulate the steps 
taken by the Bank of ud in 1974 when 
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it launched a stockmarket rescue fund and 
compelled insurance companies, pension 
funds and other institutions to contribute. 
The tactic successfully led to stock prices 
regaining much of their previous losses. 
A fiscal stimulation package of ¥6-8 tril- 
lion (US$47.6-63.5 billion) which the Japa- 
nese government is expected to announce 
on 28 August has already been heavily dis- 
counted and is unlikely to have any 
marked impact on stockmarket sentiment. 
A further cut in the 3.25% official discount 
rate is now possible, according to broker- 
age house UBS Phillips & Drew. 
The move will come too late to prevent 
a shake-up among some financial institu- 
tions. The confirmation on 18 August of a 
restructuring at the troubled Nippon 
Credit Bank —- one of three buo dash 





credit institutions — provoked fears of 
wider problems in Japan's financial system. 


Nikko Securities, the country's third-larg- 
est brokerage, is also having to restructure 
its operations to cope with slumping stock- 
market business. 

Nippon Credit Bank is the first large 
Japanese bank to announce sweeping ra- 
tionalisation measures. These include 
merging domestic branches, closing over- 

seas branches and cutting salaries for its 
officials. The entire programme is designed 
to reduce Nippon Credit's costs by 1075 so 
that it can cope with bad debts. 

Nippon's difficulties may presage wider 
problems. Nervousness about the state of 
Japanese financial institutions is making 
investors wary of buying some banks' debt 
instruments. And a flight to quality is re- 
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about buying Nippon Credit’s debentures 


banks, which are perceived to be bett 


pottedly causing money to be shifted from. 
smaller banks and insurance companies to 
larger institutions. 

The stockmarket is also worried by the 
fact that Nippon Credit is set to sell ¥10 
billion of real estate. Analysts say this is 

“enforced collateral” which the bank has 
had to accept from borrowers against non- 
Se debts. 

Nippon Credit — along with industrial 
Bank of Japan (BD, another long-term 
credit institution — is closely involved with 
the ailing Japan Housing Loan, the largest 
of eight bank-related mortgage companies 
which are now saddled with large amounts 
of non-performing assets. Japan Housing 
has borrowed Y540 billion from the two 
long-term credit banks, a fifth of its total 
bank debt. The two creditors have had to 
accept reduced interest payments on these 
loans of about Y15 billion a year. 

The problems at Nippon Credit reflect 
a wider malaise. With the support of the 
Finance Ministry, Japanese banks are ex- 
pected to share the burden of financial res- 
cues of real estate and other concerns by 
mutualising risk. However some institu- 
tions are balking at the idea. This is the 
case with three non-bank institutions affili- 
ated with Nippon Credit. Lending banks. _ 
refusing to accept reduced interest pay- 
ments on property loans to these non= . 
banks. E 
With other similar bank restructurings 

expected, the impact of property disposals -` 
could push an already soft market lower _ 
still. Land prices in Tokyo, Osaka and... 

Nagoya fell by 20-30% in the second quar- 
ter of 1992 compared with the same period. _ 
last year, according to the National Land 
Agency. nd 

Investors are concerned about the qual- 
ity of new loans which banks are using to. 
prop up non-banks or real-estate com- " 
panies, savs David Atkinson of Salomon 
Brothers in Tokyo. Investors are reluctant 


































that are offered at vields equal to those i 
sued by the other two long-term cred 


risks. 

One problem for investors is how 
gain a clear picture of the scale of the diff 
culties in real-estate lending. This is large 
due to regulations which allow banks. 
delay reporting non-performing loans f 
up to 12 months. 

So far, Japan's seven trust banks ha 
avoided publicity over their real-estate 
posure but problems could surface soo 
both Nippon Trust and Chuo Trust. Ar 
lysts say Trust banks are the only banks 
Japan permitted to deal speculatively 
real estate and their direct and indirect e 
posure to the property sector is estimatec 
at 40% of their total assets, compared with 
1256 in the case of the city banks and onh 
76 . for regional banks, according. te 

Wardley James Capel. E 
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MARKETING 


Model student 


Hongkong fashion group Toppy moves in style 


By Sally Goll in Hongkong 


upermodels Christy Turlington and 

Jasmine LeBon cavort for the camera 

beside New York's Hudson River. 
Jaunty berets frame their famous faces — 
faces that have regularly graced the adver- 
tising campaigns of such heavyweight de- 
signers as Chanel, Giorgio Armani and 
Ralph Lauren. But this fashion shoot is not 
for a top European name; Turlington and 
LeBon are modelling the latest offerings 
from Episode, a Hongkong-based chain of 
upscale boutiques. 

The effect — smart and so- 
phisticated — is a far cry from 
the over-trendy, uncommercial 
concoctions regularly sent down 
the runways during Hong- 
kong's annual Fashion Week. 

The results of the shoot will 
appear in a 24-page picture 
book. Unlike traditional cata- 
logues, it is not intended for use 
as an order form. “This is an 
image catalogue, not a sales 
catalogue,” says Jeffrey Fang, 
who runs the company behind 
Episode. “Always image. Never 
hard-sell.” 

Such Western marketing 
techniques, backed by tradi- 
tional Hongkong strengths in 
garment making, are helping the 
44-year-old Fang and his broth- 
ers turn their family business 
into an international retailing 
force. 

Episode is the flagship brand 
of Toppy, the retail arm of Fang 
Brothers Manufacturing, one of 
Hongkong's largest privately 
held clothing makers. The group 
had a 1991 turnover of US$450 
million. Toppy operates other 
shops under the names Jessica and Excur- 
sion, while a fourth label, Jeanne Pierre, 
also appears in the Jessica stores. 

Hongkong's apparel-makers are ac- 
knowledged world leaders in produc- 
tion and sourcing. And despite the rise 
of the territory's services sector, they con- 
tinue to be its top export earner. But as 
designers and marketeers, Hongkong firms 
have generally had a poor reputation in 
the international fashion community. 

Toppy is the exception. Launched in 
1973, it began steadily expanding store 
numbers and upgrading both merchandise 
and marketing five years ago. It had sales 


of USSIO0 million in 1991 and projects 
US$150 million this year. Its store network 
has grown to 66 outlets worldwide: 28 in 
North America, 16 in Europe (mostly in 
Britain), 18 in Hongkong, one in Macau 
and three in Taiwan. Its ambition is to ex- 
pand these numbers to 150 within five 
years, split equally between the US, Eu- 
rope and Asia. 

The Fangs’ operations are jointly owned 
by four brothers, Kenneth, Lawrence, Vin- 
cent and Jeffrey. They have steadily ex- 
panded the businesses' international scope 
since assuming day-to-day control from 


























Western image, 
Asian drive. 


their father, who died two years ago. All 
attended universities in the US, placing 
them among a rising generation of busi- 
nessmen who combine Western concepts 
with Asian entrepreneurship. 

Along the way, they picked up valu- 
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able tips from Western corporate buyers c 
Fang Brothers’ garments, eventually be 
coming convinced they could make th 
transition into designing and retailing. Bu 
the crucial difference between Toppy am 
some of its Asian competitors, says Per 
egrine analyst Liza Arcinue, "is manage 
ment." The Hongkong-based head of on 
of Fang Brothers' largest rivals agrees. H 
calls Toppy's operations "a class act." 

Jeffrey and Vincent opened the firs 
Toppy store in Hongkong’ s Causeway Ba 
shopping district in 1973. At about th 
same time, the global fashion industry en 
tered what was to become a painful re 
structuring. Traditional divisions betweer 
vendors and retailers, manufacturers anc 
marketeers have collapsed while depart 
ment stores have begun to disappear. It 
their place, manufacturers and marketeer 
are opening their own tightly focusec 
specialty stores. 

Toppy's store networks typify the new 
approach. Episode sells workwear for ex 
ecutive women, Jessica targets office girl 
and Excursion specialises in casual cloth 
ing for careerwomen on their days off. 

The company has also mimicked West 
ern marketing giants, booking New York 
based photographers to produce its cata- 
logues, giving its shops an expensive look 
that reinforces its image, and sparing nc 
expense to hire top models. 

The catalogue, says Jeffrey Fang 
Toppy's s managing director, is "the driving 
force" of the company's advertising cam- 
paign. Toppy spends approximately 
US$250,000 a year to produce 

25,000 copies that are mailed 

to regular customers and 

given away free in its stores. 
Its total advertising budget is 
approximately US$4 million 
annually. 

While the company uses 
shots from the catalogue in its 
magazine and poster ads, Fang 
insists that generating images for 
magazine advertising is not the 
catalogue's main purpose. "If you 
run just a one-page ad in Vogue,” he 
explains, "you can get lost" among 
the other advertisements crowding its 
pages. Fang says he is more interested 

in reinforcing Episode's image in the 

minds of his "repeat" customers, whom 
he believes provide the bulk of Toppy's 
business. Images from the catalogue are 
also displayed prominently in Toppy's 
stores. 

This strategy is at odds with conven- 
tional advertising wisdom, which empha- 
sises reaching as many new potential cus- 
tomers as possible. 

“When you have an outlet network, in 
a sense you're already advertising," says 
Ben Barnes, managing director and chief 
executive officer of Grey Advertising 
Hongkong. "But generally speaking, you 
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vant to create more awareness." 

Toppy's rapid expansion, however, sug- 
ests that its approach works. If there has 
een a drag on growth, it has been in forms 
ther than marketing. In Asia, expansion 
ias been slowed by several constraints, in- 
luding prohibitive import duties, accord- 
ng to Fang. For example, Thailand, whose 
rban consumers have a voracious appe- 
ite for stylish fashion, imposes stiff duties 
m Hongkong-made clothing to protect its 
wn fashion industry. 

In Japan, rights to Toppy's Episode 
rand are already registered with a Ja- 
yanese company, so expansion there 
vould have to be done with a new label. 
apan's distribution network and the ne- 
essity of linking up with a major local de- 
'artment store represent additional obsta- 
les, he adds. 

But fast-developing consumer societies 
n the rest of Asia present more immediate 
»pportunities. Toppy will open its first 
itore in Singapore later this year, and Fang 
ays he plans to open outlets in Indonesia 
ind South Korea within the next year, 
while using Singapore as a springboard to 
Malaysia. 

The company's turnover target is à 
ninimum US$2 million a year at each of 
ts stores, a level some of the established 
»utlets are already meeting. The 1992 profit 
zoal for Toppy is US$15 million, says Fang, 
idding that “we're not there yet." 

Fang Brothers is not the only Hongkong 
zarment-maker with its own retail net- 
work. Comitex Holdings, for example, sup- 
»lies manufacturing muscle to its wholly 
ywned Giordano chain of casual sports- 
wear shops. Lai Sun, the property and gar- 
nent-making concern, has the Crocodile 
:hain while Laws International Holdings 
— like Fang Brothers a long-established 
«nitwear maker — owns the local Bossini 
and Sparkle chains, as well as a US chain 
called Judy's. 

So far, however, Toppy is the only one 
to have gatecrashed upmarket women's 
fashion, long assumed to be the domain of 
European and American designers. By con- 
trast, Giordano, which recently turned in 
record results, due mainly to expansion in 
Taiwan, has focused on inexpensive men's 
ind women's T-shirts, sweatshirts and 
leans. Laws’ retail operations, meanwhile, 
are haemorrhaging badly. Its Judy’s chain 
declared bankruptcy last year and Laws 
has just announced it plans to consolidate 
the loss-making Bossini and Sparkle. 

Toppy’s competitive advantage in its 
upscale niche also owes much to Fang 
Brothers’ manufacturing strength. Its 
clothes come in at roughly half the price of 
even the European designers’ secondary 

lines, despite rising fabric costs. This is be- 
cause its vertical structure eliminates add- 
on costs. 

“We don’t have any middle man. Peo- 
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ple like Armani have to go through a dis- | 
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tributor and a wholesaler. Each one takes 
their own mark-up. By the time it gets to 
the stores, [the price] becomes very high," 
says Fang. At the same time, Toppy does 
not share the leading design houses' bur- 
den of marketing costly perfume or signa- 
ture collections. 

Fang Brothers has 20 factories, in Hong- 
kong, China, Thailand, Malaysia, the Phil- 
ippines, Ireland, the US, Panama and 
Mexico. Yet it produces only about one 
quarter of Toppy's merchandise. The rest 
is contracted out to manufacturers in 
Hongkong and China. 

At the core of these vertical operations 
is a disciplined merchandising system that 
churns out four new clothing groups, con- 
sisting of four to six pieces, every three to 
four weeks. Fang's wife, Christine, is in 
charge of designing this constant stream of 
new lines, which is seen as critical to 
Toppy's strategy of attracting and keeping 
repeat customers. 

From design room to sales floor, each 
clothing group takes about four months to 


execute. Actual production lasts six-to- 
eight weeks, almost double the time it takes 
the Limited, another vertically integrated 
manufacturer-retailer, to turn around its 
products. The difference reflects the Limit- 
ed's marketing of high-volume commod- 
ity lines, compared with Toppy's more var- 
ied, individual approach. 

The team of people behind this de- 
manding production and distribution sys- 
tem was culled mostly from Liz Claiborne, 
one of the largest and most successful US 
sportswear brands and once one of Fang 
Brothers' biggest customers. Toppy also 
copied Claiborne's system of merchandis- 
ing clothing groups to a theme. “They pio- 
neered it," says Fang, "but unfortunately 
[for them] they don't have stores." 

Unlike the Limited and the Gap, Toppy 
does not test merchandise in its stores be- 
fore moving samples into production. 
“We're in the in-and-out business," says 
Fang. “If something's very good, we sell it. 
If something is not very good, we're not 
going to get killed." e 





BUDGETS 


Spending for the polls 


Australia primes pump to prepare for election 


By Alan Deans in Sydney 


he financial markets reacted with 
equanimity to an Australian budget 
which the Labor government pre- 
dicts will produce a record deficit of A$13.4 
billion (US$9.6 billion) in the fiscal year to 
June 1993. Perhaps they were relieved that 
the shortfall was not even greater, in view 
of the fact that the Labor Party has to go to 
the electorate by the middle of next year at 
a time when even the government does not 
expect unemployment to fall much below 
the current rate of 11%. 
Investors appear to have been sobered 


'90 '91 '92  '93* 
Year ending June — — —— 
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by Treasurer John Dawkins’ forecast that 
Australia’s economic growth in the current 
fiscal year will reach 3%, a drastic revision 
of a 4.8% prediction made by the govern- 
ment only last February, when it an- 
nounced a series of measures to stimulate 
business activity. The economy expanded 
by 1.6% in the year ending in June 1992. 

Underlying the new figures is the as- 
sumption that major economies, such as 
those of Japan and the US, will have picked 
up momentum sufficiently by next year to 
give the Australian economy fresh impe- 
tus. Without this stimulus, the government 
will be hampered in its ability to pump- 
prime the economy further. 

The initial reaction to the budget in the 
financial markets was subdued. The Aus- 
tralian dollar was steady at 72 US cents, 
having been buffeted a few days before- 
hand. On 10 August it was quoted at 74 
US cents. Analysts think the Australian 
dollar's decline was the result of being 
caught in the backwash from the green- 
back's recent slump, rather than due to 
fears of an even larger budget deficit. On 
the Australian Stock Exchange, the All- 
Ordinaries Index opened on 19 August vir- 
tually unchanged form the day before in 
quiet trading. 

This year's projected budget deficit 
compares with a shortfall of A$9.3 billion 
in 1991-92, and a surplus of A$1.9 billion in 
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1990-91, The government said that the defi- 
cit was expected to represent 3.3% of GDP 
this year and was needed to reduce the 
level of unemployment. It plans to spend 
A$1.2 billion during the next two years on 
job creation and training schemes. 

One reason why investors’ reactions 
were not negative is that they seem to be 
encouraged by the government's hope of 
further cuts in interest rates over the next 
12 months. Yet the budget blowout will 
largely be funded by borrowings. 

There is little in the way of new taxes, 
though business has been warned that it 
will face higher future imposts, without 
specifying what they will be. Individual 
taxpayers will retain tax cuts promised in 


the government's February statement, and 
should receive A$8 billion in 1994-95 and a 
similar amount in 1995-96, 

Asset sales will also play a part, though. 
The government is to push ahead with the 
privatisation of the merged Qantas/Aus- 
tralian Airlines. Other firms listed for sale 
include: the Commonwealth Serum Labo- 
ratories, gas pipelines and the Snowy 
Mountains Engineering Corp. It expects to 
raise A$1.6 billion from the sales this year. 
It will also take A$2 billion in dividends 
from the Reserve Bank, and expects to re- 
ceive A$700 million from the sale of its 
shares in the Commonwealth Bank. 

Some analysts have pointed out that 
these asset sales and income streams help 





COMPANIES 


Allied scrutiny 


Hongkong launches probe into group of companies 


By Henny Sender and Jonathan Friedland 
in Hongkong 
securities probe launched by Hong- 
A kong regulators into the Allied 
group, headed by Lee Ming Tee, is 
likely at the very least to put a near-term 
damper on the conglomerate’s rapid ex- 
pansion. The investigation, announced by 
the Securities and Futures Commission on 
12 August, is expected to take six months, 
throwing a cloud over any deals that the 
acquisitive Allied has in the works. 

Coopers & Lybrand partner Nicholas 
Allen has been appointed to carry out the 
investigation. He is said to be focusing ona 
series of share transactions and asset swaps 
carried out between January 1990 and May 
1992 among 10 companies associated with 
the Malaysian-born Lee. 

The commission said Allen will investi- 
gate possible breaches of insider-trading 
rules, company law, the takeover code and 
the Securities (Disclosure of Interest) Ordi- 
nance. 

Allied is a cats-cradle of corporate hold- 
ings. It includes such diverse enterprises as 
an aquaculture firm, a security service, the 
Philippines Plaza Hotel (where Imelda 
Marcos camped on her return to Manila) 
and a steel company. The group's growth 
has traditionally been driven more by ac- 
quisitions than by operating earnings. As- 
sets of the group holding company, Allied 
Group, have soared from HK$1 billion 
(US$128 million) in 1988 to HKSS billion 
today. Growth has also been financed 
through a welter of equity and warrant is- 
sues, as well as a large amount of project 
debt. 

Analysts say the structure of the group, 





with its complex web of cross sharehold- 
ings, makes it particularly vulnerable to a 
drop in net-asset values. This was made 
patently clear when trading in Allied 
shares resumed on 17 August having been 
suspended for two trading days. Allied 
Group plunged more than 31% while AI- 
lied Properties, which contains most of the 
group's star assets, fell by just over 27%. 

“The very fact that there is a cloud over 
the group could jeopardise it; there are lots 
of deals and loans pending," says John 
Mulcahy, regional head of research at Per- 
egrine Brokerage. 

Lee had attempted to reorganise the 
group in February but was thwarted by 
the securities commission's queries on 
price movements and trading volumes of 
shares in the companies involved. These 
included Allied Properties, Allied Indus- 
tries International and Asia Securities In- 
ternational. 

Regulators had also looked askance at 
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to paint too rosy a budget picture. Witho 
them, the deficit would be nearly A$21 b 
lion, accounting for a 5.1% of GDP. 

Dawkins described the growth outlo 
as “moderate.” The 3% rate he predicted 
higher than most other OECD countries a 
expected to achieve over the next year, t 
cause the government reckons Austral 
will benefit from faster economic develo 
ment in Asia. 

Opposition leader John Hewson di 
missed the budget, saying Prime Minist 
Paul Keating was trying to save his job I 
putting average Australians further in 
debt. “It is a budget which throws mo 
and more money at the problems witho 
addressing their basic causes," he said. 


Lee's dealings earlier this year with a sme 
listed company called Wai Yick. Until r 
cently, Wai Yick was negotiating to buy 
residential development from Allied Pro; 
erties. It had at one point held substanti 
equity stakes in Allied Group and anoth 
company once controlled by Lee, Crusadt 
Holdings. 

"The feeling among brokers," says or 
analyst who has followed Lee's fortune 
“is that the buyers and the sellers in man 
transactions were the same people. Seriou 
investors considered the stocks like a da 
in Macau." 

Lee's reputation as a wheeler-deale 
stems from a history peppered with corpx 
rate name changes and frequent recours 
to dilutive equity offerings. Lee wa 
slapped with a rare "unacceptable cor 
duct" ruling by Australia's National Cor 
panies and Securities Commission in 198 
after it found that an obscure Hongkong 
nominee controlled company was biddin 
up shares in Hooker Corp. At the time 
Hooker was the target of a partial offer b 
Lee's Sunshine Australia. Two years late: 
the precursor of Hongkong’s securitie 
commission accused Lee and two associ 
ates of breaching the local takeover code i: 
acquiring a listed firm. 

Lee himself is not talking about the pos 
sible implications of the investigation, bu 
associates maintain he is confident that i: 
the end the inquiry will produce little. ^H. 
is a wheeler-dealer, but I do not believe hi 
is stupid enough to do something patent 
illegal,” says one Lee associate. “He doe: 
not need to; he has been on a roll.” 

Indeed, Allied Group's net profi 
surged to HK$227 million in 1991, mort 
than double the amount of the previou: 
year. Turnover also doubled, to HK$3. 
billion. 

In a statement released on 17 August 
Allied Group said Lee and his associate: 
“would like to stress that they have no rea: 
son to believe that this matter has any bear- 
ing on the underlying group operations 
and the asset value of the [Allied] group o! 
companies." a 
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'HAILAND 
fficers removed 


he government's removal of 
ilitary officers from state- 
nterprise boards continued on 
8 August when four officers 
"st their seats on the Express 
nd Rapid Transit Authority. 
i senior civil servant was also 
»moved from the authority, 
‘hich oversees Bangkok's 
ajor toll roads and the 
‘oubled Skytrain project. The 
elephone Organisation of 
hailand, meanwhile, 
ismissed managing director 
aiboon Limpaphayom, who 
vas seen as too close to the 
vilitary. He was replaced by 
is former deputy, Jumpone 
lerabat. 


lamos: extension. 


PHILIPPINES 
MF talks start 


Manila began talks with IMF 
fficials on 17 August to 
letermine whether the country 
las met economic targets 
stipulated under the IMF's 
itandby credit facility. An 
iffirmative ruling is needed 

or the IMF to release future 
oans and for Manila to 
mplement its recently 
:'oncluded US$4.8 billion 
'estructuring of debt to foreign 
'anks. 


Privatisation lives 
"resident Fidel Ramos 


xtended to the end of 1993 
he mandates of two bodies in 
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charge of selling government- 
held corporate assets. The 
Committee on Privatisation 
and the Asset Privatisation 
Trust were scheduled by law 
to disband in August. 


JAPAN 

Top in earnings 

Bank of Japan, the central 
bank, posted taxable income 
of Y1.3 trillion (US$10.4 
billion) for the year ended in 
March, making it Japan's top 
earner. Toyota Motors came 
second with Y572 billion, 
followed by Nippon Telegraph 
& Telephone with Y368 
billion. 


MALAYSIA 
Desaru revisited 


Ambitious tourism plans for 
Desaru, in the southern state 
of Johor, may be revived. 
Chief Minister Tan Sri 
Muhyiddin Mohamed Yassin 
said on 15 August that 
agreement had been reached 
with two companies to build 
two international hotels at 
the resort. A plan to turn 
Desaru into a huge 
amusement park collapsed 
last October. 


CHINA 

Debt ‘cleared up’ 

A high-level working group 
charged with eliminating Rmb 
200 billion (US$30 billion) of 
so-called triangular debt 
announced it had been 
“basically cleared up” in July, 
a year ahead of schedule. 
Ending the daisy-chain of 
public-sector, inter-corporate 
debt cost Rmb 51 billion, 
applied so that each renminbi 
of new capital eliminated four 
renminbi of debt, the group 
said. But only debt contracted 
before the end of 1991 was 
treated in this way. The 
leadership has warned local 
authorities that from this year 
Peking will not cover projects 
launched with deficit 
spending. 





Smuggled goods arrive in Vietnam from China. 


VIETNAM 
Output plunges 


Industrial output in Ho Chi 
Minh City plunged 10% in 
July compared with June, 
while production in state- 
owned enterprises dropped 
17%, according to official 
statistics. The city daily Saigon 
Giai Phong blamed the 
downturn on a flood of low- 
priced smuggled goods, 
particularly from China and 
Thailand, and the rise of the 
local currency, which has 
sharply increased the cost of 
exports. The dong traded at 
10,900 to the US dollar in 
August, compared with 14,500 
in January. 


KOREA 
Northern slump 


North Korea’s economy 
shrank in 1991, for the second 
year running, according to 


GNP/GDP per head* 
US$, 1989 


18,635 — 


Ca 

Hongkong 15,180 
Japan 
New Zealand 11,155 


"Adjusted for purchasing power 
Source: University of Pennsylvania 


14,310 
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South Korea's central bank. 
GNP fell 5.2% after declining 
3.7% in 1990, the Bank of 
Korea said on 14 August. Per- 
capita GNP fell to US$1,038 
from US$1,064. 


Southern profits 

Despite rising sales, South 
Korean firms are expected to 
post only slim profit gains for 
the first half of 1992, according 
to Dongsuh Economic 
Research Institute. It said sales 
among nearly 500 listed 
companies rose an average 
18.7% in the first half, 
compared with à year earlier, 
but after-tax profits climbed 
only 5.5%. Manufacturers were 
the worst performers, 
registering 12% gains in sales 
but a 14.7% decline in profits. 
Dongsuh blamed higher 
financing costs. 


TAIWAN 

Gatt hope 

Taiwan's application to join 
Gatt will go before the Gatt 
council in September, US 
Senator Max Baucus said in 
Taipei. Baucus said he had 
twice written to US President 
George Bush to ask for 
support of Taiwan's bid and to 
say most US senators support 
it. To satisfy Peking, Taiwan 
has agreed to tag the words 
"Chinese-Taipei" to the title 
adopted for its application: 
Customs Territory of Taiwan, 
Penghu, Kinmen and Matsu. 
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Me. | ; 
apan is not t n Asian country 
where falling asset-values are plac- 
ing financial institutions in a bind — 
: and forcing the authorities to come 
2 up with ways to mask the problems. As 
a| the South Korean stockmarket tests new 
lows, brokerages, banks and investment 
| trusts are watching the value of their eq- 
| uity portfolios evaporate. 

^| This may be the reality, but the appear- 
«.[ ance is quite different, since the Securities 
..| and Exchange Commission (SEC) decided 
-.; in July to postpone the introduction of new 
| accounting measures. The reforms would 
_| have compelled financial institutions to re- 
-1 value their equity holdings at the prevail- 
| ing market price in the fiscal year ending 
= on 31 December, a practice known as 
.| marking to market. 

: The commission decided the reforms 
-— | would have resulted in even worse prob- 
--| Jems for financial institutions that could 
_ | have prompted them to sell large chunks 
i 
| 















of their portfolios to avoid greater losses 
by year-end. Such selling would have 
greatly added to the Korea Stock Ex- 
change’s woes. On 17 August, the stock- 
market index dropped to 462 points, its 
lowest level since 1987 and down from a 
high of 1007 points in April 1989. 

From a political standpoint, the decision 
was understandable. The ruling Demo- 
cratic Liberal Party wants to see at least a 
.i.mild rally on the Korea Stock Exchange 
before the December presidential contest. 
. The party needs a revived stockmarket to 
unlock political campaign funds parked 
there. A share recovery would also act as 
zan endorsement of its economic steward- 





















Also, disclosing the extent of the losses 
among financial institutions would have 
haken domestic confidence in the entire 
financial system. Most investment-trust 
companies and major brokerages are insol- 
vent, according to brokers. If these institu- 
tions had been forced to account for their 
‘| equity losses at the end of the first half of 
| the fiscal year, investment trusts would 
“| have lost Won 1.8 trillion (US$2.3 billion) 
and brokerages Won 1.9 trillion. 

~The banks are hurting too. The Securi- 
ties Supervisory Board estimates their 
"unrealised losses on equity holdings were 
Won 500 billion on 30 June. Given the fall 
in the stockmarket since mid-year, total 
losses among South Korean financial insti- 
tutions stand at nearly Won 5 trillion. 

= Most of this scrip was picked up by in- 
j| vestment trusts, banks and brokerages 
when the government began the first of its 


SHROFF 
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many failed efforts to revive the Korea 
Stock Exchange in May 1990. 

The SEC says it will push for marking- 
to-market rules once the stockmarket has 
stabilised, which in effect is around the 800 
level. But Shroff believes a recovery cannot 
begin without instituting new the account- 
ing standards. Until the government cuts 
its financial life-support system for in- 
vestment trusts, the Korea Stock Exchange 
wili face heavy selling pressure whenever 
the stockmarket index approaches 800 
points. | 


And until the banks and brokerages are 


forced to deal with their overhang of 
money-losing scrip, they are unlikely to 
take the other kinds of reforms necessary 
to remain competitive as the financial sys- 
tem is liberalised. The country’s 31 securi- 
ties houses, for instance, have 670 branches 
set up with money raised during the bull 
run in the past decade. This is far too many 
for a country of 43 million. 

The winnowing process will be painful, 
but the decision to delay it could be even 
more damaging. The sec should proceed 
with reforms in tandem with regulations 
to compel companies to prepare consoli- 
dated financial statements, which are 
scheduled to be enacted in the coming fis- 
cal year. E Ed Paisley 





A test of willpower and bravado is being 
played out for a strategic stake in the coun- 
try's listed Kentucky Fried Chicken (KFC) 
franchise, sources say. The players are Mbf 
chief executive Dato Loy Hean Heong; 
Ishak Ismail, a private investor and friend 
of Malaysian Finance Minister Anwar 
Ibrahim; and MUI chairman Tan Sri Khoo 
Kay Peng. None of the antagonists will 
confirm that they are even involved in the 
tussle. Word has it that Loy has won but 
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others say the game of chicken is var fro 
over. EX 

Mbf, Malaysia’s largest group of finam 
companies, is believed to have offered Kt 
Holding's parent, Inno-Pacific Holding 
M$50 million (US$20 million) through 
nominee for 20.5% of the company, accor 
ing to sources close to the bidding. - 

 Mbf stands to gain considerably from 
deal with Kfc. The company already coi 
trols Grandy's fried chicken chain, and 
controlling stake in KFC would make Lc 
the undisputed chicken king of Malaysia 

The transaction also benefits Inno-Pac 
parent company, Innovest. The cash froi 
selling the KFC stake will be handy in reti 
ing part of Innovest's more than M$5¢ 
million debt. Innovest and Inno-Pac cu 
rently control almost 42% of KFC. 

Sources say Loy made the offer to Inm 
Pac in a last-minute effort to beat Ishak t 
the draw. Not one to give up without 
struggle, Ishak is now believed to be ar 
gling for a way to throw the matter ope 
for fresh bids. Ds 

Khoo is also believed to remain inte 
ested in KFC. Sources say he is unhapp 
that Innovest is allowing Loy into KFC an 
may be plotting another plan of attacl 
Iy point out that Khoo recently sold h: 
20% stake in Innovest to the group's orig 
nal owners, Lim Geok Chan and Mokhza: 
Abdul Rahim, at a M$12 million profit. 

The sources say Khoo's interest in KF 
may be a sign that he was trying to wrin 
one last favour trom his former partner 
Also, Lim and Mokhzani are believed to E 
eager to please Khoo, who had been cor 
sidering mobilising Innovest as a base o 
which to rebuild his business empire. 

The manoeuvring for the strategic stak 
in KFC is one reason why the company 
shares on the Kuala Lumpur Stock E» 
change have been in a tizzy in recer 
weeks. Its share price rocketed to M$3.1 
last week after hovering at about M$2.5 
for about a month. KFC closed at M$2.44 
share on 17 August. 

Sources say Loy offered Inno-Pa 
M$2.93 for each KFC share, the same pric 
as Ishak. But they say he was able to ou! 
bid his rival for an issue of loan stock thé 
Inno-Pac holds in KFC and which make 
up part of the 20.5% stake in KFC. 

Still, Loy's triumph may only be brie 
Ishak's political clout is making him 
mover and shaker ín Malaysia’s busines 
world. Moreover, he controls Wembley Ir 
dustries, a former member of the Innove: 
group that makes chemicals used in palr 
oil refining. E ii Tsuruok 














CHAIR IN ECONOMIC RELATIONS WITH JAPAN 
UNIVERSITY OF VICTORIA 
VICTORIA, BRITISH COLUMBIA, CANADA 


The Centre for Asia-Pacific Initiatives (CAPI) invites nominations and 
applications for its Chair in Economic Relations with Japan, which has been 
established with financial assistance from the Secretary of State of Canada. 
The appointment will be made jointly by CAPI and an appropriate School or 
Department at the University of Victoria. Candidates should have an 
established scholarly reputation in the field and a network of personal and 
institutional contacts in Japan and the community of Japanese studies. With 
reduced teaching responsibilities, the Chairholder will be expected to play a 
central role in developing the Centre's programs and projects and to provide 
leadership in her or his field of specialization. 


CAPI's mandate is to promote and conduct research and related programs 
and projects focussed on public policy issues in the Asia Pacific region. The 
vacant Chair complements CAPI's two other Chairs in Economic Relations 
with China (Dr. Ralph Huenemann) and in Asia-Pacific Law (Dr. Douglas 
Johnston). 


Please send all applications and nominations to Professor William Neilson, 
Director, Centre for Asia-Pacific initiatives, Rm 131, Begbie Building, University 
of Victoria. P. O. Box 1700, Victoria, BC Canada V8W 2Y2 FAX: (604) 721 
3107. The search for an appropriate candidate will continue until the position 
is filled, but consideration of candidates will begin in early autumn 1992. 


The University of Victoria offers equal employment opportunities to all 
qualified applicants, regardless of race, religion or gender. Women are 
particularly encouraged to apply. In accordance with Canadian Immigration 
requirements, priority will be given to Canadian citizens and permanent 
residents. 
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When you need important infor- 
mation, you invariably want it fast 
and accurate. The Review Index 
enables rapid access to the most 
respected Asia-Pacific information 
source: The Far Eastern Economic 
Review. Everything published 
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country, subject and date is 
detailed in the Review Index. 





This essential research tool is also available as a cumulative annual 
edition, End hours of needless searching. Sub- — 

scribe now and receive your Review Index four  BESABISEAIESQLLUES 
times per year, including the cumulative annual at 
US$59 per annum, or the cumulative annual alone 
for US$43 per annum. 


A Dow Jones Publication 








CLASSIFIED ADVERTISEMENTS 











United Nations Children's Fund 


TheUnited Nations Children's Fund, with headquarters 
in New York and offices Ms sci the world, seeks 
qualified candidates for the following position: 


INFORMATION/COMMUNICATIONS 


OFFICER (L - 4) 
Beijing, CHINA 


Under the guidance of the Representative, be responsible 
for implementation of information and communication of 
UNICEF with partícular reference to advocacy for child 
survival and development. 








Minimum Qualifications: University degree in Journalism, 
Social Science or Literature, with some specialized training 
in Communication and/or Public Relations. Minimum of 
eight years experience, some of it preferably at the interna- 
tional level, in Communication, Journalism or Public Rela- 
tions with a focus on social issues and problems. Proven 
competence in written and oral English essential. Fluency 
in written and oral Mandarin highly desirable. 


UNICEF, as part of the United Nations common system, 
offers competitive international salaries, benefits and allow- 
ances. 


Please send detailed resume, in English, quoting reference 
VN-91-331 to: Recruitment & Staff Development Section, 
UNICEF, 3 United Nations Plaza, (H-5F), New York, NY 
10017, USA. 


Qualified women are encouraged to apply. Applications 
for this position must be received by September 10, 1992. 
Acknowledgement will only be sent to shortlisted candi- 
dates under serious consideration. 


UNICEF is a smoke-free environment. 


Classified 
Results 


DEGREE COURSES 


Take a Master's degree in Business Admin- 





P rim nee 
Diners Amex 


istration (MBA) entirely at home anywhere in 
the world. Also Bachelor's, Masters and 


Doctorate programmes in Computer Sch | 


ence, Economics, Education, Engineering. 
international Law, Languages, Sciences, etc. 
Knightsbridge University, Dept. FERS, 


Stefansgade 18, 2200 Copenhagen, 
Denmark. Tel/fax: «45 31 81 58 14 





REVIEW CLASSIFIED 
ADVERTISEMENTS 
Standard Units: 

1/4 (v) page Q30 x 41mm) USS1,610 


1/4 (h) page (120 x 88 mm) USST,680 
1/2 (v) page (230 x 88 mm) US$3,220 
1/2 ih) page (120 x 183 mm) US83,360 
Full page (240 x 183 mm) USS6,720 





"We placed a small ad 
in the REVIEW Classi- 
fied Section and we had 
an extremely varied and 
interesting response — 
and some good clients. At 
a reasonable price, Clas- 
sified has a large, high 
quality readership and we 
hope to use it again." 
— Mark Fox-Andrews 
Director 
Sabre Fund Management Ltd. 
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INNOVATION 


^ Tricks with light 


hey work in the highest of hi-tech 

environments, but semiconductor 

process engineers are among the 

most conservative people you are 
likely to meet. They have, after all, spent 
months — and sometimes years — tuning 
their equipment until it performs perfectly. 
To semiconductor process engineers, 
change is anathema. 

Yet the semiconductor industry is one 
of the world's most dynamic. The number 
of transistors that can be crammed on a 
single chip of silicon has doubled every 
other year for as long as anyone can re- 
member. The finest lines on the industry's 
bellwether chip, the four-megabit memory, 
are just 0.8 of a micrometre wide. Next to 


| such lines, human hairs look like cables on 


— 


a suspension bridge. 

The key production step in the manu- 
facture of chips is a process called photoli- 
thography. In it, light is shone through a 
pattern mask and on to a wafer of silicon 
coated with a photosensitive material called 
resist. The unexposed parts are chemically 
etched away. 

In order to resolve ever finer lines, chip 
makers need to work with light of a shorter 
wavelength. They are pushing down the 
spectrum past the visible and deep into the 
ultra-violet region, which begins around 


| 400 billionths of a metre. Ultimately, they 


will hit the X-ray part of the spectrum. 

Five years ago, conventional wisdom 
had it that the changeover from optical to 
X-ray light sources would come sooner 
rather than later. It was believed that such 
sources would probably be needed for the 
64-megabit generation of chips scheduled 
to go into production in 1994 and that they 
would be essential for the subsequent 256- 
megabit generation. 

Where would the X-rays come from? 
The most likely answer was from synchro- 
trons, a type of particle accelerator used by 
physicists. To adapt synchrotrons for use 


| in the chip business requires the virtual 
| reinvention of the photolithographic pro- 


—————— — ———— ——— M 


cess. Conventional, or optical, masks and 
photoresists simply do not work with 
X-rays. 

A tall order, but chip makers bit the 
bullet. Leading the way was US computer 
giant IBM. During the 1980s, IBM poured 
about US$1 billion into the development of 
X-ray lithography and into the construction 
of advanced chip-production facilities. 

Japanese companies followed 1BM's lead. 
| Half a dozen heavy-equipment companies 
| began offering synchrotrons, and at least a 
' dozen chip makers bought one. (Flush with 


70 


cash in the late 1980s, Nippon Telegraph & 
Telephone bought two.) 

Somehow, amid all the excitement 
about X-rays, chip makers overlooked 
the resistance of their process engineers to 
change and how little cash they would 
have to invest in exotic capital equipment. 
Today, though X-rays are still regarded as 
a promising technology, the emphasis is 
almost all on conventional photolithogra- 
phy. | 

There are essentially two ways of ex- 
tending the technology. In chip makers' jar- 
gon, they are known as off-axis illumina- 
tion and phase-shift mask. Both work by 
playing tricks with light. 

Because it easier to incorporate in pro- 
duction-level equipment, off-axis illumina- 
tion is more popular. The idea here is to 
modify via clever optics the waves of light 





Chip engineers. are extending old technology. 


as they pass through the mask so that they 
combine to produce a sharper image on 
the surface of the wafer. 

The latest machines offered by photo- 
lithography-equipment makers such as 
Nikon of Japan and GCA of the US employ 
variations of off-axis illumination. These 
machines, which are known as steppers 
because of the way they move across the 
wafer and expose several chips at a time, 
will be used to make 16-megabit chips. 

The new steppers use mercury arc 
lamps that produce light whose wave- 
length is 365 billionths of a metre. To pro- 
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duce 64-megabit memories, chip comp 
nies will need to resolve details as fine 
350 billionths of a metre. 

Some Japanese companies such 
Fujitsu and NEC have manufactured € 
megabit chips with existing photolith 
graphic equipment. In June, Hitachi a 
nounced that it had fabricated the ba: 
structure of a 256-megabit memory wi 
details just 250 billionths of a metre wid 

Until this announcement, it w 
assumed that light from a laser would - 
required to reach such levels of precisic 
The explanation for these seemingly ir 
possible achievements lies in the use 
phase-shift masks. 

The principle involved is elegance itse 
The phase of a lightwave varies dependii 
on whether it is rising or falling. When tv 
waves with opposite phases, say a pei 
and a trough, overlap, they cancel ea: 
other out. Phase-shift masks take adva 
tage of this phenomenon to manipulate tl 
lightwaves passing through them to pr 
duce composite waveforms with short 
wavelengths. The phase of the light 
shifted by varying the thickness of tl 
mask. 

Phase-shift masks are not the comple 
answer to a process engineer's prayei 
Their design, layout, manufacture and te: 
ing is not easy. Nor are they cheap. F 
these reasons, Japanese chip makers hoj 
to restrict the use of phase-shift masks 
fine-detail work, which accounts for up 
a third of the total. 

Although Japanese companies ha 
made much of the early running in phas 
shift mask technology, they are not tl 
only ones in the race. Connecticut-bas« 
Du Pont Photomask, with the support 
US chip-manufacturing technology consc 
tium Sematech, is also working on phas 
shift mask technology. 

Du Pont is attempting to elicit the su 
port of South Korean semiconductor ma 
ers. Such an alliance appears to make sen 
for both sides. Du Pont does not parti 
pate in the Japanese mask market, whi 
South Korean companies complain th 
Japanese suppliers withhold their most a 
vanced technology. (The same logic al 
holds for US stepper makers GCA and tl 
Silicon Valley Group, which are also see 
ing South Korean support.) 

Du Pont has demonstrated its comm 
ment to the South Korean market by buil 
ing a mask factory at Ichon. If an allian 
pans out, South Korean companies cc 
look forward to prompt access to the late 
technology. E Bob Johnstot 
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wo-way defections 

him Jae Hoon's fascinating article on 
Jorth Korean defectors [Southern com- 
ort, 6 Aug.], barely mentions that inter- 
.rean defection is actually a two-way 
rocess. Extraordinary though it may 
eem, even today there are South Koreans 
vho elect to seek a new life in the North, 
s well as vice versa. 

Aside from political radicals such as Oh 
dl Nam (mentioned by Shim), such peo- 
le's motivation may include having rela- 
ives in the North — and having suffered 
or this in the South. Both seem to apply to 
"hong Tae Su, a 53-year-old construction 
ompany representative whom Pyongyang 
roduced at a press conference on 30 July. 

Coincidentally, the other most recent 
a own South-North defector also worked 
n construction. Park Se Jin (aged 31) from 
Ansan in Kyonggi province, who defect- 
d with his 28-year-old wife Han Sun Ye 
ind their baby daughter, described the 
ociety he had left behind as "a living hell, 
ard .. . for working people." 

Other motives are less elevated — in- 
luding, a couple of years ago, a travel 
igent who eloped with one of his female 
staff. I bumped into them in the 
^yongyang Children's Palace in August 
1990, but wasn't allowed to speak to them. 

Notoriously, people who take the dras- 
ic step of defection often have personal 
oroblems and grievances, over and above 
any political gripes. While southerners who 
lee North are well rewarded, how long 
;»efore the “warm bosom of the fatherly 
eader" begins to stifle them? 

Lastly, what strikes me is how incred- 
ibly small the total numbers are for Korean 
defectors — barely a trickle, compared 
with yesteryear's Germanies. Even granted 
all the risks and obstacles, this surely says 
something about the hold both govern- 
ments still have on their respective 
citizenries. 


Leeds, England AIDAN FOSTER-CARTER 


Grave-side bitterness 

Your article Tigers’ prey [20 Aug.], does 
not highlight the crucial issue raised at the 
emotional funeral of the Sri Lankan army 
commander, Maj.-Gen. Denzil Kobbe- 
kaduwa, on 11 August: the expression of 
bitterness and anger towards the 
Premadasa government expressed by the 
100,000 mourners. 

It was clearly seen that three govern- 
ment ministers were stoned and prevented 
from making speeches at the funeral. Sri 
Lankan Government telexes and coverage 
by The Australian newspaper verify the an- 
ger of the Sri Lankan people at the 
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Premadasa government's continuing mili- 
tary solution to the problems in that coun- 


In conclusion, I quote the newspaper: 
“The Minister for Foreign Affairs John 
Amaratunga, was hit on the head by a 
stone, forcing police to respond by firing 
tear gas on an estimated 100,000 strong 
crowd which torched two police motor- 
bikes outside the Colombo Cemetery. A 
close associate of Premadasa, Dayan 
Jayatillake, was stripped naked, beaten 
and paraded through the cemetery. Three 
others and a Buddhist monk, also close to 
the government, were beaten. 

The mood at the cemetery did not ap- 
pear to be anti-Tamil as most of the abuse 
shouted by mourners was directed at the 
government." RICHARD F. WOOTTON 
Melbourne Asian Development Foundation 





A matter of quality 
Your article on ISO 9000 [Quantifying 
quality, 20 Aug.] correctly emphasised the 
growing importance of quality standards 
in international trade generally, whether in 
the EC or elsewhere. 

However, it seemed curious to describe 














EDITOR 


two seminars on ISO 9000 as being in de- 
fence of regional interests. If this is so, then 
the EC itself has been actively defending 
these same interests for several years now. 

Since 1989, the EC has been helping all 
six Asean countries upgrade their institu- 
tional capabilities in standards and quality 
assurance, including in particular work on 
promoting ISO 9000 awareness and abili- 
ties. This multi-year EC-Asean programme 
is supported by an EC grant of Ecu 5 mil- 
lion (USS7 million), together with a contri- 
bution of staff and facilities from the Asean 
national standards bodies. 

The programme is coordinated on be- 
half of Asean by the Thai Industrial Stand- 
ards Institute, and provides technical as- 
sistance, training and some equipment 
support to public and private-sector stand- 
ards bodies throughout the region. 

In addition, the programme has helped 
greatly in establishing closer links between 
the Asean national standards bodies and 
their EC counterparts, so that together we 
can help ensure that standards and qual- 
ity- assurance measures genuinely promote 
increased trade and cooperation. 

ALISTAIR MacDONALD 


Manila Counsellor, EC Delegation 
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Justice for Thai exile 
I found your article Order in the ranks, [13 
Aug.] particularly interesting and hopeful 
for the course of democracy in Thailand. 
But l'd like to remind your readers about 
the situation of Sulak Sivaraksa, whose ex- 
ile continues while the generals, however 
chastised, go free. i | 

One year ago, lecturing at Thammasat 
University, Sulak first warned the Thai 
public about the dangers of military rule 
and about Gen. Suchinda Kraprayoon in 
particular. Suchinda then raised charges 
against Sulak for defaming both the king 
and the commander-in-chief of the army. 
Sulak's warnings proved painfully accu- 
rate. In the aftermath of May's violence, 
even the prime minister admits that the 
bodies haven't all been counted. Suchinda 
may be gone from power, but the charge 
of lese majeste still stands against Sulak. 

There is a terrible irony to these events. 
Suchinda was free to celebrate his own 
birthday (8 Aug.) with a grand affair in 
Bangkok. Only last week, he went to pay 
his respects to the queen on her 60th birth- 
day. Meanwhile, in North America, Eu- 
rope and Japan, Sulak Sivaraksa remains 
far from his nation and family, arguing 
ceaselessly for Thai democracy, justice and 
monarchy true to its Buddhist roots. 

If Prime Minister Anand is truly "acting 
in the context of political and moral respon- 
sibility,” he can complete this responsibil- 
ity by directing the Public Prosecutor to 
drop all charges against Sulak and inviting 
him to return to Thailand, where his hon- 
esty and straight talk are much needed. As 
the September elections approach, princi- 
pled action on behalf of Sulak might coun- 
terbalance the shameful amnesty of 
bloodyminded generals. As a political 
legacy Anand could set a tone for justice 
that will help Thailand find its peaceful 
way. 

did California 
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Counting the incarnations 

Your article The lama's legacy. [16 July] 
states that Tibet's second-highest ranking 
religious leader, who died in 1989, was the 
“10th Panchen Lama." Technically, how- 
ever, the late Tibetan cleric was the 7th in- 
carnation of the Panchen Lama, not the 
10th. 

Originally, the title Panchen Lama was 
the title of the chief abbot of Tashilhunpo 
Monastery near Shigatse. In the middle of 
the 17th century, the 5th Dalai Lama, Ti- 
bet's spiritual and temporal ruler, installed 
his teacher Lozang Chosgyan (1570-1662), 
head abbot of Tashilunpo, as the first in 
the line of incarnate Panchen Lama. The 
origin of his incarnation was said to be the 
Buddhist deity Amitabha (in Tibetan, 


 Opame). Pious Tibetans believe that 
Amitabha continues to be reborn with the 
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title of Panchen Lama. 

The first incarnate Panchen Lama ha 
six successors over the past three centuries 
the most recent being Kensang Tseter 
(1938-89), the 7th Panchen Lama. The thre 
lamas who preceded the first incarnate 
Panchen as senior abbots. of Tashilhunpx 
should not be included when counting ths 
incarnations of the Panchen Lama. 

New York BRADFORD TREBACE 
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Forget this video business | 

Surely there must be other news of Malay 
sia worth reporting than that miserabli 
video which seems to you to govern the 
politics of that country [Sex, losse: 
videotape, 13 Aug.] 

I don't believe that a parliament cringe 
when an opposition member is seen hold 
ing a videotape in his hands. Tape or n 
tape, the country is doing so well that Aus 
tralians seem to look up for the first time tx 
the politicians of the country. It may b: 
better for Doug Tsuruoka and the opposi 
tion to stop seeing the video and report th: 
more meaningful events of Malaysia. 
Geelong, Victoria P. SEKHON 
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No threat from university alumni 

As one of the organisers of the Nanyang 
University alumni global reunion helc 
recently in Toronto, I wish to acknow: 
ledge the REVIEW's report of the gathering 
[University challenge, INTELLIGENCE, 3 
July]. 

You may be aware that as a group, the 
alumni of Nanyang University have beer 
unjustifiably regarded by some authorities 
in Singapore and Malaysia as posing a po 
litical threat. In order to avoid further mis- 
understanding of the group's intentions 
the event was not "sparked off by the up- 
grading of the Nanyang Institute of Tech. 
nology to university status last year.” I: 
was decided well before the governmeni 
decision and was organised along the tra- 
dition of all the previous reunions held ir 
Singapore and Malaysia. 

While a consensus was developed tc 
create a trust fund to finance activities 
which would keep alive the flame o: 
Nanyang, there was no specific recommen: 
dation that a new university be established 
outside Singapore. Participants responded 
most enthusiastically to the call to resur- 
rect Nanyang University made by Han 
Suyin, a former lecturer on Asian litera- 
ture. But they stopped short of endorsing 
the celebrated author's suggestion that 
Canada be considered as a possible loca- 
tion for a new university specialising in 
Chinese culture and philosophy. It was felt 
that the issue of reviving Nanyang war- 
ranted a closer study of all the available 
options. | 


Guelph, Ontario K. C. TAN 
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Forty-two years after 
Chinese soldiers 


| ^ and fought the US- 
backed South Korean forces, Seoul and 
Peking ended that chapter of the Cold . 
War in East Asia by normalising 
bilateral ties. The unofficial trade and 


investment links of recent years between 


the two are now set to: grow. faster, is 
report correspondents Ed Paisley in- 
Seoul and Lincoln Kaye in Peking. 


^ - While Taiwan feels betrayed by Seoul, 


its lone and long-standing ally in Asia, it 
is set to overcome its diplomatic 
isolation by forging wider international 
economic links, according correspondent 
Julian Baum in Taipei. Deputy editor 
Nayan Chanda details the behind-the- 
scenes negotiations and domestic 


~~. motivations of Seoul, Peking and ne | 
<; While the Sino-South Korean i 


~ rapprochement bodes well for East - 
Asian prosperity, doubts remain over a 
near-nuclear North Korea' s future 
actions 8 

Cover illustration by Ray Leung and John Hull. 
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Malaysia : Islamic Law. | 

Pas-ruled Kelantan state's continued 
drive to implement Islamic law has led 
its political opponents in the federal 
government to change their tactics 13 
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Deal on emperor's China visit 


The final arrangements for Japanese 
Emperor Akihito's visit to China on 23- 
28 October were set during a trip made 
by former prime minister Noboru 
Takeshita to Peking last May, though 
Japanese Foreign Ministry officials deny 
Takeshita even discussed the matter 
during his three-day stay, which 
included meetings with Chinese Premier 
Li Peng and communist party General 
Secretary Jiang Zemin. In return for his 
commitment to secure Liberal 
Democratic Party approval for the visit, 
Takeshita extracted a promise from 
Chinese leaders to refrain from actions 
that would "irritate" the Japanese 





1 ‘believe: What Vie 


crossed the Yalu River t nd : 


ron leaders 19 | 


pains to eiim that 3t Bangkok is is not i 


actively supporting Cambodia’ 8 Khmer 
Rouge 17 


people. These apparently included 
raising the issue of Chinese women 
forcibly recruited as prostitutes during 
World War Il. 


US offers Malaysia F16 jets. 


The Malaysian air force has been offered 


as many as 28 US-built F16 fighters at a 
time when Kuala Lumpur is poised to 
decide whether to buy a similar number 
of Russian MiG29 aircraft. Sources say 
the US deal includes used and new 
aircraft, and comes closer than any other 
Western offer to the bargain price of 
US$24 million per aircraft the Russians 
are asking. The M$2.5 billion (USS1 
billion) Russian deal, which includes 
weapons and training, hangs in the 
balance as haggling over cash terms has 
been overtaken by divisions within the 
Malaysian military over the logistical 
wisdom of buying Russian equipment. 
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former Soviet Once worries many of its o ex] 





regional neighbours 21 j 


‘india : Kashmir Plan 


Premier Narasimha Rao hopes an 
election will help calm. tensions 22 


Defence : "us Strategy - 
The US military has unveiled its latest 
thinking on how it should respond to 


the changed strategic environment in th 





A s aa the domestic 
political set-up and securing a more 
forceful pc role for Japan 24 
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Indonesia : Military 
Cadets from Java's elite military 


academies get together with youth from 
. Central Sulawesi as part of the latest 








ple of the military's controversial 





After years of instability, an era of 
economic growth beckons under the 
stewardship of President Fidel 
Ramos 33 ü 
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Japan : Property. 
The government is finalising measures 


to shore up a financial system over- 





osed to the real-estate sector 48 


Regardless of the outcome, however, 
defence analysts say the F16 would still 
fall short of Malaysia's need for a long- 
range fighter capable of defending the 
country's economic exploitation zone. 


Report worries fund managers 


Executives of fund management 
companies MIM and Thornton are 
worried that a recent article in a Taipei 
Chinese-language newspaper presages 
the dismissal of their local managing 
directors by Taiwan's Securities and 
Exchange Commission (SEC). The article 
reported that the two firms' top local 
executives had been asked to resign by 
the SEC, which MIM and Thornton have 
denied. Nevertheless, the SEC is 
understood to be unhappy with the 
widespread vending of China shares 
and funds to local buyers, though it is 
unclear whether the alleged dismissals 






South Korea : Communications 

A consortium led by the Sunkyong | 
group has quit a mobile-phone contract. 
amid allegations of favouritism 49 


New Zealand : Companies 

Fletcher Challenge, hit by deia 
problems and a weak share price, is- 
planning to dispose of assets so 


Taiwan : Labour 8 
Reflecting a need for R A 
service industries, the goverr 
adopted a two-track policy ol 
labour 52 | 


Region : Marketing : | 
As Asians become more e discerning "E 







High stakes in trade talks (61). 


are related to the issue. The: sEC has been 
cracking down on foreign vendors of 
unit trusts since 1991, and sales have - 
plummeted from a peak of US$100 
million a month a year ago to US$5 — 
million in July. 


Japan discount rate set for cut . 
The Bank of Japan is soon expected to 
cut its official discount rate again — 
probably by at least half a percentage 
point to 2. 75%. This would bring the rate 
back within a whisker of the historic low 
of 2.5% it reached in 1987, and where it 
stayed for two years during Japan's so- 
called "bubble economy" period in 
which asset inflation in land and stocks 
reached dramatic proportions. Bank 
governor Yasushi Mieno has already 
been compelled to cut the rate on five 
occasions since July 1991, as his fight 
against asset inflation has given way to 
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about what they drink, Western liquor 
. companies are revamping their sales 
7 . Strategies 53 

- Thirst for Cambodia 54 


. South Korea : Aviation 


. Korean Air and Asiana are locked in a 
battle for passengers | and routes. that i is 
hurting both carriers 85 - | des 


| Air space talks 88. 


China-US : T rade 
Washington raises the stakes in market- 


. access talks with Peking by listing 
.. .. Chinese imports that may be targeted 
—- for retaliation if negotiations are not 
2 successful 61 





concerns that the falling Tokyo 
stockmarket and declining land prices 
could seriously undermine the financial 
system and the Ja panese economy. 


China's reluctant reformers 
Conservative Chinese officials in Fujian 
are fighting a rearguard effort to 
demonstrate fealty to the Deng Xiaoping 
reformist line now prevailing in Peking. 
Provincial party secretary Chen Guangyi 
recently ordered Fujian state enterprises 
to study ways of restyling their 
operations along more market-driven 
lines, leading to grumbling among some 
middle-ranking cadres about their 
bosses' late conversion to economic 
reform principles. Chen — a protege of 
politburo member Song Ping, a leading 
hardliner in charge of party organisation 
—- himself leads the list of top cadres in 
Fujian whose jobs are at risk. Song 
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Hongkong : Banking 
Lippo Group plans to sell shares in its 
marketing arm 62 





Thailand : Communications 


Prime Minister Anand is pressing ahead 
with plans to introduce two private | 
television siahons 63 
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appears to have lost ground ahead of 
the forthcoming party congress, and 
may no longer be able to protect his 
allies from Deng-inspired house- 
cleaning. 









Boost for controversial admiral 


Intervention by Indian Defence Minister 
Sharad Pawar is understood to have got 
Rear-Adm. V. Bhagwat included in the 
current shortlist of senior naval officers 
for promotion to vice-admiral, and as a - 
result of political pressure Bhagwat is 
believed likely to move from his present 
Visakhapatnam-based Eastern Fleet 
command to the post of deputy naval — 
commander, the third-highest position in - 
the navy. Bhagwat threw the 1990 naval 
promotions into confusion when he took . 
legal action alleging that graduates of US- 
war colleges formed a clique that 
dominated senior navy ranks. 





-. Seoul and Peking normalise bilateral ties — ending a long Cold War and 
. paving the way for regional prosperity — but questions are raised over 
- Pyongyang's potential threat to peace and stability. 


. By Ed Paisley in Seoul, Lincoln Kaye in 
$ Mic] and Julian Baum in n Taipei 


There was no fanfare, no 
welcoming arches, no ban- 
ners and certainly no flag- 
"wf Waving crowd when a mo- 
torcade of a dozen black Audis led by a 
lone police car drove into Peking on 24 
-; August. But the low-key arrival of South 
-Korean Foreign Minister Lee Sang Ock to 
sign a normalisation agreement with China 
marked a historic turn in modern Asia. 
Some 42 years after hundreds of thousands 
of Chinese troops poured across the Yalu 
. River to fight the US-backed South Korean 
. regime, this chapter of the Cold War was 
= finally closed. 
^ Had it not been for a leak from Taipei, 
- the announcement of normalisation would 
have been a total surprise — even though 
it has been long in coming. The US and 
— Japan, obviously privy to the development, 
; welcomed it and hoped it would ease ten- 
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sions on the Korean peninsula and contrib- 
ute to the stability of East Asia in general. 
For South Korean President Roh Tae 
Woo it was a crowning moment for his 
Nordpolitik, which could not only lead the 
way to peace on the peninsula but also 
make the Northeast Asian region an eco- 
nomic powerhouse. Roh's optimism, how- 
ever, is unlikely to be shared by Taiwan 
and North Korea, which have been 
abruptly abandoned by their respective 
long-standing allies in Seoul and Peking. 
Despite its understandable anger at South 
Korea, prosperous Taiwan can continue to 
build up its burgeoning international eco- 
nomic ties. Indeed, a day after Seoul sev- 
ered its official links with Taipei, Taiwan 
President Lee Teng-hui established an 
overseas aid fund to boost its links abroad. 
But the debt-ridden and isolated autar- 
chy of North Korea was licking its wounds. 
What course Pyongyang, with its clandes- 
tine nuclear capability, will follow remains 
in doubt. This continues to be a matter of 
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special concern to Washington and Tokyo, 
which want to draw Pyongyang into the 
world’s mainstream by bringing its nuclear 
facilities under international inspection be- 
fore recognising North Korea. 

Korean critics of Roh's northern poli- 
tics, however, feel the region could now 
become a flashpoint of conflict. “This is bad 
for North Korea, and it is bad for [Korean] 
reunification," says Suh Dae Sook, the head 
of the Centre for Korean Studies at the 
University of Hawaii. "North Korea has 
lost two big brothers and if it fears a South 
Korean attack, at the very least it must 
build the perception of nuclear capability." 

Suh and others predict that Pyongyang 
is likely to retreat further into isolation, and 
that there is little leverage China can de- 
ploy to alter this or to stop North Korea's 
efforts to develop nuclear weapons. 

However, Roh told his country that the 
"last external constraint" for peaceful re- 
unification has now been removed. Seoul's 
Assistant Foreign Minister Shin Kee Bock 
called on Pyongyang to seek diplomatic 
ties with the US, Japan and even Taiwan. 
“By doing so, North Korea can gain a real- 
istic view of the world, and increase the 
chances of adjusting their system to the 








:hanging realities of the world," he said. 

On the question of Pyongyang's nuclear 
»rogramme, South Korean officials say 
-hina has promised to help in the de- 
Yuclearisation of the peninsula as part of 
he diplomatic deal. Many analysts, how- 
ver, believe Pyongyang will hunker down 
intil it develops a full-fledged capability 
ind there is little China can do about it. 

William Taylor of the Centre for Strate- 
zic International Studies in Washington is 
more sanguine about the prospects of a 
breakthrough in North-South talks. He ar- 
zues that Kim wants to see selective for- 
"ign investment in his country and is will- 
ng to trade for that if offered some room 
‘or compromise. 

If North Korea is bent on developing its 
nuclear capability, both Japan and South 
Korea could be forced to reconsider their 
own nuclear options. This view was ech- 
xed by former US defence secretary Frank 
Carlucci, who told a conference in Seoul 
on 23 August that the US fears Japan's re- 
action to the threat of a nuclear-armed 
North Korea far more than it does 
Pyongyang's nuclear capability. 

Indeed, the perceived demise of the US 
as the paramount power in the region al- 
ready has Asian governments reconsider- 
ing their relationships to find a new bal- 
ince of power. A nuclear-armed 
Pyongvang would speed the recreation of 
zeopolitical fault lines etched deep in the 
history of the region. Cha Young 
Koo, director of the security division 
of the Korea Institute for Defence 
Analyses, equates the emerging pat- 
terns in Northeast Asia to those of 
the late 19th century, when China's 
Qing dynasty, Russia and Japan bat- 
tled for influence over the Li dynasty 
in Korea. 

But the similarities end there, 
Cha says, for a century later South 
Korea is no longer a weak power. 
Seoul has improved ties with Russia 
and China to balance its ties with 
the US and Japan. The Sino-South 
Korean normalisation could also 
serve to balance Japan's role as the 
region's economic superpower. 

It is these so-called geo-economic 
factors that may exert a more benign 
influence in the region, and bring 
North Korea to the bargaining table as 
well. The prospect of expanded South Ko- 
rean trade and investment in China may 
goad North Korea into seeking to attract 
some of these flows in its direction. This is 
the scenario favoured by the South Korean 
and US governments; it is even supported 
in part by critics of Roh's northern diplo- 
macy, such as Suh. 

The initial impetus for improved ties 
between Seoul and Peking was Roh's 
efforts to isolate North Korea and force it 
to bargain in good faith on reunification. 
He first brokered an embassy in Moscow 
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and à summit meeting with the then So- 
viet president Mikhail Gorbachov. 

In the event, Moscow turned out to 
have less influence over Pyongyang than 
Seoul imagined. But now Roh has landed 
an embassy in Peking and an October sum- 
mit with Chinese Premier Li Peng, report- 
edly without any offers of financial assist- 
ance. 

When North Korea's Deputy Premier 
Kim Dal Hyon visited Seoul in July, he 
made a point of asking South Korean firms 
to invest in the North instead of sending 
their money abroad. Although evidence of 
the power of the reformists in Pyongyang 
is scanty at best, the progress made at the 
21 August meeting of the North-South Co- 
operation Committee in Panmunjom — 
two days after news broke of the normali- 
sation of ties between Seoul and Peking — 
at least offered some encouragement. 

The two sides agreed to further cultural, 
sporting and media exchanges, freer con- 
tact between Koreans and copyright pro- 
tection. This is the direction Deputy Pre- 
mier Kim promised to take in his efforts to 
foster greater economic integration of the 
two Koreas, and it would appear to be the 
basis for the bilateral investment guarantee 
procedures that are likely to be agreed on 
if the scheduled September meeting be- 
tween the two countries’ prime ministers 
takes place in Pyongyang. 

Unconfirmed reports from Pyongyang 





Lee and Qian: culmination of secret negotiations. 


now say North Korea has cancelled the 
meeting as a result of the rapprochement 
between Peking and Seoul, though South 
Korean officials report they have not had 
any contact with Pyongyang on the 
September talks. If the reports are accurate, 
however, Roh's optimism about the 
coming end of the Cold War may be 
overwhelmed by the resurgence of a 
peculiar kind of nationalism in North 
Korea that could mirror similar reactions 
to the collapse of centralised authority 
in other former communist bloc coun- 
tries. a 
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Opening 


moves 


e The pingpong ball was 
£ used in the early 1970s for 
the opening shot in the 
diplomatic game of Sino- 
US normalisation. But the thaw between 
Peking and Seoul began in a less sportive 
fashion — with an aircraft hijack. 

In the spring of 1983, the hijacking of a 
Chinese airliner to Seoul provided the oc- 
casion for the first official contact between 
the two countries. The head of Chinese 
civil aviation flew to Seoul to negotiate the 
return of the aircraft and diplomats of the 
two sides met in Tokyo. Seoul returned the 
plane and the passengers to China, but not 
the hijackers. 

Chinese sources now say that the nego- 
tiations over the hijacking paved the way 
for a series of secret contacts between South 
Korean diplomats in Hongkong and offi- 
cials of China’s Xinhua News Agency — 
the de facto Chinese embassy in the colony. 
A later mishap on a Chinese warship 
brought the two governments closer. In 
1985, the crew of a Chinese torpedo boat 
mutinied and sailed off to South 
Korea. Secret negotiations for the 
ship's return were held in Hong- 
kong. This time mutineers were re- 
turned to China along with the ship. 
Meanwhile, informal trade links had 
begun to grow. 

In the new mood of growing 
mutual trust, sports emerged as a 
valuable means for furthering coop- 
eration. China took part in the Seoul 
Olympics in 1988 to the great cha- 
grin of North Korea. As China be- 
gan preparing to host the 1990 Asian 
Games in Peking, Seoul's sports offi- 
cials became frequent if surreptitious 
visitors to China. South Korean com- 
panies bought up advertising bill- 
boards at the games stadium worth 
some US$25 million, thus partly un- 
derwriting the games. Chinese offi- 
cials now gratefully acknowledge Seoul's 
financial support in making the games a 
success — especially in the post-Tianan- 
men period when China was a pariah in 
the West. 

Even as China continued to support its 
North Korean ally in public, its trade with 
Seoul burgeoned. In October 1990, taking 
advantage of the Soviet-South Korean dia- 
logue to formalise trade links, Seoul and 
Peking set up trade missions in each 
other's capitals. The South Korean trade 
mission in Peking staffed with senior dip- 
lomats, including one former vice-foreign 
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minister and two ex-ambassadors, was an 
embassy in all but name. 

With the admission of the two Koreas 
to the UN in 1991, diplomatic exchanges 
became less cumbersome. South Korean 
Foreign Minister Lee Sang Ock travelled to 
Peking in April this year for a meeting of 
the UN Economic and Social Commission 
for Asia and the Pacific. Chinese sources 
say that Lee worked with his Chinese 
counterpart Qian Qichen on a draft agree- 
ment on normalisation. At the same time, 
Chinese President Yang Shangkun visited 
Pyongyang to attend the 80th birthday of 
Kim Il Sung. It was during that visit, Yang 
informed the North Korean leader about 
Peking's decision to recognise Seoul. Chi- 
nese officials made several other visits to 
Pyongyang to explain their position. 
Pyongyang is known to have expressed its 
"understanding" rather grudgingly. 

South Korea has not claimed any such 
understanding from Taiwan which openly 
blasted Seoul for the betrayal. How close 
was the consultation between Taipei and 
Seoul remains a matter of debate with the 
South Koreans claiming that they kept Tai- 
wan informed and Taipei condemning 
Seoul for keeping it in the dark. 

Despite its unhappiness about the isola- 
tionist policy and state terrorism of North 
Korea, Peking has tried for a decade to 
steer the country to a more rational course 
and urge the US and Japan to drop their 
opposition to Pyongyang. “We have talked 
with them often to change their policy, we 
have brought them to visit Shenzhen, but 
to no avail," bemoans a Chinese official. 

China did not wait to formalise the ties 
with Seoul — until after the "cross recogni- 
tion" of Pyongyang by Tokyo and Wash- 
ington — because, given Pyongyang's in- 
transigence on the nuclear issue, the wait 
could have been indefinite. "The Chinese 
basically have lost patience with North 
Korea," said a senior US official who fol- 
lows Korean affairs. 

One of the easiest explanations for the 
Chinese move, says a diplomat in Seoul, is 
that the Chinese were embarrassed by the 
diplomatic gains of Taiwan. Peking was 
upset by the visits of cabinet-level Western 
officials to Taiwan and upgrading of West- 
ern commercial offices there. The diplomat 
in Seoul said, "The Chinese felt that they 
had to slow down Taiwan by showing that 
they can play this game better." 

However, the diplomat said that the 
more important factor is the view of Chi- 
nese reformists on normalisation with 
South Korea. Senior Chinese reformists 
have been major proponents of the Chi- 
nese "coastal development strategy" with 
its reliance on foreign investment — espe- 
cially from South Korea. The diplomat 
said: "The decision to normalise now, I feel, 
is related to the upsurge in [Chinese patri- 
arch] Deng Xiaoping's position." 

w Nayan Chanda 
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Slap in the face 


Taiwan accuses South Korea of betrayal 


By Julian Baum in Taipei 


If there was little surprise 
in Taiwan over South Ko- 
rea's ditching of its Cold 
War ally in favour of 
China, there has been much official anger 
and tough talk about economic sanctions. 

“During the past 28 years [of public 
service] l've witnessed so many ruptures 
of diplomatic ties, but not one was con- 
ducted as shabbily as this,” Taiwan’s For- 
eign Minister Fredrick Chien told the 
REVIEW. 

Chien said though the Taiwan Govern- 
ment understood the reasons for South 
Korean President Roh Tae Woo's opening 
to Peking, it did not agree with them. What 
was most upsetting was the lack of sincer- 
ity in communicating his intentions. "This 
whole case was full of betrayal and deceit,” 
Chien said. 

He said that whenever Taiwan's envoys 
had asked South Korean leaders in recent 
years about rumours of ties being estab- 
lished with China, they were always as- 
sured the stories were groundless and that 
Taipei would be kept fully informed if and 
when negotiations with Pe- 
king took place. Mean- 
while, Taipei used every 
opportunity to build its re- 
lationship with Seoul, in- 
cluding expanding trade 
privileges and air rights. 

From Taipei's point of 
view, Roh's secrecy caused 
much unnecessary irrita- 
tion and led to tough coun- 
ter-measures announced by 
the cabinet on 22 August, 
which reflected a low-key 
but undeniably popular re- 
sentment. These include 
the complete withdrawal of 
trade preferences and the 
termination of air rights for 
South Korea's two interna- 
tional airlines. 

Sources say the government is also con- 
sidering suspending South Korean ship- 
ping access to Taiwan, pending the out- 
come of talks on the future of Taipei-Seoul 
relations. South Korea is expected to send 
a delegation to Taiwan in September to dis- 
cuss the new arrangements, and Roh has 
said that Seoul would keep the "highest 
unofficial ties" with Taipei. But Chien said 
such comments are meaningless and that 
he would only meet a delegation prepared 
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Chien: betrayal. 


to negotiate forthrightly and empowered 
to make decisions. 

Air rights could be restored, Chien said, 
though he indicated the government 
would prefer to wait until after Roh leaves 
office next year before softening its posi- 
tion. The restoration of trade privileges is 
unlikely because they were the outcome of 
several years of negotiations aimed at pre- 
serving a relationship which is now dead. 

A small group of protesters, including a 
ruling party candidate in the coming legis- 
lative elections, burned the South Korean 
flag in front of Seoul’s Taipei embassy on 
20 August. On subsequent days, eggs were 
thrown at the embassy walls and one man 
unscrewed the embassy’s brass plaque and 
stamped on it before he was detained by 
the police. Chien himself offered to resign 
to take responsibility for the diplomatic set- 
back. A more common reaction, however, 
was to regret the loss of South Korea as a 
popular tourist destination rather than an- 
ger over the diplomatic ramifications for 
Taiwan. 

In official statements, the Foreign Min- 
istry described Seoul's decision to recog- 
nise Peking as “extremely unfriendly,” 
commenting that “every- 
one who loves democracy 
and freedom will feel 
ashamed for South Korea.” 
It reminded Seoul of the 
thousands of lives lost to 
communist Chinese troops 
during the Korean War, 
and argued that its recog- 
nition of Peking tended to 
go against international 
trends which have in- 
cluded the collapse of com- 
munist regimes in the 
former socialist bloc. 

While there was little 
expectation that the break 
in relations could ulti- 
mately be avoided, there 
was hope it could be post- 
poned. Taiwan's diplomats in South Korea 
and elsewhere had reported that the US 
and Japan had preferred that they first rec- 
ognise North Korea before Seoul estab- 
lished relations with Peking. 

Roh did not wait on such a timetable, 
said Chien, apparently under pressure 
from economic difficulties at home and his 
campaign promise to recognise Peking be- 
fore the end of his term early next year. 
"But this could become a liability for him,” 
Chien commented. 
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The break with South Korea leaves Tai- 
van with 29 countries extending official 
ecognition. The most recent accreditation 
ras the West African country of Niger, 
hich led to a two-month-long diplomatic 
attle with China earlier this summer. 
liger's prime minister paid his first visit 
> Taiwan on 25 August. 

South Korea's agreement with China 
Iso requires handing over an estimated 
JS$1.7 billion in diplomatic property, in- 
luding an elegant embassy building in 
entral Seoul worth US$800 million and 
onsulates in Pusan and Inchon. 

In addition, air services between Taipei 
nd Seoul will be cut from 15 September 
or the two national carriers, Korean Air- 
nes and China Airlines, and by South 





'rotesters express their anger in Taipei. 


«orea's Asiana Airlines and Taiwan's Eva 
\ir which only began flying between the 
wo cities last year. 

"This will be a heavy blow to [South] 
<orea’s airlines,” said Robert Tzeng, pub- 
isher of Asian Air Transport magazine. 
They may think they can get something 
n return from the mainland, but China is 
nuch tougher on negotiating air rights 
han Taiwan." 

South Korea's airlines will also lose 
ights to overfly Taiwan en route to Hong- 
ong and Southeast Asia. Tzeng said it will 
'e difficult for the airlines to negotiate use 
if the less efficient air routes over eastern 
-hina, which are already heavily con- 
'ested with domestic traffic. 

With the end of cheap flights and the 
uspension of group tours by travel agents, 
'oth sides will see a significant drop in 
ourism. South Korea had 280,000 visitors 
rom Taiwan last year, and Taiwan was 
he third most popular destination for 
uth Korean travellers, with 121,000 ar- 
ivals last year. 

South Korea will also pay a high price 
n trade losses. In a mutual effort to iden- 
ify industrial goods that each country 
ould buy from the other and thereby re- 
luce their mutual deficits with Japan, the 
‘aiwan Government had been promoting 
mports of industrial components as well 
ss consumer goods from South Korea. 
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This effort catapulted South Korea's 
previous trade deficits with Taiwan into a 
sizeable surplus. During the first seven 
months of this year, South Korea's surplus 
with Taiwan jumped some 380% from 
US$180 million to US$690 million against 
the same period in 1991, despite only a 
modest increase of total trade from US$1.8 
billion to USS2 billion during the period. 

Two-way trade in 1991 was US$3.1 bil- 
lion, with South Korea becoming Taiwan's 
12th-largest export partner and fifth-largest 
source of imports. 

In addition to withdrawing trade pref- 
erences, the Ministry of Economic Affairs 
is telling Taiwanese manufacturers they are 
now free to file charges against South Ko- 
rean companies suspected of dumping 
goods in Taiwan. Tai- 
wanese companies have 
complained of South Ko- 
rean dumping of indus- 
trial products such as 
steel, petrochemicals and 
integrated circuits. 

Although the Seoul 
government apparently 
was in too weak a posi- 
tion to argue for a policy 
of dual recognition, ana- 
lysts say there could be 
some political benefits to 
Taipei from Peking's rec- 
ognition of the two 
Koreas. China has re- 
fused to accept dual rec- 
ognition, but its rationale for opposing it 
has been weakened, they say. 

"China's position . . . is ‘one Korea, two 
governments’,” said Lin Chiu Shan, the 
South Korean-educated director of the East 
Asian Institute at Chinese Culture Univer- 
sity. “Now that China has recognised two 
Koreas, North Korea and the former Soviet 
states can do the same toward China. This 
will help us [Taiwan] develop relations 
with the Commonwealth of Independent 
States.” 

Among the handful of scholars in Tai- 
wan who follow Korean affairs, there is 
disappointment at the collapse in official 
relations but acceptance of the inevitable. 
They point to a relationship which has 
been more one of sibling rivalry than coop- 
eration between allies. 

With only a few dozen Taiwanese stu- 
dents studying in South Korea and several 
thousand South Koreans studying in Tai- 
wan, they say the lopsided cultural ex- 
changes will probably continue at a lower 
level despite the breach between the gov- 
ernments. 

“We may lose a prime embassy loca- 
tion in Seoul, but that’s no big deal,” said a 
university student who has visited South 
Korea. “From the Taiwanese point of view, 
this will give us more room to stretch out 
and do business with the rest of the 
world.” E 
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The harvest 


to come 


Removal of hurdles will 
boost trade, investment 


^ President Roh Tae Woo's 
# diplomatic coup in forging 
official ties with Peking 
could provide a significant 
fillip for South Korean industry, which has 
had its profits pinched by declining de- 
mand in developed-world markets just as 
the global competitiveness of many of its 
products has deteriorated due to high 
wages at home. 

Expanded sales and investment vistas 
are about to open up for South Korean 
companies in China that could help to re- 
dress both of these problems. The normali- 
sation of relations will make it easier and 
less risky for South Korean firms to trade 
and invest in China. 

Bilateral trade has been growing by 
leaps and bounds since 1987, and is ex- 
pected to reach US$10 billion this year. An 
investment guarantee pact between the 
two that went into affect on 26 July has 
also spurred more direct investment by 
South Korean firms, and formal diplomatic 









The gap narrows 








US$ billion 
4.5- 
4.0- 
3.5- 
3.0- | 
2.5- 
1077 090 1991 1992" — 
South Korean. W imports from China 
E Exports to China 





*Forecast Source: South Korean Government 


ties will add an additional level of comfort 
for South Korean investment. 

Other hurdles should also fall away, in- 
cluding problems of double taxation and 
currency remittance. Investment and trade 
negotiations between South Korean firms 
and Chinese Government authorities at the 
local and national level should also be 
smoothed by details of agreements already 
in train. 

Many of these benefits, though, are un- 
likely to emerge until next vear, says a sen- 
ior Foreign Ministry official in Seoul. Ne- 
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_of simply establishing diplomatic ties and 
«choosing embassy and consular staff will 
_ keep officials quite busy in Peking and 
~ Seoul. 

4. More immediately, tourist and business 
«^ travel by South Koreans is likely to pick 
.. up. Last year, 43,000 South Koreans visited 
- China, a number which is expected to jump 
— this year and next as South Korean tourists 
~ and business delegations begin to explore 
¿= the Middle Kingdom. . 

Two-way trade is expected to soar from 
= US$5.8 billion in 1991 to US$10 billion this 
.. year. China has had the advantage in the 
© trade account, running a surplus of US$1.1 
- billion in 1991, up from US$750 million the 
^ year earlier, on the back of rising exports 
=. of coal, cement, cotton, foodstuff and 
herbal medicines. But South Korea's trade 
deficit is expected to drop to US$200 mil- 
ion by the end of this year. 

Sales of South Korean petrochemicals, 
- synthetic fibres, chemicals, steel and ma- 
-—chinery are up significantly this year over 
. last year's levels, say analysts, helping 
== firms which otherwise would have borne 
^. the full brunt of economic downturns in 
. the US, Japan and the EC. 
zi But increased investment will take 
-= Jonger, says Lee Kyu Bang, a China deve- 

lopment expert at the Korea Research In- 

stitute for Human Settlements, a semi-gov- 

ernment think-tank. "China now takes a 
< decentralised approach to foreign invest- 
.. ment,” says Lee, "but even though local 
= governments have the power to formulate 
"their own development plans, they need to 
<: implement institutional reforms and cen- 
< tral government approval.” South Korean 
..firms have little experience navigating 
through this labyrinthine process. 
v Moreover, the shortage of investment 
t. capital is sure to hinder South Korean firms 
*- looking to invest in China. High local in- 
-terest rates and a depressed Seoul stock- 
market make fund-raising difficult, says a 
-senior economist at the government- 
funded Korea Development Institute. 
Still, the nature of South Korean invest- 
ment in China is already changing towards 
heftier and high value-added investments, 
= says Paik Gwon Ho of the Korea Institute 
. for International Economic Policy. In an- 
<> ticipation of diplomatic ties, Paik says, 
more heavy industrial companies have an- 
“nounced major investment plans in China. 
Among them: Daewoo, which will partici- 
^ pate in a US$200-300 million cement-fac- 
_ tory joint venture in Shandong province; 
< Samsung Electronics, which recently 
. Signed a five-year US$60 million joint ven- 
- ture project with the Tianjin communica- 
= tions board to assemble VCRs; and Goldstar 
^. which will launch a U$$5.3 million plant 
= to produce industrial water pumps later 
-. this year. 
- North and northeast China are likely to 
































ETIE on a bilatetal tax treaty, for in- 
<> stance, will take time, while the workload = 


vestment, say local analysts. Apart from 
geographical proximity, Seoul sees the 
benefits of cheap labour in a region of Chi- 
nese-Korean ethnicity. South Korea's small- 
and medium-sized firms are likely to 
strengthen their push into north and north- 
east China, particularly in the labour inten- 
sive footwear and garment sectors - with 
financial aid and credits from the Seoul 
regime. 

Tianjin on the Gulf of Bohai and 
Qingdao in Shandong province on the Yel. 
low Sea across from South Korea are likely 
to attract the most South Korean firms. 
Local officials there have experience deal- 
ing with South Korean firms and the 
necessary infrastructure has been deve- 





loped. In the first five months of this year, 


for example, Qingdao alone attracted 
-U9$27.6 million in South Korean invest- 


ment, mostly small- to medium-sized 
clothing and footwear manufacturers. 
Northeast China will also draw more 
investment, especially along the border 
with North Korea, where close to one mil- 
lion ethnic Koreans still live. But this may 
take longer to develop, as the region is 
lacking in infrastructure. Still, South Ko- 
rean investment company Mankwang De- 
velopment Co. recently invested US$50 
million in a cattle farming joint venture in 
the Yunbyun Korean autonomous region 
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ttract the lion's share of South Korean in- 






near as] North Mora bda. he 1,60€ 
hectare farm will begin exporting beef t 
Hongkong next year. 

Another boost to South Korean invest 
ment could come in the form of the pro 
posed 1.3 million square metre South Ko 
rean industrial enterprise zone about 5l 
kilometres south of Tianjin. This would b 
the first investment zone set aside for in 
dustries from a single nation in China, anc 
is expected to attract significant investmen 
from South Korean firms seeking a singl 
zone to which the 2 million Chinese o 
Korean descent could come to work. 

The government-owned Korea Larn« 
Development Corp. is pioneering thi 
project for South Korean firms. The heac 
of the corporation, Kwon Yong Kak, say 
that construction on the project could be 
gin as soon as the summer of next year 
but that the details of the agreement hav: 
yet to be concluded, including the rent tha 
South Korean firms will have to pay. Th 





remaining obstacles could be significant 


say other members of the negotiating team 





as China has been asking a high price fo 


never - get te rone South Korean in 
venue Js S 


E likely to concentrate in the 





the Bank of Korea, the central bank, in th 
first half of the year. 

One casualty of rapprochement be 
tween Seoul and Peking is likely to be thi 
UN-sponsored effort to develop the Tumer 
River basin on the borders of Russia 
China, North Korea as Northeast Asia’ 
answer to Hongkong. Scarce capital ir 
South Korea will flow to where it is bes 
utilised — north and northeast China. 

Indeed, just as the pre-World War II his 
tory of the region is likely to play a role ir 
the recent diplomatic and military calcula 
tions of the powers of Northeast Asia, « 
too are the historical patterns of economi 
development in Northeast Asia stretching 
back to the 19th century likely to re 
emerge. Japan largely built the economi 
infrastructure of Manchuria and Kore 
which once linked the region to work 
markets and which have since determine 
the patterns of industrial development ir 
northeast China and the two Koreas dur 
ing the Cold War. 

Rapprochement in the region will re 
kindle those connections, but with a differ 
ence: China and the two Koreas will be the 
determinants of the process, not Japan. Bu 
the possibility of railway links connecting 
Pusan to Pyongyang, of Dalian anc 
Shenyang re-opening by the end of the dec 
ade, and of greater investment flow: 
around the Yellow Sea littoral could resul 
in an economically integrated region simi 
lar to southern China, Taiwan and Hong 
kong. B Ed Paisley 
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[HE AVERAGE COUPLE HAS TO WAIT OVER HATI 
AYEAR TO SPEND TIME ALONE TOGETHER. 
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WELL ENSURE THEY DISCOVER MORE 
THAN- EACH OTHER. 
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THESE DAYS, COUPLES ARE UNDER PRESSURE $ 
LIKE NEVER. BEFORE. OFTEN, THE ONLY WAY; "m 
ROMANCE IS REKINDLED IS WITH A CHANGE OF | 

JA SCENERY. AT HOLIDAY INN CROWNE PLAZA'" 
HOTELS, WE/OFFER A LOT MORE THAN GREAT 
SCENERY. FROM THE MOMENT YOU STEP INSIDE, 
YOU'LL FIND ALL THE SERVICE AND HOSPITALITY 
YOU'VE COME TO EXPECT FROM US. WITH 
EXTRA FACILITIES THAT MAKE THE: WORLD 
OF DIFFERENCE. SET A ROMANTIC MOOD IN 
OUR SPACIOUS, SUPERBLY APPOINTED GUEST 
ROOMS. ENJOY INTIMATE DINING AND SUPERB 
CUISINE IN THE FINEST RESTAURANTS. 
INDULGE YOURSELF IN THE SAUNA, SWIMMING . 
POOL, OR OUR STATE-OF-THE-ART FITNESS 
CENTRE. FROM BANGKOK TO BEIJING, BRUSSELS 
TO BOSTON, YOU'LL FIND THE DEDICATION 

Å TO HOSPITALITY AND SERVICE THAT CREATES | 
| @ THE PERFECT ENVIRONMENT TO DISCOVER 
' PAMPERING, AS WELL AS YOUR ROMANCE. ". 








CROWNE PLAZA 


4. STAY WITH SOMEONE YOU KNOW 





IPE, TAIWAN » BANGKOK, THAILAND « * ALSO IN EUROPE, THe MIDDLE EAST, AFRICA AND THE AMERICAS. ‘OPENING SOON 
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Live and complete coverage of the US Tennis Open. 
August 31st - September 14th. On Prime Sports. 


"27 WII Agassi's blazina returns be will the ageless Jimmy Connors rise to the 
i ] ] 


hot enough to match his occasion ¢ 


37 OstfS Wimbledon performance? Vill 


Courier drown his hopes? Will the fiery 115 hours of men’s and women’s tennis action 


You can see it all when STAR TV brings you 


MeEnroe take the young auvs by surprise? Or from the final Grand Slam event of 1992. Live 
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MALAYSIA 


In God's name 


Kelantan continues push to implement Islamic law 


By Michael Vatikiotis in Kota Baru 


Ithough hampered by a string of 
recent by-election losses and lam- 
basted in the government-control- 

led media, Malaysia's Islamic Party (Pas) 
is anything but defensive about its pros- 
pects. "We already have a vehicle to im- 
plement an Islamic state," thundered the 
party's deputy president Hadi Awang be- 
fore a 24,000-strong crowd at a rally dur- 
ing the party's annual congress in Kelantan 
state. 

The vehicle Pas has in mind is the party- 
controlled state government of Kelantan. 
After almost two years in power, what the 
federal government in Kuala Lumpur 
hoped might be the fleeting appeal of Is- 
lamic statehood to Kelantan's notoriously 
fickle voters is proving more enduring — 
in part, some federal officials admit, 
because of their own mishandling of 
the Kelantanese. 

By holding its mid-August an- 
nual congress in Kelantan, Pas high- 
lighted its strength in the country's 
Malay-dominated northern states. 
The party is clearly holding its own 
in Kelantan under the leadership of 
Pas chief minister Nik Aziz. 

His government's plan to intro- 
duce the Islamic criminal code — 
known as hudud law and which in- 
volves the mandatory amputation of 
limbs for certain offences — offers 
Pas an opportunity to test the popu- 
larity of its platform. "We are stead- 
fast in our stand that we will imple- 
ment hudud," Pas president Fadzil 
Noor said. Fadzil told the REVIEW 
that he hoped the example set in Kelantan 
would influence the wider Muslim com- 
munity. 

Perhaps surprisingly, Prime Minister 


Datuk Seri Mahathir Mohamad has said: 


the federal government will not stand in 
the way of amending the Malaysian con- 
stitution to allow Kelantan to implement 
hudud. Pas feels it has challenged the gov- 
ernment and the ruling United Malays 
National Organisation (Umno) to a politi- 
cal duel by testing the commitment of all 
Muslims to Islamic laws. 

While Kelantan and the hudud chal- 
lenge may have inspired Pas and put 
Umno on the defensive, this poses a di- 
lemma for a party divided over the precise 
relationship between religion and politics. 
The chief minister's popularity in Kelantan 
is viewed with concern by some Pas lead- 
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ers, who fear that dogmatic, legalistic in- 
terpretations of Islam could erode the sup- 
port Pas has built among middle class 
Muslims at the national level. 

As head of the party's council of reli- 
gious scholars, or Dewan Ulama, Nik Aziz 
represents the culmination of a trend to- 
wards domination of the party by the 
ulama. Developments since the early 1980s 
have strengthened the hand of these reli- 
gious scholars within Pas. As a result, 
Ahmad Lufti Othman, a writer close to the 
party, suggests that the "real significance 
of the Pas government in Kelantan is that 
the ulama are at the head of government 
as well as the Islamic religious institutions." 

As a consequence, Pas has veered onto 
a more conservative course. The ulama are 
traditionally more concerned about imple- 
menting the legal framework of Islam than 





Mahathir visits Kelantan: the hudud challenge. 


with secular politics, argues Chandra 
Muzaffar, who writes on Islamic affairs. 
The Kelantan government's move to im- 
plement hudud in the state appears to con- 
firm this trend. 

Fadzil alluded to this difference in style 
and approach in his address to the party 
congress: “Pas is not a subversive move- 
ment which wants to destroy existing na- 
tional institutions. Pas stands within the 
political system . . . the party wants only to 
replace Umno as the government,” he said. 

Members of the Kelantan government 
were also quick to deny suggestions that 
their aims and methods marked a depar- 
ture from the national party platform. 
“There is no Pas within Pas,” was how one 
senior state official put it. 

But observers say the hudud issue does 
raise questions about how far the main- 
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stream Muslim community is receptive to 
concepts of Islamic statehood. In the past, 
Pas campaigns for clean government, free 
of greed, corruption and money politics, 
had attracted Malays in the civil service 
and other middle class occupations, Umno 
sources admit. “They are neutral to 
Umno's economic appeals because they al- 
ready have everything, but they would like 
to do something holy and look after the 
hereafter," an Umno official said. 

Some observers believe that while many 
professionals are still fed up with the cor- 
ruption and money politics they see per- 
vading the business elite, there are others 
who say the thrust of hudud laws may al- 
ienate the middle classes. 

"Pas is not just thinking in terms of 
Kelantan, but is eyeing the whole market, 
which means appealing to non-Muslims as 
well," one political observer said. The 
Kelantan government claims the state's 
non-Muslim community — which com- 
prises less than 10% of the population — is 
happy with hudud. However, this was dis- 
puted by a leading member of Kelantan's 
Chinese community, who told the REVIEW 
that "the state government misunderstands 
us. Actually, we object to hudud." 

The danger of hudud, opposition 
leader Lim Kit Siang said, is that the 
moderate Malay mainstream may be 
afraid to object to such a sensitive 
Islamic issue. "This represents a ma- 
jor shift in the Malay ground," he 
told the Review. “The moderates 
who are against it dare not speak up 
and this only deepens the racial di- 
vide.” 

The hudud issue also threatens 
to undermine support for Pas in 
Kelantan in two crucial areas. Pas 
swept to power in the state after the 
1990 elections with the support of a 
breakaway Umno faction headed 
Tunku Razaleigh Hamzah, and with 
the implicit backing of the Kelantan 
ruler, Sultan Ismail Petra. 

Both sources of support are con- 
cerned about the implications of Islamic 
law for the social and economic well-being 
of the state. Although Fadzil dismissed 
suggestions that the palace was unhappy 
with the state government — and insisted 
that relations with Razaleigh’s Semangat 
‘46 party remained firm — Razaleigh has 
said the palace was unhappy at not being 
briefed by Nik Aziz on hudud law, and 
hinted that the issue would be a test of 
unity for Kelantan. 

Umno is banking on this nascent split 
between Pas and its erstwhile backers in 
the state working to its advantage. The sul- 
tan, as head of the religion, controls access 
to the mosques. Without that access, ana- 
lysts say, Pas cannot get its message across. 
For this reason, political observers in the 
state suggest Nik Aziz will be forced to 
accommodate the palace. a 
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AFGHANISTAN 


Ethnic animosities 


Former guerilla allies slug it out over Kabul 


By Salamat Ali in Islamabad 


he current new phase of the Afghan 

| conflict that began on 10 August 
with mujahideen groups attacking 

the capital is rapidly turning into a war of 
attrition. There is no immediate prospect 
of halting the bloody struggle for Kabul 
between the Afghan Government — sup- 
ported by Tajik and Uzbek-dominated mi- 
litia — and Gulbuddin Hekmatyar's 
Pashtun-dominated Hizbe Islami guerillas. 

Barring the unexpected, the rival groups 
may seek to establish administrative con- 
trol over the areas they now occupy, rais- 
ing fears that the country could eventually 
break up along ethnic lines. 

This is a prospect that Afghanistan's 
neighbours, especially Pakistan, do not rel- 
ish. But the Afghans themselves seem de- 
termined to settle their ancient ethnic quar- 
rels once and for all, though 
in typical Afghan fashion 
they have so far refused to 
focus their rhetoric on the 
core issue of ethnicity itself. 

Hekmatyar, one of the 
most powerful mujahideen 
chiefs, has been consolidating 
his forces south of the capital 
after losing the race for Ka- 
bul to his Tajik rival Ahmed 
Shah Masud following the 
resignation in April of presi- 
dent Najibullah. As a mini- 
mum pre-condition for a 
ceasefire, Hekmatyar de- 
mands that the Uzbek militia 
and Masud's Tajik fighters 
should be pulled out of Ka- 
bul. In response, President 
Burhanuddin Rabbani has 
ruled out Hekmatyar's return to the Af- 
ghan Leadership Council, the country's 
nominal government. 

Afghan leaders in Pakistan say the 
rocket, mortar and artillery duels since 10 
August have claimed thousands of civilian 
casualties, mostly women and children. 
Some Pashtun casualties brought to hospi- 
tals in the Pakistani city of Peshawar have 
had their ears and noses chopped off — 
mutilations reportedly inflicted by Hazara 
tribesmen, traditional foes of the Pashtuns. 
Also, many non-Pashtun injured prefer to 
go north towards Tajik-controlled territory 
than cross Pashtun-controlled east Af- 
ghanistan to seek medical aid in Peshawar. 

With the authority of the Kabul admin- 
istration openly flouted by Hekmatyar, 
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about 16 members of the 35-member cabi- 
net of the Kabul government have pre- 
ferred to stay on in Pakistan. Many of the 
16 are believed to be Pashtuns. Prime Min- 
ister Abdus Saboor Farid, a Hekmatyar 
nominee, recently toured Pakistan, Iran 
and Turkey and is now in Switzerland. He 
had quietly left the country on the foreign 
tour before the current phase of the battle 
for Kabul began and it is not known if he 
will return to Kabul. 

Rabbani, meanwhile, has reportedly 
complained to Islamabad that the Hizbe 
Islami has been receiving an increased sup- 
ply of arms from Pakistani sources. Tehe- 
ran Radio has more than hinted that Paki- 
stan's Inter Services Intelligence (Is!) is still 
helping  Hekmatyar, its favourite 


mujahideen leader. The Is! had for long 
served as a conduit for arms to the 
mujahideen from Pakistan, the US and 





All ina devs S vi in Kabul. 


other foreign agencies. Hekmatyar re- 
ceived the lion's share of that aid. 

Further, in a hand-written letter deliv- 
ered to Samiul Huq, leader of the Jamiatul 
Ulema-e Islam — a fundamentalist Islamic 
group based in Pakistan — Rabbani com- 
plained that truckloads of weapons have 
been sent across the border to Hekmatyar's 
forces in Afghanistan. He appealed to Huq 
to help stop the flow of arms. 

Rabbani has also written to the supreme 
council of the Jamaate Islami — a member 
of Pakistan's ruling coalition — saying that 
the continuing bloodshed in Afghanistan 
is the result of party chief Oazi Hussein 
Ahmad's close links with Hekmatyar. 

Islamabad moved quickly to contain the 
damage. Minister of State for Foreign Af- 
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fairs Siddiq Kanju told parliament that Pa- 
kistan would not allow its territory to be 
used by any group engaged in undermin- 
ing Afghan territorial integrity. This 
sparked speculation, later officially denied, 
that Pakistan would close down Hek- 
matyar's bases near the Afghan border. 
Hekmatyar is known to have large arms 
dumps along the border. It is not known if 
these are jointly controlled by the ISI or 
whether they have been moved deeper into 
Afghanistan following the 27 April 
Peshawar accord on an interim mujahideen 
government. 

A spokesman of the Pakistani Foreign 
Ministry denied any Pakistani agency was 
sending arms to Hekmatyar. He said Paki- 
stan was taking all steps possible to stop 
the flow of arms and was trying to ensure 
its own non-involvement in the Afghan 
conflict. In any event, given that the 
Pashtuns — Afghanistan’s largest ethnic 
group — straddle the border area, Paki- 
stan's ability to plug all routes across the 
poorly policed frontier is in doubt. 

The battle around Kabul over the last 
fortnight has been a tale of constantly 
changing fortunes, though the gov ernment 
has the advantage of air power. Hekmatyar 
had acquired some aircraft when his men 
seized Shindand air base in 
the confusion following 
Najibullah's resignation, but 
he has been unable to use 
them because the Afghan air 
force attacked the base 
around 10 August. Pashtun 
chieftains in Khost and 
Jalalabad in eastern Afghani- 
stan have denied Hekmatyar 
use of their airfields for fear 
of retaliation by the Afghan 
air force. 

Suggestions that Kabul 
might welcome UN military 
intervention have been 
sharply opposed both by the 
Rabbani government and by 
Hekmatyar. Both parties say 
they will not tolerate any for- 
eign soldier in their country. 
However, Kabul has asked for UN and 
other foreign humanitarian assistance. 

"akistani Prime Minister Nawaz Sharif 
declared on 19 August that any division of 
Afghanistan along ethnic lines would not 
be in that country’s interest. Kanju said a 
day earlier that Islamabad supported the 
Kabul government and that all sides 
should respect the Peshawar accord. But 
that agreement between mujahideen 
groups was brokered by Sharif, and Iran- 
based guerilla groups — who are mostly 
non-Pashtun — have refused to recognise 
it. As one key Afghan leader who did not 
want to be identified said: "We do not 
want a split, but if the permanent enslave- 
ment of non-Pashtuns is the price of terri- 
torial integrity, we cannot pay it." x 
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The Generali Group has continued its expansion in the vari- gemeine Versicherungs-AG of Hamburg and Münchener 
ous countries in which it operates. In Italy it was the maj Lebensversicherung AG of Munich. In Belgium, Greece, 
ity partner in the foundation of AssiBa, a Life company Switzerland, Hungary, Argentina and Mexico further expan- 
which in its business will use the network of. financial advi- sion was carried out through the acquisition of majority 
sers and branches of the Banca Commerciale Italiana. holdings or the foundation of new companies. 

In Austria and Germany, on the basis of the agreement In Spain an agreement was signed with the Banco Central 
reached with the RAS Group, arrangements were made for Hispanoamericano which led to the setting up of the Central 
the reorganisation of the two groups’ presence. In exchange ——— Hispano-Generali Holding de Entidades de Seguros, embrac- 
for shareholdings in local companies we acquired control of — ing six insurance companies with 200 billion pesetas' worth 
Interunfall Versicherung AG of Vienna, Interunfall All- of business. 































. ASSETS (000 uss)* 1991 1990 | E Benefits expenses totalled US$ 
Building and farm property 7,048,474 . 4,942,379 [eam l 
Fixed-interest securities 24,159,767 17,716,132 | 8 Policy reserves increased by US$ 
Shares (including Associates) 6,111,651 5,188,192 | 3,980.4m. 
Mortgage and policy loans 2,600,602 2,142,225 | W Commissions and general expen- 
Deposits with Ceding Companies 945,767 509,420 | ses totalled US$ 3,517.1m, an in- 
Bank deposits 2,236,710 1,898,552 | crease of 12% over 1990. | 
Accounts receivable and other assets — 4, 852, 722 4,109,091 | à Investment income totalled U $$ 


Total 41, 555, 693° 36,505,991 3,253.9m, an increase of 25.2% over 
1990. | 


LIABILITIES (000 us$)" 8i Investments totalled US$ 42, 703m, : 


Provisions for insurance liabilities 34,832,244 — 28,339,939 | against which provisions for insurai 

Reinsurance deposits 591,324 304,326 | ce liabilities totalled US$ 34,832.2m.. 

Other liabilities 3,358,579 2,458,013 | m Underlying equity of the compa- - 

Minority shareholders' interest 1,483,006 869,841 | nies included in the consolidated 

Shareholders'surplus 6,800,638 . 4,127,483 | group totalled US$ 8,773.5m, of 

Profit for the year 489,902 406,389 | which 83.1% belongs to the Parent Company. 

Total 47,555,693 36,505,991 | ™ The year's profit of US$ 489.9m (20.6% more than in 1990) was th 
result of: 


* Ail figures have been converted at the rate of exchange of Lire 1,151.06 to the US S. 





(in millions of US$)" | 1991 1990 
"x Parent Company's profit 330.6 305.1 
cp V This statement consolidates 74 insurance companies (including 7 Profit of the other Companies 2971 10735 
..| Europ Assistance companies) operating in some 40 markets, 21 Consolidation adjustments | - 1735 — 004.0 
^| holding companies, 21 property companies and 3 agricultural : | ee ee 
concerns. ;onsolidated profit | 584.0 414.6 
. Mi d shar E ; in ES f ^ de 38.2 
m Gross premiums totalled US$ 13,904.6m, an increase of 17.1% HIER P AOE RONNE Se Ere 
over 1990, 39% in Life insurance and 61%. in Non-Life. | Profit for the year 489.0 406.4 






Central Head Office in Trieste ( Italy) 


The Generali Group operates in nthe Far Fast through: Hong Kong Branch Office, Tokyo Branch Office and Far East Office in Singapore. 
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INDOCHINA 


Land erosion 


Cambodians question status of country's borders 


ta meeting of the Supreme Na- 
tional Council (SNC) in Phnom Penh 
n on 24 August, the Khmer Rouge 
. introduced a demand for redrawing Cam- 
bodia's border with Vietnam as a new pre- 
condition for implementing the 1991 Paris 
peace accords. 

Khmer Rouge President Khieu Sam- 
phan, who claimed Vietnam had annexed 
Cambodian territory as a result of three 
treaties it signed with the Phnom Penh re- 
gime, demanded that the country's borders 
be returned to those pertaining to 1970 
when Prince Norodom Sihanouk was 
ousted in a coup. 

The Khmer Rouge's latest position is 
not totally unexpected, as the communist 
faction demanded at an earlier session of 
the SNC — the umbrella organisation set 
up by the Paris accords — that elections 
would have to be held on Cambodian ter- 
ritory. The implication was that unless ter- 
ritory allegedly annexed by Vietnam was 
recovered, the elections would be incom- 
plete. 

Hanoi obviously saw the reopening of 
the border issue coming. A small item in 
the 18 August edition of the Vietnamese 
army's Quan Doi Nhan Dan newspaper 
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Territorial imperative 


EV PA E 


Tho Chu | 


about families settling 
on the small island of 
Tho Chu in the Gulf of Thailand at first 
glance appeared to be a routine report. 
What made it special, however, is that the 
Khmer Rouge consider the island to be 
Cambodian — which they made savagely 
clear within weeks of their victory in 1975 
by massacring Tho Chu's then Vietnamese 
population. 

The question that had puzzled diplo- 
mats was why the army newspaper chose 
to publicise such a mundane affair as set- 
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tling the population in a village. And why 
did the government pay each family Dong 
20 million (US$1,800) and provide them 
with six months supply of rice? The re- 
port's clear implication is that the island is 
unmistakably under Vietnamese control, 
and that new settlers face hardship and 
danger to justify such financial incentives. 

Diplomats in Phnom Penh now worry 
that the long-simmering territorial dispute 
between Vietnam and Cambodia — exem- 
plified by Tho Chu's Vietnamese settlers 
— may become yet another obstacle to the 
implementation of the UN peace plan. 

Khieu Samphan's position at the SNC 
appears to cut across all the Cambodian 
political spectrum. As Sihanouk recently 
told the REVIEW: “It is not only the Khmer 
Rouge. The [non-communist fac- 
tions] also say that with the consent 
of the Hun 5en government we 
have lost quite a bit of our territory. 
In some places the Vietnamese have 
moved the border markers well in- 
side Cambodia, sometimes 20 kilo- 
metres. When one takes Cambo- 
dian territory, it is not just land that 
is lost, it is the inhabitants. They 
become Vietnamese." 

Despite his concern over the possible 
loss of territory, Sihanouk would prefer to 
shelve the issue until after the formation of 
a new government. "After the election of 
the new government, [and] new assembly, 
and if I am elected head of state, we are 
going to raise the question [and] ask the 
Vietnamese to respect the promise [to leave 
Cambodia] and verify the map," he said. 

Sihanouk also said that during a visit 
by his son Prince Norodom sopore 
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going to respect a promise made in the 
1960s to him. "They said with Sihanouk at 
the head of Cambodia [the country] is not 
a threat to Vietnam. They said we would 
have no difficulty to verify the border. Per- 
haps." 

Such territorial disputes were swept 
under the carpet after the Vietnamese 
ousted the Khmer Rouge and installed the 
Heng Samrin regime in January 1979. Be- 
tween 1982-85 Hanoi and Phnom Penh 
signed three agreements on the disputed 
border. An agreement on Vietnamese and 
Cambodian "historical waters" was signed 
in Ho Chi Minh City on 7 July 1982. 

Historical waters were then defined as 
the body of sea located between the coast 
of Vietnam's Kien Giang province, Phu 
Quoc island and the Tho Chu archipelago 
and the coast of Cambodia's Kampot prov- 
ince and the Puolo Wai group of islands. It 
was also agreed that the two sides would 
hold further negotiations on the issue "at a 
suitable time." 

By publishing the recent report about 
Tho Chu island, the Vietnamese appear to 
be reinforcing their position before nego- 
tiations are held for demarcating the sea 
border. 

The third agreement, called the Na- 
tional Border Delimitation Treaty and 
signed on 27 December 1985, detailed the 
land border. After comparing the delimita- 
tion with 1964 maps, the US State Depart- 
ment concluded that with the exception of 
one square kilometre in one area that went 
to Cambodia, the agreement awarded "all 
the disputed areas, some 55 square kilome- 
tres, to Vietnam." a 
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Diplomatic engineering 


Thais seek to emphasise aid role in Cambodia 


hailand's Foreign Minister Arsa 

Sarasin wanted to make a point, 

and he took some 30 foreign jour- 
nalists on a one-day helicopter and bus trip 
to prove it. The message was that the Thai 
Government was not siding with the 
Khmer Rouge in its refusal to go along 
with the terms of the October 1991 Paris 
peace accord; rather Thailand had sent in 
army engineers to help all Cambodians. 

At the same time, Bangkok and its 
"friends" were trying hard to make the in- 
ternationally isolated Khmer Rouge lead- 
ers see reason. Three days after Arsa's 19 
August trip into Cambodia, this point be- 
came clearer when Thai officials joined sen- 
ior Japanese Foreign Ministry official 
Tadashi Ikeda in talks with 
Khmer Rouge nominal leader 
Khieu Samphan in Bangkok. 
While the meeting was inconclu- 
- sive, it nevertheless indicated a 
new degree of Khmer Rouge 
flexibility, Thai officials main- 
tained. 

However, Arsa's foray to the 
Cambodian border town of 
Poipet and then the western 
Cambodian centre of Sisophon 
remained essentially defensive. 
Bangkok is evidently stung by 
Western criticism that while the 
UN is unable to induce the 
Khmer Rouge to disarm and 
place 70% of its troops in can- 
tonments under the terms of the 
Paris agreement, Thai merchants and min- 
ers are carrying on a lucrative gem and 
timber trade with the Khmer Rouge. 

. "The military has been blamed for help- 
ing the Khmer Rouge," Arsa told journal- 
ists at the Poipet base camp of a Thai mili- 
tary engineer battalion. "They are not here 
to help the Khmer Rouge — this is the 
message I want to convey to the world." 
Since arriving in western Cambodia in Feb- 
ruary, the engineers have demined the 48- 
kilometre stretch of Route 5 from Poipet to 
Sisophon — a key route for the repatria- 
tion of thousands of Khmer refugees from 
Thai camps — and repaired the road to 
make it passable. 

The engineers hope to finish asphalting 
the road by February 1993, as well as build- 
ing three “Thai-Cambodian friendship" 
schools with funds from Thai businessmen, 
digging wells and repairing houses. They 
have also reinforced a temporary bridge 
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and Japan. When Ikeda talked to Khieu 
.Samphan in Bangkok, he put forward - 





into Cambodia from the Thai border town: 
of Aranyaprathet. Dx 
Another engineer battalion is engaged a 
in similar work on a further 69-kilometre — 
stretch of Route 5 from Sisophon to the . 
major town of Battambang and will soon 
start on Route 6, a 107-kilometre stretch — 
from Sisophon to Siem Reap. Altogether,- 
Bangkok is spending US$8 million on the- 
project and Arsa, who was accompanied . 
by Thai Defence Minister Banchob Bunnag, 
obviously wanted Thailand’s Western crit- 
ics to look more at this work rather than - 
his county s controversial links with the © 
Khmer Rouge. | 
Blaming Thailand for the Khmer... 
Rouge's intransigence was "most unfair," 
Arsa said, adding that he had never met 
the Khmer Rouge's reviled leader, Pol Pot, 





Arsa and Banchob in Poipet deny Khmer links. 


“and I don't intend to." Instead, Arsa said 
he had met Thai traders doing business 
with the Khmer Rou ge and asked them to. 
"look at the long term,” even though they 
were worried about losing their investe - 
ment. And Bangkok, with its “friends,” 3 
was trying to persuade the Khmer Rouge _ 
to comply with the Paris agreement. E 

By friends, Arsa obviously meant China. _ 

















plan for an administrative consultative 
body to back up Cambodia's all-faction 
Supreme National Council (SNC). The 
Khmer Rouge have said they would not 
disarm until the SNC was given more ad- 
ministrative authority and all Vietnamese 
military were proved to have left Cambo- 
dia. Two weeks' earlier, China's Vice-For- 
eign Minister Xu Dunxin held similar talks 
with Khieu Samphan in Bangkok, and was 
said by US officials to have met Pol Pot. ai 
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PHILIPPINES 


Issues held to ransom 


Crime, power struggles lead political agenda 


: ' By Rigoberto Tiglao in Manila 


i fter less than three months in office, 
p A President Fidel Ramos’ administra- 
ve tion gives the impression of being 
' under siege, with public confidence in the 
~ “new government rapidly dissipating amid 
<<a major law-and-order scandal and yet 
. more evidence of damaging power plays 
| Between members of Ramos' inner circle. 
5 Ironically, what served to dampen the 
* ary optimism over Ramos' presidency 
was his publicly announced determination 
to crack down on organised crime, particu- 
-larly kidnapping-for-ransom syndicates. In 
an effort to show how serious he was about 
-tackling this issue, Ramos created a Presi- 
- dential Anti-Crime Commission and ap- 
2 pointed Vice-President Joseph Estrada to 
head it. 

= cc. Ramos and Estrada’s apparent determi- 
* .nation to stop the kidnapping syndicates 
^ Jed to revelations on the extent of such in- 
cidents — 88 since last year involving 
mainly Chinese-Filipino businessmen as 
victims — and that the kidnapping gangs 
operated under the protection of ranking 














e cised by the iral — ae in turn help 
maintain a public perception that serious 
crimes were under control. It is common 
practice for the families of rich kidnap vic- 
tims not to report the matter to the police, 
but to pay ransom and secure the release. 
Therefore, the identity of most victims re- 
mains secret, even if the press speculates 


on the cases. The police also seemed to 
have skilfully managed Manila's media by 
alleging that kidnappings were perpetrated 
either by the communists or rebel soldiers. 

The kidnap syndicates also struck with 
precision, targeting affluent Filipino-Chi- 
nese businessmen's children. The victims, 
who generally have weak links with politi- 
cians and government officials, were cor- 
rectly assessed by the kidnappers as 
preferring to pay the ransom to risking 
their children’s lives. 

Further, the victims were also identified 
closely enough for the kidnappers to know 
the amount their families could afford. 
Some reports suggested that an ethnic Chi- 
nese, said to be either a resident of Hong- 
kong or Taiwan, who had apparently 
mixed socially with the victims, was re- 
sponsible for this part of the operation. 

Despite Ramos’ pronouncements that 
his government would stop the 
kidnappings, it has had little success in 
doing so. For example, the son of a Fili- 
pino-Chinese businessman said to be 
Estrada’s godson was kidnapped in early 
August in the metropolitan Manila munici- 
pality of San Juan where the vice-president 
had been mayor for 17 years. Although the 
Filipino-Chinese was released by the kid- 
nappers a week later, there are conflicting 
reports on whether ransom had been paid. 

At this point Estrada stepped in with 
his own brand of theatrics. Having called a 
news conference to brief the media on the 
crime situation, Estrada ordered the arrest 
of two ranking police officers present for 
alleged involvement in the kidnapping 
syndicates — one of them, Chief Inspector 
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‘task force. To date, chaiges brought against 





the two police officers have been confined 
to illegal possession of firearms. 

This episode then produced what local 
observers in Manila point to as another 
manifestation of the drift and confusion 
within Ramos' government. On 22 August, 
Ramos announced he was dismissing Phil- 
ippine National Police (PNP) chief Maj.- 
Gen. Cesar Nazareno for “mismanagement 
and inefficiency." Although such a move 
may have been a necessary attempt to re- 
store the PNP’s battered credibility in the 
wake of revelations that ranking police 
officers had been protecting kidnapping- 
for-ransom syndicates, some observers pre- 
fer other explanations. 

For example, Ramos' decision bolstered 
speculation in the press that the PNP chief 
was manoeuvred out of his post by a clique 
who wanted to gain control over illegal 
gambling operations in central Luzon, and 


. widely believed to thrive under police pro- 


tection. 

On another front, Ramos' Interior Sec- 
retary Rafael Alunan — one of his most 
trusted officials — is under fire from the 
Senate for allegedly violating the local gov- 
ernment code because of his failure to get 
the governors' approval in the appoint- 
ment of 12 new PNP provincial command- 
ers. 

Meanwhile, and closer to his own office, 
two of Ramos' key officials — National 
Security adviser Jose Almonte and Justice 
Secretary Franklin Drilon — are in conflict 
over the former's proposal to re-orient and 
expand the government's intelligence ser- 
vices. 

That could have been simply a policy 
issue, yet REVIEW sources claimed that 
Almonte — considered to be a close confi- 
dante of Ramos — is out to get the justice 
secretary's head. After Drilon sent a memo 
to the president objecting to the proposal 
without first consulting Almonte. What 
particularly angered the national security 
adviser was that Drilon's supposedly con- 
fidential memorandum had been leaked to 
the media — with suspicion for the leak 
falling on the justice secretary himself — 
and subsequently led to accusations that 
Almonte was trying to build up a Marcos- 
style domestic spy network. 

This row within Ramos' inner circle 
closely followed, and compounded, the 
president's 10 August decision to jettison 
his executive secretary Peter Garrucho be- 
cause of two controversial orders the offi- 
cial issued that were then attacked as un- 
duly favouring certain big-business inter- 
ests. 

Ramos' officials, for their part, have dis- 
missed the apparent lack of direction 
within the presidency by arguing that the 
former general is still involved in laying 
down "stronger foundations" for his ad- 
ministration. a 
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Slow hand of the law 


Sagawa scandal returns after election hiatus 


ByF Robert Delfs in ! Tokyo 


Yor three months there has been no 
word from the Tokyo District Pros- 
- ecutor's Office about their year-long 
investigation into political payoffs by 
former executives of Tokyo Sagawa 
Kyubin, part of Japan's second-largest 
truck delivery service. But with the July 
upper house elections now over, indict- 
ments in connection with the long-simmer- 
ing scandal are expected to be issued soon. 
Hirohasu Watanabe, former president 
of Tokyo Sagawa Kyubin, has reportedly 
told prosecutors that he made payments 
totalling Y2.15 billion (U5$17.2 million) be- 
tween 1988-91 to at least 10 Japanese politi- 
cians, including three former prime minis- 





ters and one current senior faction leader 


of the ruling Liberal Democratic Party 
(LDP). 

The biggest fish in the Sagawa net is 
expected to be Shin Kanemaru, 77, vice- 


president of the LDP and co-leader of its 


dominant Takeshita faction. Watanabe re- 
portedly claims he gave ¥500 million in 
cash to Kanemaru's private secretary in 
June 1989. The money was intended for the 
LDP and the Takeshita faction's war-chest 
to be used in the 1989 Upper House elec- 
tion. Kanemaru's secretary denied these 
reports, which he called “utterly un- 
founded." 

Any charges preferred will probably be 
limited to violations of Japan's relatively 
toothless Political Funds Control Law, 
sources close to the investigation say. It is 
extremely difficult to prove bribery charges 
under Japanese law unless there is specific 
evidence of mutual benefit, and prosecu- 
tors have so far been unable to find clear 
evidence that any politician provided ille- 
gal favours in response to Watanabe's gen- 
erosity. 

Watanabe goes to trial on 22 September 


on breach of trust charges in connection 


with hundreds of billions of yen worth of 
unrecoverable loan guarantees issued in 





the company’ s name to a host of com 
panies, including firms controlled by the 
late Susumu Ishii, former head of th 
Inagawa-kai crime syndicate. : 

Most of the Y2.15 billion that Watanab 
allegedly gave to politicians reported] 
came from Yasuo Matsuzawa, the form 
president of Heiwado Realty Co. Mat: 
zawa, who was indicted with Watanabe: 
breach of trust, has reportedly admitt 
giving Watanabe Y1.95 billion in kickbac 
in return for loans and loan guarantees: 
talling over Y58 billion. 

Watanabe supposedly provided ove 
Y114 billion in loan guarantees to com 
panies linked to yakuza boss Susumu Ishii 
more than twice as much as to Heiwado. 

Watanabe is also said to have funnell 
more than ¥70 billion to politicians. Any 
evidence that kickbacks from gangsters . 
eventually found its way into the hands of 
leading politicians would be extremely _ 
damaging, even without specific charges: * 
of bribery. 2 

Whatever the eventual outcome, the in 
vestigation has already cast a pall over | 










Japanese politics. The expected post-elec- 


tion cabinet shake-up has been postponed 
pending the announcement of indictments, 
as Prime Minister Kiichi Miyazawa re- . 
mains wary of making any changes until. 
he is sure his new cabinet appointees will | 
not face criminal charges. " 
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FOR TELECOM CABLES UNDER 
ASIAN DEVELOPMENT BANK 





The Islamic Republic of 


procurement of outside 
plant for Telephones in 


Corporation now invites 


Last date of receipt of bids 
is 10 September 1992 by 
0930 hours. They will be 
opened publicly the same 
day at 1030 hours. 

No claim will be admissible 
for any incurred expense in . 
connection with preparation —— 
or delivery of bids. 










Pakistan has received lcan 
from the Asian 
Development Bank (ADB) 
in various currencies 
towards the cost of a Third 
Teileicommunication 
Project. It is intended to 
appiy the proceeds of this 
loan to eligible payments 
under the contract for 


Pakistan. The details of 
cables and their 
accessories have been 
provided in the tender 
documents available from 
the undersigned on 
payment of Hs 1,000. 
Pakistan 
Telecommunication 


sealed bids from eligible 
bidders from member 
countries cf Asian 
Development Bank for 
supply of the goods for the 
purpose cf the project. 

All the bids must be 
accompanied by a Bid 
Bond or Sank Guarantee 


equal to 2% of the bid price. 


H.R.Khan Lodhi, 
D.E. (Purchase-l) 
Pak Telecom 
Headquarters, 
Islamabad, 
Tel:92-51-250647 
Fax:92-51-856828 ! 
Telex:5823 PK DGIBA. 
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JAPAN 
-Plutonium blessings 
The US State Department has 
-approved Japan's plan to ship 
‘processed plutonium — 
derived from spent nuclear 
uel — from Europe. The 
epartment said the plan 
satisfied provisions of a 1988 
-US-Japan treaty on nuclear 
“cooperation. Approval was 
equired because the original 
iuclear fuel was supplied by 













: The special plutonium ship. 


_ the US Department of Energy. 
-<A specially-converted 4,800- 
“Stonne vessel, Akatsuki-maru, 

- left Yokohama on 24 August 

* for France, where it will pick 

- up the first one-tonne load. 

_ The plutonium will be used in 
-the new Monju reactor west of 
- Tokyo to reduce Japan's heavy 


sources. Anti-nuclear activists 
and countries on the ship's 
route have criticised Japan's 
ecision to use plutonium — 
nd expressed concern over 
curity for the shipments, 
'hich are expected to total 30 
mnes over the next 20 years. 


More AIDS spending 


A request by the Japanese 
Ministry of Health and 
Welfare for Y10.3 billion __ 
(US$82.2 million) in spending 
related to AIDS, nearly five 
times higher than the present 
level, was approved by a 

















_ dependence on external energy 





Liberal Democratic Party 
committee. Official reports say 
779 people in Japan have 
tested positive for the AIDS 
virus, and 226 new cases were 
recorded in the first half of this 
year. The additional money 
will be used for research and 
to pay for new testing 
equipment at public health 
centres. 


CAMBODIA 
100,000th returnee 


The 100,000th Cambodian 
refugee to be repatriated home 
is expected to arrive in Phnom 
Penh on 28 August. According 
to UN officials, the returnee 
will be in a group arriving in 
the Cambodian capital by train 
from Sisophon. Most of those 
repatriated so far have come 
from Thai border camps, 
where 93,600 refugees from a 
total of 370,000 had returned 
home by 25 August. Other 
returnees have been from 
Malaysia and Indonesia. 


PHILIPPINES 
Marcos homecoming 


President Fidel Ramos has 
given permission to the 
Marcos family to bring home 
the remains of former 
president Ferdinand Marcos 
and those of his mother from 
Hawaii on 1 September. Under 
a 19 August agreement with 
Marcos's widow, Imelda, the 
remains will be flown directly 
to Laoag City in the Marcos 
home province of Ilocos 
Norte. 





CHINA 
Deng's peace offering 


In a rare public utterance, 
patriarch Deng Xiaoping has 
hailed Chinese college 
students as the "generation 
which bridges the century" 
and urged them to "learn 
practical skills and train 
yourselves to be qualified 
personnel." The appeal, in a 
letter drafted on Deng's behalf 
by the communist party's 


general office, seemed to be a 
peace offering to students, 
many of whom reviled the 
patriarch after he sent troops 
to crush pro-democracy 
demonstrators in 1989. The 
"cross-century" allusion 
echoes language used by 
Deng's backers to describe 
efforts to promote reform- 
minded technocrats in the 
personnel reshuffles expected 
at the forthcoming 14th party 
congress. 


TAIWAN 

MiGs fall from favour 
Taiwan's Defence Minister 
Chen Li-an said in mid- 
August that the military was 
seriously evaluating offers 
from different countries to sell 
their jet fighters to Taipei, but 
that it was unlikely it would 
buy Russian MiG29s. Logistics 
and maintenance for the 
Russian aircraft would be a 
problem, Chen said, pointing 
to difficulties China has had 
with weapons purchased from 
the former Soviet Union. 
Analysts say that the US-made 
F16 is the first choice for 
Taiwan’s air force because of 
its high performance and 
reasonable price compared to 
France’s Mirage 2000 and 
other advanced fighters. 


Corruption charge denied 
Senior officials of Taipei’s 
mass rapid transit system have 
denied wrongdoing in an 
investigation into 
misappropriation of funds for 
the US$17 billion 
infrastructure project. The 
rapid transit office has been 
the target of numerous 
allegations of corruption and 





Chen: no MiGs for Taiwan. | i 


unethical practices, forcing 
Communications Minister 
Eugene Chien to defend his 
ministry, which supervises the 
project, against criticism from 
lawmakers. 


THAILAND 
Pro-democracy shield 
Thai police are providing 
special security for 17 
prominent pro-democracy 
activists in the run-up to the 
13 September general election, 
according to the Bangkok Post. 
In a front-page story on 25 
August, the newspaper said 
the 17 include academics and 
radio and TV commentators, 
some of whom have suffered 
attacks by vandals or received 
threats. The police move came 
after two firebombs were 
thrown into the compound 

of Thammasat University 
lecturer and popular TV 
programme presenter 
Chirmsak Pinthong. The editor 
of The Nation newspaper, 
Suthichai Yoon, who also 
appears on radio and Tv, had 
paint-stripper fluid thrown on 
his car. 


Indicators 
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Loaded weapons 


Shina on arms buying spree in former Soviet Union 


ły Tai Ming Cheung in Moscow and Kiev 

ured by the offer of cheap arms from 
| former Soviet Union, China — 

to the consternation of many of its 
egional neighbours — is moving rapidly 
o acquire advanced weapons to replace its 
»utdated arsenal. Russian's willingness to 
iccept a substantial part of the payment in 
'arter is an added attraction. 

China's shopping list includes several 
ypes of aircraft, an aircraft carrier, long- 
ange radar systems and armoured vehi- 
les. Of greater strategic significance is the 
»ossibility that Russia may help upgrade 
-hina's defence industries by transferring 
echnology and production facilities. 

China has already signed several arms 
ontracts, including one worth more than 
JS$1 billion for 24 Su27 fight- 
‘rs. Mikhailov Konstantin, a 
ienior official in the Russian 
oreign Ministry's special com- 
nission on disarmament, says 
|2 aircraft have already been 
lelivered and the rest are ex- 
rected to be sent within the 
wext few months. 

According to Russian 
sources, the 12 fighters are now 
»ermanently stationed at an air 
zase 120 kilometres south of 
Shanghai, though they are ex- 
rected to be routinely deployed 
lown to airfields in southern 
-hina to provide coverage over 
he South China Sea. 

More Su27 sales to China are 
expected soon, with negotia- 
dons taking place on at least another eight 
of the aircraft, diplomatic sources in Mos- 
zow said. Further, Russia has provided two 
additional aircraft virtually free as a good- 
will gesture. Military analysts also con- 
firmed that a contract has recently been 
signed for the purchase of MiG31 Fox- 
hound interceptor fighters. 

There are indications the Su27 and 
MiG31 sales may include the transfer of 
assembly facilities to produce both aircraft, 
according to Western intelligence officials. 
[n addition, they said the Russians may be 
willing to provide other important tech- 
nologies, notably aircraft engines and ra- 
dar-evading stealth technology for China's 
next generation F10 fighter. 

While Russian officials declined to give 
specifics of Sino-Russian arms sales, Maj.- 
Gen. Sergey Karaoglanov, chairman of 
Oboron-Export — the Russian Govern- 
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MiGs for sale in Moscow: anyone can buy. 


ment's chief arms trade organisation — 
said that "full-scale cooperation on produc- 
tion is possible for China and other coun- 
tries in the future." 

Such a development would have a ma- 
jor impact on China's efforts to overhaul 
its outdated defence industries and armed 
forces, which are both heavily dependent 
on copied Soviet technology acquired in 
the 1950s. The People's Liberation Army 
(PLA) has been trying hard to acquire the 
modern weapons needed to fulfil its long- 
sought ambition of becoming a regional 
military power. 

The MiG31s may eventually fit into a 
comprehensive air defence network China 
is also looking to purchase from Russia. 
Lieut-Gen. Valeriy Manilov, chief of the 
information department of the Common- 





wealth of Independent States’ supreme 
command, confirmed that discussions are 
taking place for a "radar location station." 
The deal is believed to include an over-the- 
horizon radar system and tactical ground- 
to-air missiles. There have also been talks 
on China purchasing a small number of 
[176 Airborne Warning and Control System 
aircraft, and sources indicate that a deal for 
three aircraft maybe signed next year. 
Manilov said the most important crite- 
ria in selling arms to China was that "they 
are purely for defensive purposes." But 
other military analysts and Foreign Minis- 
try officials are concerned that Russia's de- 
fence industries’ desperate need to earn 
hard currency has relegated security con- 
siderations to a secondary priority. "The 
definition of defensive arms, especially 
over aircraft, is a bogus one as they can 
easily be used or modified for offensive op- 
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erations," one Foreign Ministry official ar- 
gued. 

Several items on offer or under discus- 
sion clearly have an offensive role. Russian 
arms manufacturers are believed to have 
offered the supersonic Tu22M bomber to 
Peking, which would substantially increase 
China's military “reach.” The Tu22M has à 
range of more than 4,000 kilometres, has 
air-refuelling capabilities, can carry heavy 
bomb and missile loads. 

China has also expressed great interest 
in acquiring the 67,500-dwt Varyag aircraft 
carrier now being fitted out at the 
Chernomorsky shipyard in Nikolayev in 
Ukraine. Although there have been reports 
that the Ukrainian Government has offered 
the Varyag to China, Valeriy Kazakov, 
deputy Ukrainian defence industry minis- 
ter, told the REVIEW that "there has been 
no concrete proposal from the Chinese or 
anyone to buy it." He added, however, that 
^we want to sell the vessel" as it has be- 
come a serious financial liability for the 
shipyard. 

Diplomatic sources in Moscow and Pe- 
king say a series of talks between Chinese 
and Ukrainian officials over the Varyag 
have stalled over the high price 
being asked by Ukrainian ne- 
gotiators. Nevertheless, one 
well-informed observer main- 
tained the Chinese remain in- 
terested in the carrier and are 
preparing to make another bid 
for the vessel. A Chinese naval 
delegation is believed to have 
visited the Chernomorsky 
shipyard in June to inspect the 
ship. 

Japanese newspaper reports 
estimated the carrier would 
cost at least US$2.4 billion, 
though Kazakov said the final 
price would depend on the 
equipment involved. Analysts 
point out that heavy additional 
costs would be incurred in 
making the Varyag fully capable, includ- 
ing the purchase of suitable aircraft and 
warships and logistics vessels to defend 
and support the carrier. 

If China were to acquire the Varyag and 
attendant equipment, analysts say it would 
swallow up most of the PLA's procurement 
budgets for the next few years. China's 
defence budget this year totalled Rmb 32 
billion (US$6 billion), and only a small pro- 
portion of this has been set aside for buy- 
ing weapons. 

But in their eagerness to win deals to 
support their near-bankrupt defence indus- 
try, Russian arms dealers are willing to ac- 
cept barter goods as partial payment for 
their weapons. For example, Karaoglanov 
said China would pay 659; of the US$1 
billion contract for the Su27s in barter of 
consumer products and the remaining in 
hard currency. * 
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Loss of confidence 


Both New Delhi and militants alienate Kashmiris 


By Rita Manchanda in Srinagar 


ndian Prime Minister P. V. Narasimha 
| Rao has recently been leaning towards 

the idea that holding new state ass- 
embly elections in Jammu and Kashmir 
will reverse the state’s growing separatist 
tendencies. But given the Kashmiri dis- 
illusionment with New Delhi and the 
heavy-handed military response to the 
state’s three-year insurgency, any election 
is likely to create more problems than it 
will solve. 

Speaking at a recent public rally in New 
Delhi, the prime minister held up Punjab 
— another separatist-minded state, where 
elections were recently held — as the 
model for Kashmir. What was ignored was 
the fact that his ruling Congress party’s vic- 
tory in Punjab was a hollow one, because 
of a state wide polls boycott by militant 
Sikhs fighting for their own state of 
Kalistan. D 

When Home Minister S. B. Chavan vis- 
ited Srinagar in- Jály to assess when elec- 
tions could be held, Kashmir governor G. 
C. Saxena assufed him that the tide of mili- , 
tancy had turned and-the, disillusioned | 
people had begun the lóng march back to 
normalcy. $ri&abar television showed! 
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Chavan beaming in the midst of local poli- 
ticians like former Kashmir chief minister 
Farooq Abdullah and local Congress party 
boss Ghulam Kar — leaders, observers say, 
who are totally discredited in the eyes of 
most Kashmiris. 

"For the first time since the insurgency 
began people are coming forward to meet 
me," Chavan observed, as evidence of the 
changing times. The official media made 
much of his tour of the valley, but omitted 
to mention that he was preceded by a 
"road-opening party of the 
army." 

As an elder at the pil- 
grimage town of Chahar 
Sherif told the REVIEW: 
"They can import candi- 
dates from the Hindu and 
Buddhist majority [areas] of 
Jammu and Ladakh in the 
state and declare them 
elected. But how can a po- 
litical process be possible 
unless the confidence of the 
common man is restored?" 

The elder had just 
brought back from hospital 
his limping son — one of 


lege they were tortured with electric shocks 
following a crackdown by paramilitary 
forces. The paramilitary troops on duty in 
Kashmir have been accused of numerous 
atrocities, as well as rape and theft. 
Saxena's aides, however, claim that the 
people no longer regard the security forces 
as monsters. “We have the satisfaction [of 
knowing that] we are saving the valley 
from domination by fundamentalist forces 
and externally inspired terrorism." 

Many observers disagree with this offi- 
cial view. One cited an incident in the bor- 
der town of Baramulla on 25 June: during 
a search operation, security forces shot 
dead four women marching in protest to- 
wards a makeshift interrogation centre 
where, it was alleged, their men were be- 
ing tortured. According to an official in- 
quiry, the women were caught in a cross- 
fire. 





the scores of men who al- Indian troops in Kashmir. 


America's Easi options 


By Susumu Awanohara in Washington 


At a time when the future direction of US 
security policy towards Asia and the Pa- 
cific is assuming increasing importance, 
the Pentagon has submitted to Congress 
the latest version of its East Asia Strategy 
Initiative (Easi) that emphasises the US 
military playing a greater regional role. 

However, given that the current Easi- 
Il statement was separated from the origi- 
nal 1990 Easi-I by the demise of the Soviet 
Union and the Philippines' decision to 
end the US bases agreement — which fed 
pressure to reduce US forces in Asia faster 
than the various Easi studies proposed — 
the latest version is a somewhat bland 
statement that reads much like the first 
report. 


Although the former Soviet Union's 
military capability in Asia — now inher- 
ited by Russia — will remain, superpower 
rivalry has ended, the new study says. 
Instead of concentrating on the old Soviet 
threat, “the US regional role, which had 
been secondary in our strategic calculus, 
has now assumed primary importance." 
Further, it states that preventing "the rise 
of any hegemonic power or coalition" in 
the region is now a key US objective in 
the post-Cold War era. 

This preoccupation with potential re- 
gional hegemons is reminiscent of the 
controversy early this year over a leaked 
draft of the Defence Planning Guidance 
document that defined overall US strat- 
egy for the 1990s. While this document 
reportedly was largely consistent with es- 
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tablished US positions, its call to "discour- 
age [regional powers] from challenging 
our leadership" and to "[deter] potential 
competitors from . . . aspiring to a larger 
regional or global role" invited criticism, 
as did its explicit dislike for multilateral 
approaches to security issues. 

Although US officials who worked on 
the Easi reports stress there are no Asian 
powers now threatening regional stabil- 
ity, and “we did not want to invent new 
threats," as one put it, Japan and China 
are clearly seen as candidates. Easi-II says: 
"The continuing US presence in Japan and 
the strength of the US-Japan security rela- 
tionship are reassuring to many nations 
in the region as well as to Japan." 

Restraint prevailed in comments about 
China. Easi-II says: "It is important that 
[China's] role be a positive one consistent 
with peace and stability," which contrasts 
with the passage in Easi-I that "China con- 
tinues to place military modernisation at 
the bottom of its 'four modernisations' 
and thus its posture does not currently 
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In another incident, in the centre of 
rinagar on 2 July, a minibus tyre burst 
nd paramilitary forces manning a nearby 
unker panicked and open fire. Seven peo- 
le were killed, according to Bilal Ahmed, 
‘ho works at a nearby taxi stand. Radio 
ashmir said they had been caught in a 
rossfire. True or not, incidents like this are 
ve. stuff of militant folklore and serve to 
eepen the alienation of the people from 
Ye state and central governments. 

This, according to respected Kashmiri 
2ader Maulana Ansari, hardly helps 
larasimha Rao's expressed aim of creat- 
1g conditions conducive for the holding 
f elections. "It's absurd to talk of reviving 
»e political process when every house is 
volved. Even those who had a vested in- 
»rest in maintaining links with Hindustan 
India] have been victimised.” 

The militants, meanwhile, are getting 
older — to the extent that they even meet 
jurnalists openly, instead of the former 
actice of using remote houseboats or 
afehouses. At Friday prayers in a mosque 
n Srinagar recently, the militant group Al 
Jmar's acting leader, wearing dark glasses 
vith his face swathed in a black scarf, was 
ipenly addressing a condolence meeting 
or his brother-in-law who had died while 
1 military custody. Members of other mili- 
ant groups, including the Jammu Kashmir 
Aberation Front (JKLF), Al Jehad and 
khwan also spoke. Later, at the home of 
4l Umar's acting chief, this correspondent 
vas able to meet other JKLF leaders. The 
inly precaution the militants took was to 
ordon off the area with boys armed with 
valkie-talkies. 


resent a major military threat." 

Those who are worried about China 
nserted specific points in Easi-II. "Pe- 
ing's policies toward Hongkong, Tai- 
van, Korea and Vietnam will remain ba- 
ometers of its orientation . . . Peking's 
'olicies with respect to nuclear and mis- 
ile proliferation remain matters of seri- 
us concern . . . In February 1992, China 
eaffirmed its claim to the Spratly [Is- 
ands] and, unfortunately, showed its 
eadiness to use force to back up its 
laim." 


s any discussion of multilateral consul- 
ations, which Easi-I explicitly opposed. 
"he 1990 document had meo Dci how 
he US wanted to continue dealing with 
\sian security problems mainly through 
ts bilateral ties; how Japan felt con- 
trained by its ^peace" constitution from 
ngaging in collective security and how, 
upposedly, other Asian countries were 
lso reluctant to forge regional security 
irrangements. 
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Despite the ease with which these 


groups seem to move among the popula- 
tion, it is also increasingly the case that 
middle class Kashmiris are becoming disil- 
lusioned with the militants, on account of 
the kidnappings and extortion that some 
groups have been resorting to. For exam- 
ple, when Al Umar chief Mushtaq Zargar, 
a self-styled latter-day Robin Hood, was 
arrested there was a sigh of relief from the 
middle class residents who had been his 
main victims. 

It is perhaps this ambivalence among 
the civilians that prompts Saxena to claim 
that militancy is waning. He also cites the 
995 surrenders by militants in recent 
months and insists that a third of the mili- 
tants are inactive, leaving only about 3,000 
of them in the field. 


Echoing this optimistic outlook, the of- 


ficial media daily publishes details of men 
and weapons captured by the security 
forces. But the heavy toll on the security 


forces continues, though indications are | 


that it is running below 1991's high casu- 
alty figures. Up to June this year, 47 para- 
military personnel had been killed against 
158 for the whole of last year. 

When Narasimha Rao warmed to his 
election theme recently in New Delhi, op- 
position politicians warned the govern- 


ment against precipitating elections in | 
Kashmir at this juncture. Indeed, for young _ 
Kashmiris, in line for recruitment to the | 


ranks of the militants, "it makes no differ- 
ence if there is a governor or chief minister. 
Nothing short of a plebiscite [self-determi- 
nation for Kashmir] is acceptable," an old 
resident of Dial village said. E 


Easi-l was successful in convincing 


Congress and the US public that only a 
modest reduction of US forces in Asia — 
from about 135,000 personnel, including 
25,000 afloat on ships, in 1989 — was war- 
ranted in the first of the new strat- 
egy (1990-92). The planned cutback of 
military personnel by 15,250 (about 11%), 
plus an additional unplanned reduction 
by 8,100 resulting from loss of bases in 
the Philippines, will be completed by late 
1992. Further reduction of roughly 10% is 
planned for the second phase (1993-95). 
A key question is whether the Penta- 
gon can resist rising pressure from Con- 
gress and the public for a more drastic 
reduction, particularly if the Democratic 
Party wins the November presidential 
election. In a recent editorial, The New 
York Times said the US mission in the Pa- 
cific had shifted from containing commu- 


nism to ing potential Asian rivals at 
arm's length from one another, adding: 


“There’s no good reason for America to 
bear this regional security burden.” m 
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The Ozawa game plan 


Ruling party chief wants to redraw political map 


By Robert Delfs in Tokyo | 


chiro Ozawa is a man with a mission. 

The acting chairman of the ruling Lib- 

eral Democratic Party's (LDP) Takes- 
hita faction wants to be Japan's first real 
post-war leader, whom history will credit 
with recasting the structure of the coun- 
try's domestic politics and reshaping its in- 
ternational role. 

Ozawa's main objective over the next 
three-to-five years is to revise or reinter- 
pret constitutional restraints on the use of 
the country's armed forces so that Japan 
can play a more active international secu- 
rity role. This includes participation in col- 
lective security arrangements — for exam- 
ple, as part of a future Asia-wide security 
system — or exercising a broader role un- 
der Japan's existing security alliance with 
the US. Ozawa would like Japan to be able 
to participate fully in future multinational 
task forces, such as the US-led alliance 
which turned back the Iraqi invasion of 
Kuwait. 

Ozawa is not the first Japanese leader 
to adopt thesé goals. Constitutional revi- 
sion has been a constant feature of the LDP's 
official platform since the 1950s, but Ozawa 
may have a better chance to realise them 
than the politicians who rose to power in 
the decades immediately after World War 
II. 

One of those, Yasuhiro Nakasone, is the 
most prominent hawk among the senior 
LDP leaders. He increased Japanese defence 
spending during his stint as prime minis- 
ter in 1982-87, presenting Japan as the 
Western powers' "unsinkable aircraft car- 
rier" in the Pacific. 

But Nakasone also alarmed China, 
other neighbouring countries and anti-war 
groups in Japan by making an official visit 
to the Yasukuni Shrine honouring Japan's 
war dead on 15 August 1984, the 40th an- 
niversary of Japan's surrender in World 
War Il. In sharp contrast to Nakasone, 
Ozawa has tried to distance himself from 
this kind of traditional ultra-nationalist ges- 
ture. 

"Nakasone is fundamentally a monar- 
chist, a Bonapartist, and even more funda- 
mentally a fascist,” alleges political com- 
mentator Shigezo Hayasaka, an aide to 
former prime minister Kakuei Tanaka who 
has close ties to the Takeshita faction. 
“Ozawa, on the other hand, comes out of 
the post-war democratic tradition. He is a 
Japanese-style democrat.” 

Hisahiko Okazaki, a diplomatic strate- 


zd 


gist with close ties to Nakasone and until 
recently Japan's ambassador to Thailand, 
agrees that Ozawa is pursuing the same 
fundamental policies as Nakasone. 
"Ozawa maintains that he is a military re- 
alist but not an ultranationalist,” Okazaki 
told the REVIEW. “He believes that the ma- 
jority of the public is indifferent to issues 
like the Yasukuni Shrine, and that the only 
important thing is to depart from the exist- 
ing post-war policies . . . and enhance Ja- 


pan's stature in the international commu- 
nity." 

An important vehicle for advancing 
Ozawa's vision for the future is the LDP’s 
Special Study Group on Japan's role in the 
international community. Set up in 1991 





Ozawa wants to enhance Japan's military role. 


and chaired by Ozawa, the group is popu- 
larly known as the Ozawa Committee. Its 
first draft report last February was a de- 
tailed analysis of post-Cold War geopoliti- 
cal changes. 

The report called for re-interpreting Ar- 
ticle 9 of the Japanese constitution so that 
Japan "can cooperate in ways that include 
the use of force in overseas peacekeeping 
and peacemaking operations, provided 
that this cooperation is part of international 
actions agreed to by the community of na- 
tions." 

The committee has also been important 
as a means of strengthening Ozawa’s ties 
to like-thinking younger members of other 
LDP factions, such as Shoichi Nakagawa 
(Mitsuzuka faction), Hiroshi Imazu 
(Komoto), Gen. Nakatani (Miyazawa) and 
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Eizaburo Maejima (Watanabe). 

To accomplish these objectives, the 50 
year-old Ozawa intends to redraw Japan': 
political map, breaking the uninterruptec 
stranglehold his own party has held or 
political power in Japan for the past 4 
years and forming two new conservative 
parties out of the present LDP and centris 
parties. 

The Takeshita faction, more than the 
LDP as a whole, was the real winner in th« 
July upper house election, gaining foui 
seats to boost its combined total in bot 
houses to 111, equivalent to nearly 30% o! 
all LDP parliamentarians. 

Together with the 31 seats held by the 
fifth-ranked Komoto faction of forme: 
prime minister Toshiki Kaifu — now vir- 
tually an extension of the Takeshita factior 
— and the support of several other non 
affiliated members, the Takeshita factior 
commands about 40% of LDP parliamen- 
tarians, twice as many as any other faction 

Since the July election, however, numer- 
ous Japanese publications have quoted 
Ozawa as saying he intends to build a 200- 
member strong political force 
over the course of the nexl 
two upper and lower house 
elections. Ozawa's office offi- 
cially denies he made the re- 
mark. But most of Tokyo's 
political world considers the 
report to be indisputable 
proof of Ozawa's intent is to 
destabilise the existing bal- 
ance of power with the other 
LDP factions. 

For nervous members of 
other LDP factions, the writ- 
ing may already have been 
on the wall during the July 
upper house election. Then, 
the Takeshita faction initially 
grabbed nine of the top 18 
slots on the party's list of can- 
didates for proportionally al- 
located seats, leaving three 
spots for the Watanabe and 
Mitsuzuka factions and two 
to Prime Minister Kiichi Miyazawa's 
group. Protests eventually forced the 
Takeshita camp to surrender two slots to 
other factions. 

The election tactics adopted in Kochi 
and Nara prefectures offered more sam- 
ples of things to come. 

In Kochi, Sadao Hirano ran as an inde- 
pendent to defeat LDP incumbent Kanzo 
Tanigawa, a member of the Mitsuzuka fac- 
tion. Hirano, an Ozawa protege, is among 
the best-known of several nominally inde- 
pendent members of the LDP who belong 
to the Takeshita faction. In Nara, the win- 
ning LDP candidate was Minao Hattori, the 
son of a former incumbent. Hattori's father 
was a member of the Miyazawa faction, 
but the young Hattori has joined the 
Takeshita group. Lj 
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Traveller 's Tales 


s a veteran of two US political 

party conventions in six weeks 

and thus an expert on the subject, 

I would submit that there is an 
»ptimum size for convention sites and that 
he mammoth Astrodome complex ex- 
seeds it. The Republicans chose this home 
f the Texas baseball team Houston Astros 
or their 1992 convention. 

There, everything was "Texas-sized," 

Tom the convention hall using half of the 
Astrodome's indoor ballpark, to the 50- 
foot-tall banners adorning the dome's out- 
side walls, to the thousands of immense 
»alloons waiting to be released from the 
15-story-high ceiling inside. The adjoining 
Astrohall easily accommodated the press, 
15,000 strong and much ma- 
ligned by the Republicans for 
its alleged liberal bias. 

The key problem was the 
expanse of the convention floor 
where party delegates from the 
states cheered, booed, chanted 
and paraded. Speakers on the 
podium had difficulty connect- 
ing with the delegates, whose 
response came with a slight but 
confounding lag. For delegates 
sitting in the back, the speaker 
on the podium was a speck in 
the distance, though his or her 
enhanced image appeared on 
two gigantic screens above. It 
was hard for the listener to feel 
one with the speaker or with 
fellow Republicans on the floor 
— though this probably had as 
much to do with the divisive 
content of many speeches as with physical 
distances. Often, the famous Republican 
display of exuberance and patriotism 
seemed to evaporate into the black dome. 

To be sure, the most electrifying speak- 
ers — notably former president Ronald 
Reagan — were hardly handicapped by 
the size of the venue. But many others 
were. And size perhaps added to President 
George Bush's anxiety, too, as expectations 
steadily rose for his speech accepting 
renomination at the climax of the four-day 
event. Republicans from disparate strands, 
press pundits and other political junkies — 
whether sympathetic, neutral or hostile to 
Bush — all agreed on one thing: Bush had 
better make the speech of his life if he 
hoped to catch up with his opponent, Bill 
Clinton. Bush needed a home-run. 

This GOP convention was an all-out at- 
tack on Clinton and the Democrats con- 
trolling Congress. Speaker after speaker 
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News flash: there has been an Elvis 
sighting in Houston. 


extolled Bush's foreign policy experience, 
military service, dedication to family val- 
ues and above all, his decency as a man, 
stating or insinuating that Clinton was the 
president's polar opposite. Democratic 
Congress was the cause of all that is wrong 
with America, the speakers said. 

To help the media understand, the Re- 
publicans handed out a massive document 
called "Platform Comparison." For exam- 
ple, “Families are the home of freedom" 
for the GOP but Democrats routinely try to 
"replace family functions by bureaucratic 
social services." 


On Asia, the GOP platform "supports 


democratic reform in China, maintaining 
the relationship in order to encourage such 















reform," while the Demo- 
crats "threaten to cut off 
trade." The Democrats were 
silent on Japan and Tai- 
wan, but the GOP plat- 
form calls for greater Ja- 
panese responsibility shar- 
ing and "reaffirms commit- 
ment to Taiwan and to de- 
ter any effort to alter its status by force." 

On trade, the Gop is “unequivocal in its 
support for free trade," but the Democratic 
platform, while speaking of expanding 
trade, “studiously avoids the words ‘free 
trade' and uses vague code words for pro- 
tection.” The Democrats have proposed 
“punitive taxes on foreign businesses that 
invite retaliation," but the GOP platform re- 
jects this proposal, the platform compari- 
son document said. 

Asian visitors, who mainly focused on 
US foreign policy, said they were generally 
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more comfortable with the GOP platform. | 
They did not mind a little Congress bash- 
ing and were pleasantly surprised to see 
some Asian Americans playing a visible 
role in the convention. 

But the Asians also took in how demons 
were being created by some gays, femi- 
nists, single parents and other deviants, 
and how moderate Republicans felt uneasy 
inside the party's "Big Tent." Former presi- 
dential candidate Patrick Buchanan de- 
scribed the Democratic convention as "that 
giant masquerade ball . . . where 20,000 
radicals and liberals came dressed up as 
moderates and centrists." Congressman 
Newt Gingrich contrasted "the Republican 
commitment to the values of the American 
people and the Democrats' 
growing commitment to the 
promotion of a multicultural 
nihilistic hedonism." 

Bush's culminating per- 
formance was impressive but 
opinion varied on whether he 
had hit a home-run. Referring 
to Clinton's alleged flip-flops, 
Bush said: "He's been spotted 
in more places than Elvis 
Presley.” He also called 
Clinton's economic plan “Elvis 
economics" because if imple- 
mented, "America will be 
checking into Heartbreak 
Hotel." Campaigning in 
Mississippi the next day, 
Bush said people should 
treat Clinton and his run- 
ning mate, Tennessee 
Senator Albert Gore, "the 
way Elvis would: Return to 
Sender! . . . Send them back 
to Arkansas and Tennes- 
see." 

That day, I was in 
Memphis, Tennessee — 
the late Elvis hometown. 
Driving, I scanned on the 
radio for reactions to the 
frequent references to the King's immortal 
works and found none. But there sure was 
an awful lot of country music and fierce 
preaching. Welcome to the Bible Belt, the 
bastion of the Religious Right that had 
taken over the GOP platform on social is- 
sues. A battle has been joined for the 
"Reagan Democrats" in the southern states. 

I| am told that from now until Novem- 
ber, big issues will take a back seat to cam- 
paign pitches that sell in each state. Expect 
Asia policy to be on autopilot — except 
where it has local relevance. T 
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Look at the 
overall performance. 


You buy a business jet to save time. But a fast cruise 
speed isn't the only way to cut travel time. Also 
compare climb rates and cruise altitudes. Jets that 
climb quicker to higher altitudes often get the 
quickest takeoff clearance — which can save long 
waits on the ramp. 

Some jets also can operate safely, and without noise 
restrictions, in and out of smaller airports with short 
runways. This can often get you much closer to your 
destination and save even more travel time, While 
sparing you the hassle of busy metropolitan airports. 


Look at the 
operating cost. 

Fuel usage is clearly a major portion of the total 
operating cost. So be sure to carefully evaluate the fuel 
efficiency of each business jet. 

But there can also be significant differences in the 
cost of maintenance, because jets with complex 
systems are more costly to maintain. Simpler is better. 
Some jets even cost less to maintain than turboprops. 


Look at the reliability. 


Like most of us, business jet manufacturers don't 
like to spend unnecessary money. And the cost 
for warranted repairs comes right out of the 
manufacturer's pocket. 

So the length of the manufacturer's warranty is 
a pretty good indicator of the aircraft's history of 
reliability, and of the quality of the product. 


Look at the 
support network. 


Ask about the number of service facilities. Ask 
if they are strategically located around the world for 
your convenience. Ask if they carry large inventories 
of spare parts. Most importantly, ask for a list of 
current customers for you to contact. And be sure 


to call them. 
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Howto shopfor 


Look at the safety features 
and safety record. 


While all business jets have a good safety record, 
some are simply outstanding. Check the record and 
look for important safety considerations, such as 
cockpit visibility, landing speeds, and handling charac- 
teristics. Single-pilot certification by the FAA is also an 
excellent indication of operational ease and safety. 


Look at the technology. 


New technology has made some of today's business 
jets safer, faster, more reliable, and less expensive to 
operate. But others still employ airfoils and aerodynamic 
ideas developed before 8-track tapes were invented. 
Ask for dates and details on aircraft technology. 


Look at the cabin comfort. 


Make sure a person seated in the back has the same 
head and shoulder room as someone seated in front. 
Some aircraft taper inward at the back of the cabin. 

The best way to evaluate any business jet is on a 
typical business trip. During the flight, pay attention 
to the noise level. See whether you could conduct an 
in-flight business meeting comfortably. 


Look at the luggage space. 

Like a car with a tiny trunk, a business jet with 
insufficient baggage space severely limits your 
flexibility and comfort. 

Cubic footage tells part of the story. But the 
number can be misleading if the space is an odd shape. 
Look for a large compartment that's the same shape as 
your luggage — rectangular. And make sure bags can 
be loaded from outside, and don't have to be dragged 
through the cabin. 


Look at the resale value. 


Generally, the aircraft models with the largest 
worldwide fleets have the highest resale values. A large 
fleet ensures the availability of parts and service in the 
future, eliminating fears of buying a jet that may 
become obsolete. An aircraft with a high residual 


value means lower cost to you. 
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a business jet. 


10. Look at the models everybody else is buying. 


Look at the Cessna Citations. More than one of We invite you to do your own comparison. We're 
every two light and medium jets delivered in 1991 confident that you will arrive at the same conclusion: 
were Citations. The reason is simple. Citation business jets make the best business sense. 

Businesses all over the world compared business For more information, write to Steve Pinault; 


jets for performance, cost of operation, reliability, Cessna Aircraft Company; Post Office Box 7706; 
safety, cabin comfort, and all the rest. And nearly Wichita, KS 67277. Phone 316-941-6056. 
60 percent of them bought Citations. Fax 316-941-6640. 


CitationJet 


The Sensible Citations "1 
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Cadets engage in morning exercises at the Indonesian army academy in Magelang, Central Java. 
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MARGOT COHEN 


Marching to a crossroads 


Military's role in society is questioned as red threat ebbs 


By Margot Cohen in Palu, Central Sulawesi 


steady drumbeat rose from the 
taut green tents of a makeshift 
army camp. It was not a warn- 
ing, but an invitation. Tonight 
cadets from Java's elite military academies 
would join hands with Central Sulawesi 
village youth in a Kaili folk dance of friend- 
ship, the badero. Laughing and chanting, 
the dancers rotate in concentric circles, feet 
thrust forward in synchronised step. 
The July festivities in Mantikole village 
reflected the image long cultivated by the 
Indonesian armed forces (Abri): a military 
hand-in-hand with smiling civilians, mov- 
ing toward development and prosperity. 
While the military wields enormous power 
under President Suharto's government, it 
continues to call itself an "army of the peo- 
ple,” harking back to the glory days of 
guerrilla warfare against the Dutch. 
This historical legacy serves as the bed- 
rock of "dual function," a unique doctrine 
that recognises the military as a sociopoliti- 


cal force as well as the defender of the na- 
tion. In concrete terms, "dual function" 
translates into influential and potentially 
lucrative posts as ministers, governors, re- 
gents (heads of subdivisions of provinces), 
district heads, village heads, ambassadors, 
parliamentarians and managers of state 
enterprises. 

But as the 71-year-old Suharto ap- 
proaches the end of his fifth five- year term, 
the civilian-military dance hardly looks 
smooth. In recent weeks, scholars, politi- 
cians and retired generals have publicly 
questioned the military's reach, prompting 
a spirited defence of "dual function" from 
top army brass. 

Much of the debate centres on a July 
proposal from two political scientists for a 
reduction of the 100 seats in the legislature 
allotted to the military. The president, an 
army general who rose from guerrilla 
ranks, initially sought to quell the contro- 
versy in a speech on 9 August in which he 
dismissed the critics as ignorant of Indone- 
sian history. He took a softer line in his 
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annual state address on 16 August, open- 
ing the door to a reduction in military seats. 

In fact, no other nationwide political 
force has emerged to push the military out 
of the ruling circle. Instead, many Indone- 
sians are looking to the military to adjust 
"dual function" to a new era. Global de- 
mocratisation has stirred demands for 
more openness in the government. And as 
a new generation comes of age — the first 
with no direct experience of the traumatic 
1965 coup attempt and its grisly aftermath 
— the desire for change has begun to over- 
shadow the longing for stability. 

Youth led the independence struggle 
more than four decades ago, at a time of 
constant interaction between civilians and 
guerrillas. That generation created today's 
Indonesia. Despite recurring tensions be- 
tween civilians and the military, these his- 
torical bonds helped preserve unity. 

Indonesia's future depends on whether 
these bonds can be forged anew. A 
professionalised military runs the risk of 
growing more remote. What is the "army 
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if the people" doing to shore up mass sup- 
sort? How is the armed forces preparing 
fficers for their role in social and political 
ife? What changes lie ahead for "dual 
unction"? The answers start in Central 
'ulawesi. 


$ 


Tigers, Sharks, Eagles, Antelopes and 
juffaloes converged on the provincial capi- 
al of Palu in late June, fresh off the boat 
rom Java. These are the names of the five 
eams involved in this year’s Cadet Inte- 
"ration Exercise. Each team, a painstaking 
nix of cadets and civilians in their early 
'Üs, was dispatched to an impoverished 
rllage for a four-week stint of community 
levelopment work. 

Joining the third-year cadets from the 
»restigious army, navy, air force and po- 
ice academies are students from the Uni- 
versity of Diponegro in Semarang, the civil 
service academy in Bandung and the Uni- 
versity of Tadulako in Palu. The head 
ount is 1,267 — 1,257 males and ten fe- 
males — with some 65 per cent coming 
from the armed forces. 

The importance of this annual exercise 
s explained at a military briefing: it ex- 
poses cadets to conditions in the country- 
side; it highlights the military's 
official role as a dynamic force 
for development; it inspires 
youth from the outer islands to 
join the military academies, 
thus reducing the concentration 
of Javanese officers (a key goal 
in light of ethnic sensitivities in 
this diverse archipelago). Most 
important, a colonel says, the 
annual exercise creates mutual 
understanding among Indone- 
sia’s future leaders, military 
and civilian. “Their mode of 
thought must be the same,” 
says Col Sipayung. "We share 
one nation, one destiny." 

Students and cadets cer- 
tainly look the same in 
Mantikole, 29 bumpy kilome- 
tres from Palu. The 238 Tigers 
appear for the 6:45 a.m. roll call in olive T- 
shirts, camouflage pants and heavy black 
boots. They stick out in this village, popu- 
lation 950, where men pack crude knives 
at the hip and women cover their faces 
with gummy white rice powder. Most 
adults here are farmers with an elementary 
school education. Mountain springs cas- 
cade over nearby rocks, but the bare homes 
still lack clean tap water, and hardly any 
have toilet facilities. 

After a breakfast scooped out of bat- 
tered tins, the Tigers briskly apply their 
muscle to the work at hand — renovating 
a mosque, repairing à church and provid- 
ing a new house for the pastor. (In all five 
villages, the military has pointedly spread 
its largesse among the religions, in line 
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with Pancasila, the national ideology that 
includes belief in God, the sovereignty of 
the people, national unity, social justice and 
humanity.) Organised shifts of villagers 
assist. 

Compared to the rigours of academy 
life, this is summer camp. In late afternoon, 
the Tigers frolic in the hot springs or split 
open a few coconuts with the locals, who 
seem genuinely pleased by their presence. 

After dinner, the Tigers hurry down the 
road to continue work on the mosque. 
Crouching on the floor, they lay heavy tiles 
in swift, sure motions. "They are very skil- 
ful" comments Mulyono, a 22-year-old 
farmer looking on. For him, the gleaming 
mosque proves Indonesia is better off with 
a president who was a military officer. 

The Tigers also impart new knowledge. 
Villagers assemble for a lesson in making 
ketchup out of coconut juice. Their educa- 
tion continues with a 90-minute film, 
Crushing the Remains of the Indonesian Com- 
munist Party in Southern Blitar, billed as a 
true story. On screen, the Communists are 
shown shooting and slitting the throats of 
devout Muslim villagers, revelling in every 
gory deed. In the end, the military delivers 
peace and prosperity. 

At night, the youths swap stories about 





Cadets participate in a public-works project. 


school, family and their impressions of 
Mantikole. It never occurs to Indonesia's 
future leaders to discuss politics, social con- 
flicts or ^dual function," and neither is such 
dialogue encouraged by the military, de- 
spite the stated goal of fostering mutual 
understanding. 

These youths, like the villagers around 
them, are products of a quarter century of 
systematic depoliticisation under the 
Suharto government. Indonesia's growing 
press freedom does not counter the trend 
as much as might be expected. 

Some cadets frankly assert their prefer- 
ence for a leader drawn from the military, 
but flexibility seems more the rule than the 
exception. “At this moment, perhaps many 
of those with ability come from Abri," says 
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Sanny Padmaatmadja. “But in the future, it 
can be civilians. Everybody has a chance." 
With conviction, he adds: "There is no mili- 
tary domination in our government." 


* 


The same claim is made by a buffoon 
playing the role of the president in à 
political satire in Jakarta, who keeps pro- 
claiming: "This government is not milita- 
ristic! This government is not authoritar- 
ian!" The satire, a one-night-only perform- 
ance, is named Honoured Session of Devils 4, 
5, 6. . . They're all the Same! an apparent 
allusion to the upcoming sixth session of 
the People's Consultative Assembly. The 
audience, mostly people in their 20s, 
laughs raucously as a military character, a 
robot, steps onto the stage wielding an 
oversize gun. Zapping each of the ghoul- 
ish parliamentarians present, he bleeps 
litsus — the term for the background check 
performed on all civil service applicants to 
ensure that they are not tainted by com- 
munist ideology. 

As the military plants goodwill in the 
countryside, cynicism grows in Indonesia's 
urban centres. Jakarta taxi drivers, ever 
ready to defend the "little man," grumble 
about military connections with big busi- 
ness. The antagonism perme- 
ates Indonesia's reviving, 
though marginal, student 
movement in Yogyakarta and 
other cities. ""Dual function’ is 
military dominance, which 
makes people downtrodden 
and scared," says Yusdi, a Uni- 
versity of Cokroaminoto law 
student. 

Such students, however, see 
little hope of matching the 
achievements of their peers in 
Thailand. Their own movement 
is mired in petty quarrels, and 
enjoys little support from the 
middle class. The students are 
now trying to seek allies among 
disgruntled farmers and work- 
ers, but progress is slow. They 
recognise that some officers 
also desire changes at the top, but abhor 
the idea of working alongside the military 
like their predecessors in 1966. From their 
standpoint, the students who helped to 
oust Sukarno were simply manipulated. 

The distrust is mutual. These students 
do not get invited to the annual joint exer- 
cises. In fact, most officers view the stu- 
dent activists as ill-informed at best and 
subversive at worst. 

During the elections, the armed forces 
struck a fairly neutral stance, compared to 
its previous heavy-handed support for the 
ruling party, Golkar. Many Indonesians, 
including some student leaders, took this 
as a sign that the military is ready to em- 
bark on a path to reform. 

Yet there is a glaring lack of consensus 
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— both within the military and between 
military and civilian groups — over which 
way the armed forces should go. The ca- 
cophony looms as Suharto ages without a 
clear successor. One camp argues in favour 
of improving education and communica- 
tion. Another believes such reforms will 
only strengthen the military's hand. Some 
officers think stability lies in gradually giv- 
ing way to upwardly mobile civilians. 
Other officers, along with civilians, argue 
that the military presence in the bureauc- 
racy is the key to integrating the diverse 
archipelago. As Eastern Europe and the 
Soviet republics writhe under the pain of 
ethnic conflict, Indonesia's "dual function" 
draws support at home. 

In 1965, the obliteration of suspected 
communists left a vacuum in civilian lead- 
ership that was quickly filled by a top- 
heavy military. Continuing restrictions on 
political activity have retarded the resur- 
gence of civilian leaders, leaving the mili- 
tary well ensconced. Today, 12 out of 27 
governors are military men, as are 134 of 
the 299 regents. Suharto’s 41-mem- 
ber cabinet contains 12 military men, 
including the influential ministers 
for home affairs, the judiciary, and 
political and security affairs. 

These figures represent a gradual 
decline, and the trend looks likely to 
continue. Despite Suharto’s staunch 
public support for “dual function,” 
he has been quietly overruling mili- 
tary candidates for various posts, 
drawing the line between military 
and executive power. 

Officially, armed forces spokes- 
men insist that numbers don’t mat- 
ter, as long as the military’s right to 
participate remains unchallenged. In 
reality, provincial officials and com- 
pany managers have easy access to 
the spoils of rapid development and 
shape daily life in this highly regu- 
lated nation. 

+ 


Filled with boyish memories of war 
toys, the army cadets in Magelang, Central 
Java, express little interest in becoming 
governors or holding other civilian posts. 
For them, Saturday night on the town is 
anything but an exercise in “dual func- 
tion.” Heads towering above the crowd, 
pairs of cadets in formal uniform stride 
down sidewalks in synchronised step. To 
guard their dignity, dingy eateries, 
downscale movie houses, discos, motorcy- 
cles and trishaws are off-limits. Conversa- 
tions with young ladies may not transpire 
on the open sidewalk. 

The academy does host occasional 
sports events and dances, along with “Eng- 
lish night,” where cadets are paired off 
with civilian students to probe such sug- 
gested topics as juvenile delinquency. In 
the early 1970s, the academy witnessed a 
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brief surge of political discussion between 
student leaders and cadets, but a revival 
looks unlikely. 

“They are pure intellectuals. Here, we 
are not,” says Col Soerjanto, head of cur- 
riculum. “We educate cadets to be platoon 
leaders, and potentially company com- 
manders. We do not educate them to be 
liberal. In this world, there are many ideas. 
We give them only the basic idea. Pancasila 
is our way of life." 

Outside specialists will soon be im- 
ported to teach science and technology, but 
political and social science remain firmly 
in military hands. The academy prepares 
its own manuals on these subjects for third- 
year cadets, adding a short list of outside 
readings. Special instruction on "dual func- 
tion" peaks at 20 hours a year for third- 
year cadets. 

Academy officers explain that instilling 
patriotism and professionalism come first 
and "dual function," for the most part, 
comes later. A growing number of young 
officers share classrooms with civilians at 





Local children teach cadet a Kaili folk song. 


three state universities, pursuing degrees 
in the "science of national resilience." 

Others rise through four tiers of armed 
forces educational institutions. This is 
where the military airs its concern over the 
gap between rich and poor, the prolifera- 
tion of conglomerates, the escalation of bit- 
ter land disputes and other problems. 

In recent years, the military has beefed 
up its curriculum for senior officers, mak- 
ing them far more qualified for executive 
and legislative posts than they were in the 
1970s. Yet some officers still believe their 
educational system is falling behind the 
times. 

Maj.-Gen. Z. A. Maulani, the secretary- 
general of the department of transmigra- 
tion, calls for a new political staff college, 
mandatory for all military personnel 
selected for executive and legislative posts. 
The course would cover law, economic 
development, sociology, culture and social 
psychology — topics he says are now 
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given short shrift. Other analysts single ov 
the bifurcation in the present military edu 
cation system. Young people are trained t: 
think narrowly and follow orders, in lin 
with the goal of increasing professionalism 
Then, upon reaching age 40 or so, officer 
are expected to think more broadly abou 
culture and politics, in line with the goal o 
"dual function." 

Even if that transformation does occur 
aided by experience in dealing with civil 
ians, a gap inevitably emerges betwee! 
high-ranking officers and the men on th 
ground holding the guns. This gap ap 
peared to be a factor in last year's tragi 
killings in East Timor, judging from thi 
subsequent court martials. 

Doubt has also surfaced over the intel 
lectual spark at more senior levels of th: 
armed forces. "I am very anxious about th: 
scarcity of deep thinkers,” says Hidaya 
Mukmin, an academic who serves on thi 
staff of Gen. Try Sutrisno, the commander 
in-chief. “I propose the frequent, perma 
nent contact between the armed forces anc 
the university." 

Intellectuals decry the decline ir 
armed forces participants at civilian 
organised seminars. While some 
senior officers have begun making 
more public appearances, the im 
pression lingers that they are spend: 
ing less time listening than lectur- 
ing. 

They are also spending less time 
listening to their own staff, accord- 
ing to Hasnan Habib, a retired lieu- 
tenant general. “The nation doesn’: 
see, the civilians don’t see, new ideas 
in the armed forces because those 
people never get the chance to ex 
press their ideas," he says. 

More than anything else, one old 
idea hobbles the military's steps to- 
ward a fresh public mandate for 
"dual function." Like the villagers ot 
Mantikole, Indonesians across the archi- 
pelago endure continual reminders of the 
military's triumph over the communist en- 
emy, along with warnings to be vigilant 
against communist resurgence. 

The risk of communism, long used tc 
prop up the military's legitimacy, now 
seems poised to undermine it. As the inter- 
national communist threat rapidly recedes, 
public scepticism grows. Yet within the 
ranks, life goes on as before. Throughout 
the military education system, officers are 
encouraged to view land problems, labour 
disputes and student protests with red- 
tinted glasses. Suspicions of conspiracy 
cloud attempts to analyse the roots of un- 
rest. 

"Some people are interested in keeping 
other people in fear," Gen. Maulani says 
steadily. "You should give young people 
an objective presentation and objective rea- 
soning. I don't think the Indonesian people 
will buy communism anymore." a 
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Land of the sinking sun 


lapan: The Coming Collapse by Brian —— 
<eading. Weidenfeld and Nicolson, London. 
418.99. 


With Japan: The Coming Collapse, Brian 
Yeading takes his place among the ranks 
f Cassandras predicting the imminent and 
lifficult dissolution of the post-war Ja- 
zanese political and economic system. 
Nhile the former Economist editor 
narshalls a compelling collection of facts 
ind anecdotes, they do not necessarily sup- 
sort his thesis. 

Reading argues that Japan’s post-war 
2conomic success is fatally flawed, and its 
»olitical stability dangerously fragile. He 
ninces few words arguing why: “Japan is 
characterised by paralytic government, 
venal self-seeking politicians, pervasive 
corruption, gross inefficiency and inequity, 
lawlessness, latent violence and a total lack 
of social purpose.” Sounds more like Libe- 
ria than one of the world’s great economic 
success stories. 

Japan has its problems, but it also 
knows how to adjust to them, usually with- 
out the kind of trauma that Reading sug- 
gests. Its ossified political system can prob- 
ably be reformed without engendering an- 
archy, and its financial system adjusted to 
deflated asset values and increased com- 
petition without collapsing. The US braved 
the savings and loan crisis and the concur- 


rent drop in real-estate val- 
ues without crumbling. Ja- 
pan, too, will survive its 
current dire straits. 

In fact, Japan's adjust- 
ment to a more democratic 
society is likely to be pains- 
takingly slow and gener- 
ally mundane. But this 
well written and fre- 
quently amusing book ig- 
nores inconvenient facts 
which stand in the way of 
the author's argument. 

Though some of his 
conclusions are question- 
able, Reading makes sev- 
eral strong points. For ex- 
ample, he skilfully dissects 
Japan's tax system, its unique fiscal ex- 
penditure set-up, and the curious relation- 
ship between farming, the political system 
and urban squalor. Prefacing it all is a 
breezy run-down of Japan's pre-war 
economy, society and politics. 

Reading wryly describes Japan's eco- 
nomic system not as "capitalist with warts, 
but communist with beauty spots." The 
Japanese save so much, he contends, for 
the same basic reason that people in com- 
munist countries did: because they cannot 
buy what they want. Japan lacks the 
amenities of high-quality living, such as 





Zen weaponry 
The Japanese Art of War: Understanding 
the Culture of Strategy by Thomas Cleary. 
Shambhala Books, Boston and London. 
US$11. 


— After getting a US$250 parking ticket in 
Tokyo one evening, I went to the local po- 
lice box with my international driver's li- 
cence and discovered there was no appro- 
priate form on which to write out the re- 
ceipt: Japanese licences have one less digit 
and hence there is one less box on the form. 
After a wait of nearly three hours, several 
drunken businessmen (who had come in 
to use the restroom) suggested that I apolo- 
gise, and I did. An "apology form" was 
produced on which I had to promise never 
to do anything illegal again while in Japan. 
I signed and was released without having 
to pay the fine. 

Was this inefficiency, duplicity, confu- 
sion or the ancient "art of the advantage" 


used by samurai for centuries? And had I 


unwittingly used it myself to throw my op- 
ponents into disarray? 





Thomas Cleary, translator of over 25 
classics of Asian philosophy and religion 
would suggest that it is the latter. Believ- 
ing that "crucial to understanding Japanese 
psychology and behaviour is an assess- 
ment of the influence of centuries of mili- 
tary rule," Cleary says that martial tradi- 
tions strongly influence the Japanese indi- 
vidual and collective consciousness, and 
that what may appear to be mystery may 
actually be method. 

“AU sorts of Western attempts to take 
advantage of Japanese resources, from 
their economic power to their Zen Bud- 
dhism, have been thwarted or distorted by 
bafflement and mystification in cases 
where the ulterior logic and method of baf- 
flement and mystification are unknown. 
The impression of mystery may appear to 
veil a secret, but the main secret may turn 
out to be that mystery itself is a weapon, 
an art of war." 

To this end, The Japanese Art of War ex- 
plores the influence of Zen on the way of 
the warrior, and the influence of militarism 
on the development of Japanese Zen. 

The volume also introduces the ancient 
Chinese Thirty-Six Strategies, including: 
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spacious homes, parks and even sewe 









mains, because “regulations and restric 
tions prevent the pricing system from allo- 
cating resources effectively.” C 
The same can be said for Japan's com-. 
plex system of taxation 
Despite relatively low mar 
ginal rates, Japan has be- 
come a nation of tax cheats 
because consumers do no 
reap the benefits of their. 
contributions, according to: 
Reading. Interest groups. 
ranging from farmers (a. 
pet peeve of the author) to: 
stock-market speculator: 
do better out of the curren 
jumble than the salariman : 
and his family. 
The financial system, i in fu 
Reading’s estimation, is __ 
similarly rigged. Savers get. 
fleeced, while speculators. 
(until recently) had a field __ 
day. Japan's industrial _ 
structure is equally problematic. It is, ina: 
Prestowitzian refrain, “riddled with cartels, — 
price fixing and collusion” that prevent 
consumers from getting a fair deal and for- 
eign companies from competing. E 
Japan: The Coming Collapse is worth read- 
ing for its iconoclastic views on such insti 
tutions as Japan's postal savings system __ 
and the powerful Nokyo agricultural co- 
operative. But had Reading’s conclusions |. 
been less dramatic and more accurate, his. 
book would be a more valuable contribu- — 
tion to a genre that is rapidly reaching the __ 
saturation point. m Jonathan Friedland —— 



















"Sneak across the ocean in broad daylight” — 
“Plunge into a fire to pull off a robbery" _ 
“Borrow a corpse to bring back a spirit" duc 
and the final solution, "It is best to run," 
which Cleary expands as "When over- | 
whelmed, you don't fight; you. surrender, . 
compromise, or flee. Surrender is complete 5 
defeat, compromise is half defeat, flight is _ 
not defeat. As long as you are not defeated | 
you have another chance to win.” | 

The book is well-researched but loose 
organised, and some of the discussions of 
history are repetitive or obscure. For exam 
ple, “To be sure, the myths of the difficul 
of the Japanese language and the impen 
etrability of Japanese thinking have co 
tributed most of all to their authenticatio 
Were even the simplest facts about the lai 
guage and culture generally known, hov 
ever, it would be common knowledge th 
these myths can be scientifically disprove 
but that their creation and maintenance ai 
among the thirty-six strategies." 

The reader would have been bett 
served had Cleary outlined in greater de- 
tail some of those simple facts that elude 
so many of us with such potentially da: 
gerous consequences. W Liza Lowitz 
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Passing the baton: Ramos needs speed after Aquino's years. 





Seeing the light 


After years of instability an era of growth beckons 


By Rigoberto Tiglao in Manila 


ith the inauguration of President Fidel Ramos, at last, 
for the Philippines there is a flickering light at the 
end of the tunnel. 
The long-term impact of the peaceful transition to 
a new administration on 30 June cannot be underestimated. Much 
of the country's economic troubles — accompanying its fall from 
being one of the region's most promising countries in the 1960s to 
being generally considered a basket case — have actually been 
generated by political instability. 

From the outside it might not have been so clear what a debili- 
tating impact there has been from the continuous political uncer- 
tainty that started two decades ago in 1972 with the imposition of 
one-man rule, and continued even after the fall of Ferdinand 
Marcos in 1986. 

The presidency of Corazon Aquino is 
viewed by many as one of wasted oppor- 
tunities. But to be fair, it was the only Phil- nvestir 
ippine Government ever threatened by 
seven coup attempts, two of which very 
nearly toppled it. Business naturally shrank Hote 
from the likelihood that if a coup suc- 
ceeded, it would only have led to a bloody 
civil war. Sto 

Despite the fragility of Aquino's gov- 
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ernment, the GDP growth rate was steadily rising from 3.4% to 6% 
in 1989, only to be torpedoed by the December 1989 coup attempt. 
As a result, in 1990 the economy slowed down to 2.4% growth 
and to 1% in 1992. The business sector still demonstrated surpris- 
ing tenacity, however, with capital investments grow ing from P3.9 
billion (US$156 million) in 1986 to P108.4 billion in 1990. It lost 
steam only in 1991, when investments dipped to P83.5 billion. 
Exports, though, have continuously grown, by 1991 totalling 

US$8.8 billion, almost double the US$4.8 billion level in 1986. 
These gains are certainly unspectacular compared to those of 
the Philippines’ Asean neighbours. But if the impact of political 
instability, a string of natural disasters, and a world in recession 
are taken into account, the modest gains in the past six years seem 
almost heroic, and point to a quite resilient 

business sector. 

Even events in the country were terribly 
sorts — p.39 out of step with regional economic deve- 
lopments. There were two waves of Japan- 
ese capital investment, both driven by the 
yen's strengthening: in 1985 and then in 
1987. The first period was when the violent 
overthrow of the Marcos dictatorship 
seemed to be imminent, discouraging in- 
vestors. In the second period, the kidnap- 
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Intelligent. Rufino Tower is truly 
world-class. A 41-storey package 

of high technology in a steel 
superstructure sheathed in glass. 

In a country on the fast track for 
growth in foreign investment, 

Rufino Tower comes as a timely 

and smart response to the changing 
needs of the global corporations 
operating in its midst. Our 

landmark project has brought 
together the talents and resources 

of some of the best international 
names in building design and 
engineering. After all, we're building 
an environment for a better quality of 
corporate life, inspiring industry and 
achievement from 1993 through many 
years to come. In the Philippines, 
Rufino Tower will be the first of a new 
generation of skyscrapers. And it will 
De just perfect for the future. 


IN THE PHILIPPINES, 
Were BULDING 
A BETER 
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"ing of a Japanese executive in the Philippines, which took six 
nonths to settle, was enough to abort most Japanese investment 
lans. 

However, a new stable political era appears to be dawning, 
ind the political watershed is paralleled by the country’s foreign- 
lebt problem — the economy's single most pressing problem 
ince 1983. The October 1983 unilaterally called moratorium on 
lebt payments, in effect resulted in a financial embargo of the 
*hilippines for two years. 

The country only broke out of this hovering crisis with the 
escheduling agreement with foreign banks in July this year. As a 
esult of the restructuring agreements, most of the country's US$11 
villion debts to commercial banks, which exact the highest interest 
sts, have been rescheduled into maturities as long as 25 years. 
fogether with similar restructurings for debts owed to govern- 
nents and multilateral institutions, the country’s annual debt-ser- 
rice has gone down from 36% of exports in 1986 to 21% in 1991. It 
s estimated that the debt-service burden will go down to a man- 
igeable 18% of exports in the next six years. 

The damage to the economy from the simultaneous political 
incertainty and a de facto embargo by the world’s financial com- 
nunity has been severe. The country lost nearly a decade of 
xrowth, and as a result, faces so many problems that some people, 
»ven some Filipinos, have started to believe that there is a deep- 
seated self-destructive combination of political and cultural fac- 
tors cursing the country. 

Yet the Philippines' apparent 
backwardness is not as intractable as 
it may seem to be. If the economy 
zan be fixed, many of the other prob- 
lems — from government and po- 
lice corruption to weak infrastruc- 
ture and technology — will not 
seem as overwhelming as they do 
now. 

The country's troubles may seem 
complex, yet the solutions to eco- 
nomic growth are clear cut. Two 
major reform programmes have to 
be undertaken. 

One involves the state: it must 
have enough money to undertake 
the interventions required of it. The 
other concerns the market: it must 
be freed, to give full play to Filipi- 
nos' competitiveness and creativity. 

The solutions have been obscured by anachronistic ideological 
debates, by the existence of easier options, and by dilly-dallying 
over implementation of tough measures for fear of their short-run 
adverse political impact. 

The prospects of the Philippine economy under the Ramos 
administration will depend on whether it is able to undertake the 
now quite obviously needed economic reforms. Political excuses 
for refusing to take the bitter economic medicine have vanished: 
Ramos, unlike Aquino, apparently does not have to worry over 
hostility from disaffected military elements. Furthermore, since he 
cannot seek re-election under the 1987 constitution, there is not 
the same pressure there might have been about risking reform 
measures — which will be unpopular almost by definition. He 
also does not have to kowtow to vested interests with an eye to 
funding a second election campaign. 

The Philippine state is underfunded. Filipinos, especially the 
elite, are quick to blame government for the country's ills, but 
they do not want to foot the government's bills. There is simply 
no way for the government to maintain the requirements of a 
business environment, much less to jump-start the economy, with- 
out increasing tax revenues. Yet tax evasion has been a cultural 
norm, conveniently rationalised by the argument that local au- 
thorities have not been collecting the garbage or paving the roads. 
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As far as stopping the loss of revenue by eradicating graft is 
concerned, it is a Catch-22 situation: to do it would require raising 
government employees’ wages — policemen’s salaries for instance 
are only at the minimum wage level of P3,000 — which would in 
turn require higher taxes. 

From 1976 to 1988, the Philippines’ proportion of tax to GNP 
was the smallest among its Asean neighbours, averaging 11% as 
against, for instance, Malaysia's 22% or Singapore's 17%. One fac- 
tor in the Aquino government's success in preventing another 
full-blown economic crisis was its success in bringing up the tax- 
to-GNP proportion to 14.5% in 1991 to an estimated 15.6% this 
year. 

Yet even that level is not enough. First of all, the tax base has 
remained small: out of 4 million potential taxpayers, only 1.4 mil- 
lion filed income tax returns in 1989. Of those, only about 700,000 
paid taxes. Direct income taxes make up only 3.2% of GNP, com- 
pared with 8.8% for Malaysia and 10.8% for Indonesia. 

Secondly, revenues are needed not only for present expendi- 
tures of running a government and investing for future growth, 
but for paying for past folly. The people — including the 1.8 
million Filipinos who voted for Imelda Marcos in the recent elec- 
tions, as well as the elite who supported her late husband in the 
seemingly good days of the early 1970s — have to pay the bills of 
the Marcos kleptocracy and financial mismanagement, as well as 
the costs of the foreign-debt default in 1983. 

The central bank's accumulated losses of P300 billion, for in; 

stance, is to a great extent due to the 
: assumption of foreign debts in- 
$ curred by Marcos' cronies. Even the 
: deficits of the national government 
are in part due to such costs. Out of 
the projected P63 billion gross pub- 
lic sector deficit, P25 billion (40%) is 
due to the central bank deficits. 
Roughly P16 billion (25%) is due to 
the losses of 14 state-owned corpo- 
rations, the main conduit for milk- 
ing government coffers in the 
Marcos era. To a great extent due to 
such past liabilities, 39% of the 
Aquino government's spending in 
its six years in office was for debt- 
service. 

The resulting funding shortages 
are a root cause of business diffi- 
culty in the country, as borrowings 
to cover for them crowded out credit and pushed Philippine inter- 
est rates to the 20% level, as against Thailand’s 12% prime rate, 
Taiwan's 10%, or Singapore's 5.5%. 

The agenda for tax reform had not seemed urgent throughout 
the 1970s, as foreign loans had made up for tax revenue, to the 
satisfaction of the Philippine elite. Now, there is no alternative. 
Unsuccessful presidential candidate Ramon Mitra had, even if it 
was politically foolhardy, gone as far as calling Makati, Manila's 
business centre, a nest of tax-evaders. In his first state of the nation 
address, President Ramos emphasised: "We cannot make do with 
our present revenue base. Development has a price that must be 
paid . . . We shall be unrelenting in collecting what is due the 
government in taxes, duties, and other revenues. This can be at- 
tained primarily by cracking down on tax evaders." 

There is no absence of precedence in the Philippines for how 
things could be turned around if the government has enough 
resources. The bottom-line of the economic expansion in Cebu 
province was a fiscal one. Constrained by the limited funds of a 
local government, former Cebu governor Emilio Osmena sold off 
idle government-owned lands to raise nearly P1 billion. This 
money was used on road building, which allowed freer mobility 
of goods and workers, and even provided enough income for 
efficient provincial officials who swiftly cleared bottlenecks in in- 
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vestments. Government efficiency translated into business confi- 
dence, and led to a critical mass of investments flowing into the 
province. 

The second major economic reform agenda is to maintain the 
momentum for opening up the economy, both internationally and 
domestically. That such a momentum exists is reason enough for 
optimism. 

The country had been a prisoner of its past: four centuries of 
exploitative Spanish colonialism and 60 years of US dominance 
of its politics and economy led to an intense suspicion of 
foreign capital and free trade. Even a major faction of the Philip- 
pine elite, which controlled the largest business organisation, the 
Philippine Chamber of Commerce and Industry, were against 
foreign firms. 

This was understandable in view of the fact that for several 
decades US firms, which were practically the only foreign enter- 
prises operating in the country, had an exclusionary policy: most 
of them were 100% US owned, and ruthlessly foiled attempts by 
local firms to compete with them in their industries. 

The bias against foreign firms had been put into the 1935 con- 
stitution, and even carried over in the 1987 version, categorically 
limiting foreign participation in "strategic industries," including 
retailing and banking, and prohibiting foreign ownership of land. 
On top of this, Philippine memories of Japanese atrocities during 
World War II made Japanese entry even more difficult than that 
of other potential investors. 

The irony is that for a country which had the most restrictions 
on foreign capital, it became one of the most dependent on the 
other type of international resource: loans. By 1989 the Philippines 
external debt equalled 65% of GNP, as compared to Malaysia's 
52%, Thailand's 34%, and South Korea's 16%. And as in many 
aspects of Philippine society, legal restrictions were circumvented 
by those with the money to do so and thus able to establish a 
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monopoly position. While still frowned on officially, for instance 
several US companies were able to skirt constitutional restriction: 
on land by setting up purportedly Filipino companies, which they 
funded and which leased land to them. 

However, the economic performance of the Philippines’ Asear 
neighbours, which had sought foreign investments, has gradually 
resulted in a sea-change in national attitudes. With even the Marx 
ist governments of Vietnam and China wooing foreign firms, ideo 
logical arguments labelling transnational firms “imperialist vehi 
cles” have lost steam. At the same time, the creation of jobs by 
Japanese-funded joint ventures has even brought round trade 
unions to accept the value of such investment. 

The change in attitudes was reflected in the easy passage of the 
Foreign Investments Act of 1991, which basically lifted all restric- 
tions, except those that are in the constitution, on foreign invest- 
ments. A decade ago, such a move by Congress would have beer 
inconceivable. The Ramos administration has declared that it will 
continue opening up the economy and bills are being prepared tc 
amend existing bank laws restricting foreign ownership and al- 
lowing 99-year land leases for non-Filipinos. 

The other momentum for freeing the market revolves around 
the Aquino government's tariff-liberalisation moves, under Execu- 
tive Order 470. As in the case of foreign investments, the experience 
of the Asian newly-industrialised nations (NICs), and even of Latin 
American countries, has weakened the decades-long argument for 
tariff barriers to protect infant industries. 

It has become obvious to economists now that the “nationalist 
industrialisation" rhetoric has benefited only a group of inefficient 
oligarchs — including some heading US-owned firms — from 
beer brewing or soap manufacturing to appliance assembly. While 
the Aquino administration had backed down under pressure 
from lobby groups, and revised its original and more drastic Ex- 
ecutive Order 413, the new tariff liberalisation programme will 
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bring down the average effective protection rate for Philippine 
industries from 25% to 21% over a four-year period ending in July 
1995. 

The tariff barriers had been a major element of an intricate web 
of regulations that has shackled Philippine entrepreneurs and only 
nurtured the favoured few — cartels and monopolies, from bank- 
ing and telecommunications to shipping — who have thrived 
through their privileged access to licences, franchises and conces- 
sional loans. 

What has been tragic for the Philippines over the past two 
decades has been that the country's closed economic structure has 
prevented the exploitation its key strength: the Filipinos' natural 
flair as entrepreneurs and the cosmopolitan adaptability of the 
workforce. 

These qualities have grown not only from the fact that the 
Philippines has been one of the most open societies in Asia, but 
also from its widespread English-language based educational sys- 
tem. In 1965, 19% of the Philippines’ eligible age group were in 
tertiary education, the highest rate among all developing coun- 
tries. Even in South Korea only 6% of students went on studying 
after secondary level, while in Japan the percentage was 13%. 
Despite all of the country’s problems, the percentage of tertiary- 
level enrolment had gone up to 28 by 1988 — as against Thailand's 
16% or Malaysia's 7%. 

While the quality of education may not be high and may even 
have deteriorated over the years, the high percentage of college 
enrolment ensures a workforce with at least basic conceptual skills 
and English language proficiency. 

As an illustration of their adaptability, ambition and capacity 
for hard work, there are 3 million Filipino immigrants in North 
America and another 1 million working all over the world in 
environments quite alien to their own, from the Middle East to 
Europe — many of them demonstrating their ingenuity by 
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evading immigration laws. 

They have prospered in open, competitive societies such as the 
US, Canada, and Hongkong, and assimilated well enough that 
there has been little backlash against them, as there had been, for 
instance, against Koreans or Vietnamese. There are certainly many 
Filipinos abroad who have been forced to earn a living as domestic 
servants and bar girls, but there are many who have become 
valued corporate employees or executives as well as entrepre- 
neurs. 

While remittances from these exiled workers have played an 
important role in the Philippine economy, the country could ben- 
efit more from their enterprise, and most of them would return 
home if only opportunities were available. This must be one of 
Ramos’ goals. u 
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De Venecia, Navarro, del Rosario, Garrucho: no-nonsense, bottom-line types. 


GOVERNMENT 


new administration of President Fidel Ramos, banker 


E Octavio Espiritu says: "One characteristic l've observed of 
the military mind: after it identifies an objective — a battle or a 
programme of action — it latches tightly on to it until it is won or 
lost." Such single-minded resolution, especially over jump-start- 
ing the economy, is certainly what the Philippines needs now. 

Ramos' key officials seem to have just that kind of determina- 
tion, bordering on imperiousness. This partly stems from the fact 
that most of them were his election-campaign staff, who success- 
fully undertook an uphill battle against formidable odds to win 
the presidency with 30% of votes cast. 

There is also a keen sense of urgency among Ramos officials. 
"This is our last chance," his national security adviser and his 
closest confidante, former general Jose Almonte, says. “If we do 
not make it, we will go down to the dogs." Almonte's statement is 
echoed by Ramos' finance secretary: "The next few years are the 
country's make or break period." 

Ramos' officials can be put into three major groups, or as some 
see them, power blocs within the administration. 

First are the military men, led by Almonte, and believed to be 
the unofficial power centre, including such figures as customs 
chief Guillermo Parayno, press undersecretary Honesto Isleta, and 
Government Service Insurance System chairman Jose Magno. 
They all share the kind of single-minded focus in pursuing a goal. 
Almonte, for instance, managed for several years to survive pres- 
sure for his removal as head of the anti- -smuggling Economic In- 
telligence and Investigation Bureau, at the same time privately 
planning and then executing Ramos’ election campaign. 

The second group are corporate men and technocrats, several 
of whom were with the Makati Business Club that was at the 
forefront of the business opposition against the Ferdinand Marcos 
dictatorship. These are the no-nonsense, bottom-line types, with 
the central figures being finance secretary Ramon del Rosario, the 
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scion of a wealthy family and head of a fast-growing commercial 
bank, and foreign secretary Roberto Romulo, a former chairman 
of IBM's Philippine subsidiary. 

The group includes trade and industry secretary Rizalino 
Navarro (who headed the country's biggest accounting and man- 
agement firm), agrarian reform secretary Ernesto Garilao, and eco- 
nomic planning secretary Cielito Habito. A sub-group of techno- 
cratic are hold-overs from the Aquino administration: interior and 
local governments secretary Rafael Alunan, justice secretary 
Franklin Drilon, public works secretary Jose de Jesus, and labour 
secretary Nieves Confesor. 

Navarro encapsulated the sentiments of the group when he 
said: "We're sick and tired [of the fact] that our neighbours see us 
as hopeless. We know how competitive we can be." 

This statement also points to an important trend in Philippine 
politics: the business sector's increasing interaction with govern- 
ment. Before martial law was imposed by Marcos in 1972 and for 
most Marcos' remaining years — there was a wall betwen the 
formal worlds of politics and business, breached only by a few, 
and undertaken for narrow business gains. 

Since 1986, however, there has been more interaction between 
business as a group and government. This has helped to assure 
the government of political support for unpopular but necessary 
economic reforms. 

The third group in the Ramos government consist of the pro- 
fessional politicians, represented by House Speaker Jose de 
Venecia and congressman Edelmiro Amante. Amante has been 
recently named by Ramos to become his new executive secretary 
to replace Peter Garrucho, one of the corporate men. The politi- 
cians share the generals’ “underdog-who-succeeded” mentality, 
as most of them, particulalry de Venecia, were political small fry 
catapulted to power as a result of Ramos' victory. De Venecia in 
particular, who plays the key role in getting Congress to cooper- 
ate with the administration, has the biggest personal stake in the 
the Ramos presidency. With the House speakership providing 
him with a platform for developing a national political base, he 
has the edge in cashing in if the Ramos years are a success, which 
could mean the 1998 presidency. 

The mix of the three groups could be a happy accident: the 
politicians' savvy, the militarymen's discipline, and the corporate 
executives' knowledge of what business growth requires. The dan- 
ger — indications of which have emerged with recent reports of 
factionalism within the cabinet — is that the three group's com- 
mon denominator, their tenacity, could become bullheadedness 
turned against each other. m Rigoberto Tiglao 
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situation in the 1950s, when it was at the same level of | 
L economic development as Japan and Taiwan. The Philip- | 
pines has become poor, with a per capita GDP income of US$715 in | 


7 ilipinos often contrast their country’s position now to the 


1990, as against Japan's at around US$25,000 and Taiwan's at | 
US$7,300. By any criteria, at least 50% of Filipinos earn less thana 


bare. subsistence wage. 
^ What happened in those 40 years? One way of cutting through 
the complexity of the country’s economic deterioration is to look 









| relationship between these figures. Investments lead to growth; 
they are generated through savings. 
The country's past high growth rates, in the 1970s for instance, 
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pattern of investments, savings, and growth. There is a clear | 
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were due to two things: high levels of both foreign savings (mainly | 
in the form of external debt), and domestic savings. The latter | 


consists of government's tax revenues used for investments, and | 
by savings of individuals, households, and corporations, either on | 
their own (for instance, profits retained for investments) or | 
through the banking system, which can then be used by others for | 


investment. 


The foreign savings part has dried up, as a result of the debt | 
crisis. So have public | 
savings, as 39% of these _ 
had to be spent for | 
servicing the foreign | 
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debts government as- 
sumed from the private 
sector and for domestic 
liabilities incurred as a 
means of stabilising the 
economy. The other 
component, private 
savings, is also not 
enough: it is dependent 
on income growth, 
which has declined 
since 1981. It seems to 
be a vicious circle. Be- 
cause of low incomes, 
savings are low, which 
make for low level of 
investments, which in 
turn result in continued 
poverty. 

It is not a hopeless 
situation. The apparent investments-savings trap can be overcome 
through slow, but sustained, growth over several years, with in- 
comes gradually rising, leading to a higher level of savings and 
investment. But an analysis only emphasises how deep a quag- 
mire the economy has fallen into, and focuses on what the gov- 
ernment has to do to put it right. 

Surprisingly, even starting in 1985, the Philippines has been 





doing the minimum required for breaking out of the vicious cir- | 
cle: it has been putting priority on its economic policy on control- | 
ling inflation, which has dipped from its peak of 50% in 1984, to 
17.7% in 1991. This is a basic requirement since this assures pri- | 


vate entities that their savings will not be eaten up by inflation. 


The contrasting scenario is that inflation will only stimulate in- | 
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INVESTMENT FAIR 


A project of the Philippine Chamber of Commerce 
and Industry, the 18th Philippine Business Confer- 
ence — November 18 to 20at the Shangri-La EDS, 
Plaza Hotel in Metro Manila — offers you a unique - 
opportunity to choose from a wide selection of. 
actual investment projects. ue 





Talk business. During the three-day Investment Fair, | 
you can discuss details with project sponsors and estab- 
lish linkages with Filipino entrepreneurs and investors. | 


Investment projects are expected to cover such strategic — 
industries as food processing, chemicals, metalworking 
and tourism. Also in the investment shopping list will be © 
infrastructure projects, which are now open to foreign - 
investors under the Build-Operate-Transfer Scheme, | 
and industrial/commercial ventures under the Subic Bay | 
area conversion plan. 2 


V.I.P. guests. Philippine President Fidel V. Ramos and - 
Singapore Senior Minister Lee Kuan Yew will address - 
the conference. c 








Mix business with pleasure. Playing rights can bë a ar- = 
ranged at any of the private golf clubs just minutes away _ 
from the Fair. Within walking distance are three moder 
shopping malls. Nightlife includes casinos, the bes 
music in Asia and international cuisine. And the price 
justify Manila's reputation as the best bargain i in A 


Call today for reservations. Call 1 (632) 817- 6981. 0 
fax (632) 816-1946 for registration, hotel bookings a 
further inquiries. 


Sponsored by: 


The Telecommunications Company 
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However, this substantial gain in controlling 

_at a cost steep enoug! o have created another formidable prob- 
em. Public savings — government expenditures for investments 
— have been getting smaller and smaller. This is because of the 
|assive volume of gov rnment securities issued since 1985 to 
tighten money supply as a means of controlling inflation. Such 
securities have accumulated to P400 billion (US$16 billion), more 
than the budget itself. - 

^. Together with payments on its foreign liabilities, the debt ser- 
vice has eaten up 39% of the state's budget in the past six years, 
and will remain at that level for the next six years unless drastic 
-corrective action is take. With most of the rest of the budget spent 
on current expenditures such as salaries and running the govern- 
ment, capital outlays have shrunk from 5.5% in the period 1975-82 
to 3.7% by 1991. 

. The government's debt burden has also weakened the link 
‘between private savings and investment. Although private sav- 
“ings have grown in the past six years, a substantial chunk of these 
^ have been used to cover the government's deficits. Estimates are 





that 40% of banks’ loan portfolios have been put into government | 


-> securities, mainly treasury bills. 

-. These bills have been a major factor in the country's high | 
interest rates, around the 20% level, as they crowd out business 
= demand and push up the cost of money. Private savings may | 


-> have been available, but they are not utilised for investments, but | 


e. to cover state deficits. The deficits have also, in effect, made the 
_ price of Philippine capital the highest in the region. 
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ES Despite the iita flaws.i in the Philippine economy, it 

has not been all gloom and doom. _ 

| Even as its exchange rate remained uncompetitive, m 

eed ae Philippine exports. have inched up to US$8.8 billion in 1991, _ 
. about double the US$4.8 billion in 1986. Manufactures have ! 

|. grown in the past decade to account for 73% of exports in _ 

1991. These are mainly electrical and electronic products 

(26% of total), including semiconductors, and garments 
(21%). There has also been a growing group of new export 

- produ ts, such as- footwi jar, chemicals, toys, and | 

z andiae The pe -has- remained the biggest market 

5 7 : i ilippine exports, followed. by Je 
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ion (US$192 million) in 1986 to P83.5 
gures reflect the severe impact of exter- 
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TOURISM. 


Business « 


on sun and sand 


By Raleigh Jaleco in Manila 

| tourism industry. Struggling past the abortive 1989 coup 

attempt, the Gulf War, a global recession, and two devas- 

tating natural disasters, tourism is once more becoming a bright 
prospect. 

As the government lays the groundwork for implementing an 
| ambitious 20-year master plan for the development of the indus- 
try, investors are starting to take notice of tourism opportunities. 

In 1989, tourism investments hit a record P20.2 Billion (US$808 
million). Ten hotel projects in Manila alone signed up for govern- 
ment incentives. But the failed 1989 putsch drove home a sobering 
message: the Philippines, despite its tourism assets of “sun, sea 
and smiles,” was still a high-risk area for investors. 

Although some investment analysts say the risk factor still re- 
mains, tourism is again growing fast. Last year, earnings reached 
US$1.28 billion. The conduct of the 11 May elections, though 
marred by shortlived accusations of fraud, was generally peace- 
ful, marking the first orderly transition of government since 1969. 
As a frontline service industry, tourism is expected to benefit from 
that successful political exercise. Arrivals in the first half of 1992 
have already reached 529,145, a 17.776 jump over the same period 
last year. 

"| think there are unique opportunities in the Philippines,” 
says Robert Murdoch, president of Romalca Hotels Philippines 
Inc. Romalca, a hotel and resort management consultancy, oper- 
ates Friday's on Boracay Island in the Visayas, and is a consultant 
to the Bacolod Convention Hotel in Negros Occidental province. 
A venture with the Anscor group and Adrian Zecha Holdings of 
Hongkong, Romalca will develop the Soriano-owned Pamalican 
Island in Palawan into a world class resort. 

The unique opportunities include low entry cost for tourism 
projects. The government offers tax exemptions on imported capi- 
tal equipment, tax credits on domestic capital equipment and in- 
come tax holidays for projects located in less developed areas. 
Incentives cover hotel projects that costs US$100,000 per room for 
projects in Manila and US$50,000 per room for projects outside 
Manila with a project's total cost of at least US$5 million. For 
resorts, the requirement is US$10 million per project for those in 
Manila and US$5 million for those outside the capital. 

Foreign nationals are now allowed 100% equity participation 
in a tourism project, though outright land ownership is still re- 
served for Filipino citizens. From 1987 to 1990, foreign equity in 
tourism investments accounted for less than 20% of the US$1.2 
billion total. 

Foreign investors have had to go into joint ventures with local 
groups because of the restrictions. Direct foreign equity in tourism 
projects of the three biggest investors in the country — Japan, 
Taiwan and Hongkong — amounted to only US$188.6 million 
from 1987 to 1990. On the other hand, joint ventures involving 
those three account for US$800 million. 

Investors however still have to contend with the country's in- 
adequate infrastructure. Manila continues to be the only major 
gateway for the Philippines. Although the Mactan International 
Airport in Cebu has just been upgraded, it has not become a 
gateway rivalling Manila. The foreign traffic at Mactan is mostly 
from Japan, with the recent addition of SilkAir, a subsidiary of 
Singapore Airlines, flying from Singapore. 
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[he Department of Tourism (DoT) 
vants to upgrade Davao Airport, in the 
outhern province of Mindanao, to the 
tandards of Mactan, in line with its tour- 
sm master plan, which calls for develop- 
ng a hub in each of the country's geo- 
'raphical region. These hubs are expected 
o provide the services which Metro Ma- 
tila now gives, including scheduled do- 
nestic and international flights. 

Such infrastructure requirements need 
o be in place in the next three years if the 
'hilippines wants to be competitive with 
ts Asean neighbours. Davao is a crucial 
irea for development, especially since 
Vindanao has been identified as a key cor- 
Yer in the proposed Asean Free Trade Area 
Afta) discussed by the region's leaders. 
[he growth zone also includes eastern In- 
lonesia, eastern Malaysia and Brunei. 

A vital part of the whole development 
Jlan is the creation of resort areas on 
'anglao Island in Bohol and Samal Island 
n Davao. Envisioned as Bali-type destinations, these are intended 
o offer a variety of accommodation from modest to luxurious 
votels and resorts, golf courses and international airports. The 
DoT is setting the guidelines for developing these areas, which 
nclude no high-rise structures and strict compliance with envi- 
'onmental guidelines. 

Panglao is a 9,000-hectare island between Bohol and Cebu 
which at presently has only 153 resort rooms. The plan is to de- 
velop a 120-hectare area in the island's southern part. 

Adjacent to the area is a 90-hectare lot where an 18-hole golf 
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Resorts like those on Cebu will be extended to other islands. 
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course could be constructed. The plan will also include the trans- 
fer of Tagbilaran Airport in Bohol to the island and upgrading it 
to international standards to accommodate international flights. 
Samal Island follows the same pattern, except that the resort 
area is bigger. A total of 6,000 hectare in Samal and a smaller 
neighbouring island, Talikud, have been identified and the plan is 
for a total of 2,500 hotel, resort and or villa units. Thirteen sites in 
Samal and seven in Talikud are being prepared for development. 
The government, according to Tourism Secretary Narzalina 
Lim, is prepared to make the investment for infrastructure in these 
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areas. "We have the money and we are ready to invest in these 
areas,” Lim says. For 1992, the DoT is expected to get 100% of the 
earnings of the state-owned Duty Free Philippines, 3896 of travel 
tax collections and 10096 of hotel room taxes. These revenues are 
expected to reach P1 billion for the full year. 

The Philippine Tourism Authority (PTA), DoT's infrastructure 
arm, is ready to start work on the resort sites, putting in roads, 
power, water, sewers and telecommunications. In the medium 
term (1991-96), PTA is expected to invest an initial P1.5 billion in 
Panglao and Samal. 

However, this is way below the projected P18 billion invest- 
ment requirement for infrastructure. The only way to meet this 
requirement is to tap the private sector. There will have to be joint 
ventures between the government and the private sector. The plan 
to dissolve the DoT and convert its agencies into a corporation 
will facilitate the organisation of such joint-ventures. 

Still, it will take a massive infusion of capital from the private 
sector to start up the new resorts — to P40 billion in the next four 
years for Panglao and Samal combined. Tourism officials are de- 
signing investment packages which will be presented to investors 
next year. But they will have to make them very attractive to meet 
the funding requirements of the projects. 

Financing will be one crucial area. Interest rates remain at a 
very high 17% to 20%, much higher than those in Indonesia or 
Malaysia. And tourism, though already a major industry in the 
region, still has to find its niche in Philippine business. The Hong- 
kong-based Kuok Group has shown enough interest and courage 
to put up two hotels in Metro Manila and one in Mactan. The 
Hyatt group has not; it dropped plans for a Grand Hyatt project 
in Makati in 1989, 

Financing strategies are being worked out now for the private 
sector in the hope of pushing them into the government's tourism 
plan. The stockmarket is seen as a good source for funds, though 
brokers say convincing people to invest in tourism-linked issues 








will be hard. There are only a handful of of such stocks listed on 
the Manila exchanges, among them Kuok Properties and Acesite 
Philippine Hotels Inc., owner of the Manila Pavilion Hotel. 

Although the stocks are inactive, an Acesite official said the 

















HOTELS 


Room at the inn 


There is a flurry of hotel construction in metropolitan Manila, 
unmatched since 1976, when seven new hotels opened to coin- 
cide with the annual IMF-World Bank meetings held there. 

The present constructions, 4,600 rooms in nine projects — 
excluding the Tan Yu group's troubled Asiaworld Plaza project 
on the Manila reclamation area — are all expected to be com- 
pleted by next year. At least two projects, the Hongkong-based 
Kuok Group's EDSA Shangri-La Hotel in the Ortigas complex, 
and the Robinson's Galleria 290-room tower, are expected to 
open by the end of this year. 

Competition is expected to drive down room rates, at least in 
the first six months of the new hotels' operations. EDSA 
Shangri-La is said to be preparing a bargain de luxe US$90 per 
night rate when it opens in December this year. 

Hoteliers are hoping that no costly price war ensues. 
"There's enough business for everybody," says one hotel man- 
ager. The government's tourist figures show healthy increases 
from the country's major markets. Arrivals from the lucrative 
East Asian market, which includes Japan, Hongkong, Taiwan 
and South Korea, showed a 27% increase in the first half of the 

ear. 
With an additional 4,600 de luxe hotel rooms expected to 
come on stream in Manila by next year, some analysts are pro- 
jecting a slight glut in the top of the market range. But based on 
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projections of the Department of Tourism (DoT), arrivals are 
expected to show another increase next year as a result of the 
political stability since the May elections. 

Tour operators and travel agents have already made their 
plans for the next year, based on the assumption that the elec- 
tions would be peaceful. 

Sensitive long-haul markets from the US and Europe, though 
now only second and third in the priority list of visitors, con- 
tinue to be a major source of business for tour operators. These 
markets usually have to be more coddled by tour wholesalers 
and retailers selling the Philippines. Many Europeans still go for 
no-frills, backpack-type packages. 

Not so for the Japanese, who prefer staying in top hotels and 
resorts and burn their money on Metro Manila's nightlife. Ho- 
tels consider them, along with other East Asians, as high-yield 
markets. The top hotel in terms of occupancy is the Hotel Nikko 
Manila Garden in Makati, mainly because of its regular Japanese 
clientele. 

One thing ed to boost hotel business is the 1993 Asean 
Tourism Forum (ATF) to be held in Manila in January. The travel 
trade fair will bring to the country some 1,500 members of the 
tourism industry from all over the region. 

The fair will give foreign agents, operators, hoteliers, resort 
owners and airline officials a first-hand look at how the local 
tourism industry stands — and how good Metro Manila's hotels 
are. 

The main activity of the week-long ATF 1993, the Travel Ex- 
change buyers-sellers fair, will be held — curiously enough — at 
the 5th floor of the 5M Megamall, one of the new department 
stores in the Ortigas Centre. DoT officials explained that the 
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outlook for Philippine tourism is bright, and that the group is 
aggressively looking for new projects. 
.. The entry of big local companies such as Anscor and Ayala 
-Land Inc. in tourism is also expected to increase confidence. 
_Anscor has formed a subsidiary, Anscor Leisure, which has joined 
up with a Japanese resort company, while Ayala Land formed 
Ayala Hotels Inc., which owns and manages the Hotel Inter- 

continental in Makati and the Davao Insular Hotel. It has also 

leased land for the construction of the New World Hotel in 
Makati. 

Another source of funds is the bond market, especially in areas 
where local government units are involved. Since the Local Gov- 
ernment Code effectively decentralised most national government 
functions. Local governments have proved more flexible than 
Manila in pursuing development programmes. Cebu has shown 

that the bond market can be tapped successfully, raising P300 
million through bonds to finance some of its infrastructure 
projects. 

Venture capital, though still very small in the. Philippines, can 
also be used as a financing source. The only active venture-capital 
company in the country, Hambrecht and Q ntures Philip- 









pines Inc., recently bought a stake in Philipp 1e Airlines as part of 


the Bank of Commerce-Asian Bank consortium. The Asian Deve- 
lopment Bank is a part owner of Hambrecht and Quist. Although 
undercapitalised, local venture-capital companies can be conduits 
for regional venture capital funds. 

For small and medium-scale investments, the DoT is planning 
to reactivate the lending facili ity of PTA, PTA. general manager 
Eduardo Joaquin said the idea is to facilitate access to tourism 
development financing. “If you have a one-stop shop for tourism 


development funds, that would make the funds more available | 
and accessible," Joaquin said. Although the mechanics of the pro- | 
posed lending facility : still have to be worked out, analysts believe | 


the and is feasible. © u 
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Business. 4 


All AsiaCapital offers sound investment advice on 
corporate finance, joint ventures, private 


placements, securities underwriting, mergers and 
acquisitions and stockbrokerage. Together with its 
subsidiaries — All AsiaProperties, All AsiaInsurance 
and All AsiaSecurities — All AsiaCapital provides full 
services in: 





* Technical and iundamente 
researches 

* Block sales capability e 

e Foreign placement proficiency. - ~ 


* Corporate Finance 

* Loan/iease syndication 

* DebUequity underwriting 

* Securities dealership 

* Trust and investment 
management services 





e insurance/risk management > 
* Real estate/equity investment 5 





All AsiaCapital navidad vital leads through its- 
foreign and local partners who are leaders in their 
respective industries. 








° international Finance 
Corporation 

* Rockefelier & Company, Ltd. 

* Korea Merchant Banking 
Corporation 

e Sanyo Securities Co.. Ltd. 
of Japan 

* Yasuda & Pama Ltd. of Japan 





e Chemphil / Garcia Group 

* Manila Bay / Tanco Group 

e Retirement & Separations 
Benefits System 

* Cepaico / Abaya Group 

e Alsons / Alcantara Group 


All AsiaCapital. Your profit link to Philippine business. 


All AsiaCapital 


SyCipLaw - All AsiaCapital Center, 105 Paseo de Roxas, Makati 1200, M.M. Phils., 
Tel. No. 818-3211 Telex No. 14814 ASIALC PS Facsimile (632) 817-1728 
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New boys: Jose Concepcion Ill, Coyiuto . . . 


CONGLOMERATES 


New, upwardly 
mobile tycoons 


yala Land, Inc., the real estate subsidiary of the mighty 
Ayala conglomerate, early this year lost out in bidding for 
government lands in the Muntinlipa area south of Manila, 
to upstart Fil-Estate Realty Development Corp., set up in the early 
1980s mostly by real estate agents. Ayala, one of the country’s 
oldest business organisations, is now in intense competition w ith 
another relatively new firm, Philippine Realty and Holdings Corp., 
for the site of a unified stock exchange. 

Meanwhile, San Miguel Corp., which for decades has monopo- 
lised the beer and ice-cream markets, has started to feel heat from 
its new competitors Asia Brewery and RFM Corp. Philippine Long 
Distance Telephone Co. (PLDT), while still managing to get a na- 
tional franchise from the government that will help it entrench its 
monopoly, has recognised the long-term threat it faces from the 
new company Digital Telecommunications Co., and Jollibee 
Foods, Inc., set up by a group of young Chinese-Filipinos, has 
been beating the loc al franchise holder for McDonald's. 

Concepcion Industries, Inc.— started in the 1950s — has found 
itself competing with a number of small air-conditioning assem- 
blers. There is a continuing struggle for control of Oriental Petro- 
leum and Minerals Corp. between a group led by Manila stock- 
market overlord Robert Coyiuto and that of Alfonso Yuchengco, 
head of an old-elite insurance and banking conglomerate. 

These developments point to the same Philippine phenom- 
enon: despite the country's economic troubles since 1981, its busi- 
ness sector has continued to be a vibrant, competitive one. The 
country’s corporate structure, in the 1960s and 1970s characterised 
by the oligopoly of a few family-owned conglomerates, has 
changed. New magnates and conglomerates have sprung up, de- 
spite the high interest rates and the uncertainty due to both a 
volatile exchange rate as well as political instability. 

Less than a decade ago, Robert Coyiuto, for instance, was still 
struggling to make his family’s insurance company a major player 
in the industry. Now he controls Oriental Petroleum and Minerals 
Corp., which, with its West Linapacan oil wells, is likely to be- 
come one of the country’s biggest firms. The contractor F. F. Cruz, 
Inc. used to be content with small road building contracts. Now it 
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can outbid most contractors at will, with its eyes focused on i 
massive Manila Bay reclamation project. 

"The changes are quite substantial," Far East Bank presiden 
Octavio Espiritu notes. "The groups which controlled certain ma 
jor industries have either given way to new conglomerates o 
have been forced by intense competition to share their markets." 

It is not solely a case of established industries being challenged 
New magnates have sprung up in industries either undevelopec 
or even nonexistent a decade ago. Magnate Elena Lim rode th« 
wave of prawn exports to Japan, and then diversified into ass 
embly of consumer electronic products and then into car assem 
bly. 

Benson Dakay’s father advised him to stick to their family’: 
lucrative mosquito-repellant business. Instead he developed hi: 
enterprise, producing carageenan (a seaweed-based food additive) 
and his Shemberg group now has eclipsed his family's other busi 
nesses, with its export sales skyrocketing from US$3 million ir 
1980 to last year's US$40 million. Chinese-Filipino Willian 
Gatchalian's factory was producing only such products as plasti 
pails and kitchen utensils. He tapped the US supermarket anc 
department store demand for shopping bags to become one o 
Manila's biggest magnates who has diversified into real estat 
and banking. Henry Sy was the first who realised the potential o 
huge shopping centres catering to nearly all classes and is now th 
undisputed shopping mall leader. 

One key to this explosion of entrepreneurial skill is the coun 
try's highly developed educational system, and consequently so 
phisticated collegiate and postgraduate courses for business man 
agement. There are about six colleges offering MBA courses. Th« 
Asian Institute of Manágement was set up in the 1970s, and ha: 
developed such prestige that it has attracted students from some 
of the richest families in the Asean region. 

The Philippine elite also has had a penchant for sending it 
children to US business schools. While this has resulted in a brait 
drain, many of them have returned home, bringing with them the 
latest business and financial techniques. The upper rungs of Ma 
nila's corporate ladder are full of young people with MBAs fron 
such US schools as Wharton and Harvard. 

CityTrust Banking Corp. president Jose Facundo notes: “Ther: 
seems to be a new generation of US-educated Filipinos and pro 
fessionals abroad deciding to make their fortunes in the Philip 
pines." This may be the upside of the migration of thousands o 
Filipinos abroad to escape the difficult times in the 1980s. 

Metro Drug Corp. president Vicente Tinsay for a decade hac 
been in Hongkong working for the Indonesian-owned First Pa 
cific Group. He now heads its operations here and the Metr 
Drug group has become one of the fastest-growing manufactur 
ing conglomerates in the country. 

Geronimo de los Reves, after retiring from Reynolds Alu 
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minium and undertaking = estate pije in New York, came 
home to set up Gateway Properties, Inc. which has built a sop- 


histicated industrial park in his home province of Cavite. The 39- | 


year-old Frederick Dy tried out condominium projects in Manhat- 

"tan in the early 1980s. He returned in 1987 and convinced his 
family and other business groups to buy out Security Bank and | 
"Trust Co. 

The Jacinto brothers, after the fall of Ferdinand Marcos, who | 
-had confiscated their properties, have returned to reinvigorate | 
their companies to such a level that they can now pursue their | 
-plans for the establishment of the country's first blast-furnace. 









- rial corps is the operations of multinational comy 
"try since World War II. While these firms : 
windfall profits from the Philippines, they provi 2 
the transfer of corporate technology. m 


Two thirds of the chief executive officers of the country | 7 Sc m- | 


.mercial banks, for instance, started their banking careers at 
-Citibank’s Philippine branches. Geroni 
-Philippine National Oil Co. and who1 
Glass Co., had been. an executive of | 
years. | 
* But a more important dudonan int itry's corporate 
-sector is the changing of the guard to a younger generation more 
‘imbued with capitalist professionalism. Many of Manila's biggest 
conglomerates now are headed, or at least run on a day-to-day 
basis, by executives in their 30s or early 40s, among them: 

San Miguel Corp.’ s Andres Soriano HL; _ 

Ayala Corp-'s Jaime Agusto Zobel de Ayala III; 

RFM Corp.'s Jose Concepcion Hl; — 

PLDT's Antonio Cojuangco; 

Equitable Banking Corp.’s George de 

Oriental Petroleum's Robert Coyiuto; _ 

and Luis Lorenzo of the Lapanday group (owners of Pepsi 

Cola Bottlers). UR. 

While the country's economic crises since 1981 decimated 
many companies, these difficulties also served to temper 
ippines' corporate sector. This was first thro tp 
ionalisation of the managerial corps, with more and more of the 
country's elite families giving their executives full authority in 
running their companies. This is most marked among commercial 
banks, many of which had been treated by their owners as their 
private financial organisations. Nearly all of the country's 25 do- 
mestic commercial banks are now run i profesionals who are 
not major shareholders. re 

Another change on the bus sce 1 ne has been the opening up 
of corporations, either through listing on the stockmarket or 
through alliances with other co conglomerates. Since 1986, there have 
been 88 offerings on the stockmarket, both by firms already listed 
or by those going public for the first time. There has been a change 
in the Philippine elite's past penchant forc ompletely dominating 
their enterprises. "Strategic alliances" is becoming the buzz 
phrase among the country's biggest corporations. Major investors 
in the privatised Philippine Airlines, for instance, are the 
Cojuangco family of PLDT, the Sorianos of San Miguel Corp., and 
the Chinese-Filipino Go family of Equitable Bank. 

One important development which has injected new life into 
Manila's corporate sector has been the wave of Chinese-Filipino 
investments. This was in part due to the liberalisation of citizen- 
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ship laws in 1975, This encouraged at least 200,000 ethnic Chinese’ 


~~ who had been in the country for at least a generation — to 


sco, who headed 
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|. in the next few years. 
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espite all of the Philippines’ economic problems, its stock- 
market has been an active one, and optimistic brokers 
claim that is an indicator of the country's growth poten 


Quite surprisingly, the Philippines has become one of the star E 
performers among the emerging markets of the world. In 1991, : 
the Philippine stockmarket values (in US dollar terms) rose 59% to 
rank 6th among the best performers which was led by Argentina . 
(up 400%) according to an International Finance Corp. survey. ..- 

For the first six months of the year, the Manila Stock Exchange 
composite index rose 43%, mainly due to the mini-boom that fol- - 
lowed the generally peaceful May elections. Manila exchange re- 
search director Elizabeth Dinoy forecasts that a market rally will 
occur towards the end of the year, on a scale similar to the one- 
that followed the downfall of deposed President Ferdinand . 
Marcos in 1986. x 

A similar prediction for an upswing in the stockmarket to-. 
wards the end of the year comes from broker Prudencio Somera, . 


_ who sights a combination of favourable factors: a low peso-dollar. | 
, rate which has already shifted dollar holdings towards the mar- - 
| ket; the entry of foreign investors after the expected six-month. 


ge 


move towards industries which had been barred from them as : 
non-citizens. The most significant impact was the fact that these | 
ethnic Chinese had maintained strong ties with families in Taiwan | 
or Hongkong, who could provide capital either through loans or | 
equity to expand their businesses. A relatively new, broader en- | 
trepreneuríal class was created, which provided the business sup- - 


port for Chinese-Filipino magnates such as John Gokongwei, 
Henry Sy, and George S. K. Ty. m Rigoberto Tiglao 
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In 1935, you’d have to wear 5 stars to get this 
kind of welcome. These days, you can get it, too, 
even without the 5 stars. 


a private check-in and check-out, | 
complimentary breakfast, laundry, |. - 
dry cleaning service and, on B 
request, a personal fax in your 
room. 

Plus, the fastest way to get 
around: a helicopter service. T 

With all these, we suspect even |: 
the General would have: | 

approved. You would, | - 


You will be charmed by the re- 
markable staff selection for the 
MacArthur Club, for they combine 
the charm and dedication to ser- 
vice and comfort The Manila Hotel 
has been famous for throughout 
the world for almost 80 years. 

But, of course, the MacArthur 
Club service is not just 
people. It includes 






There are perhaps a dozen incredible 
Page ou must see in the Orient. 
= dne of them is a hotel. 





Rizal Park (P.O. » Dok 307), “Manila, Philippines 
Tel. (632) 47-0011 Telex: 40537 MHOTEL PM Fax: (632) 47-1124 or 48- 2430. 
The Manila Hotel Intl. Co. Ltd. Hongkong Sales & Reservations 
Office Tel. 5253262 Fax: 5249128 
Or contact: Delton Global, Saehong Air Travel Co., Summit International Hotel 
KLM /Golden Tulip Intl. B.V. Utell International, P. 
Philippine Airlines Sales & Reservations — — e 
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wait-and-see attitude towards the new administration; de- 
creasing yields from treasury bills; and the perception of 
political stability. The impact on the Philippines image abroad 
from the success of the West Linapacan oil wells (which started 
commercial operations in July) will also be substantial, he 
suggests. 

Because of gains in the first half of the year, the market is 
expected to be bullish. At the end of July, total value of turno- 
ver had already reached P20.2 billion (US$808 million) — more 
than the turnover of P17.7 billion for the whole of 1991. With 
the success of new listings last year, and relatively high interest 
rates, an increasing number of Philippine companies are ex- 
pected to turn towards the equities market for their financing. 

For the first seven months of the year, there were already a 
total of 10 new offerings on the stockmarket, including a war- 
rants issue, the first time such an instrument has been intro- 
duced on the local bourse. Most of the initial offerings were 
market winners. These include Manila Electric Company "B" 
shares, which were offered at P121 per share and now trade at 
P249; Union Bank of the Philippines, offered at P21.50, now 
trading at P30.50; International Container Terminal Services, 
Inc. offered at P6.70 and now trading at P21.25 per share and 
ABS-CBN Broadcasting Corp., offered at P15 and now trading 
at P28.50. 

Paging company Easy Call Communications Phil., Inc. listed 
its shares, at the same time making a warrants issue at P18. 
Other companies are also set to test other instruments such as 
the asset-backed participation trusts. In a country where savers 
get only between 4 and 8% for their savings deposits, stories of 
bonanzas from the stock market have stirred a new appreciation 
of its role. 

When the state-owned Philippine National Bank (BNP) decided 
to list 30% of its capital stock at an offering price of P170 per share 
in 1989, there was hardly any excitement, even among brokers 
But PNB pushed its shares through its nationwide branches with 
bank managers taking on the role of investment counsellors tell- 
ing customsers what the the stockmarket was all about. 

The Social Security System (sss) also helped by including PNB 
as stocks eligible for loan financing by the institution. Under this 
scheme, SSS members can borrow up to P18,000 (repayable at P340 
a month for five years) which they can use for stock investments. 
While the amounts may seem small by stockmarket standards, 
the wave of small investors has served to change the Philippine 
public’s erstwhile suspicious perception of stocks. 

A week before listing, PNB shares had become scarce. And 
when it hit the board on 21 June, 1989, PNB closed at P250 and 
soared to P670 per share before the year ended. After the declara- 
tion of stock and cash dividends amounting to more than 100%, 
PNB now trades at P305 per share. 

The PNB success story, as well as those of several other shares, 
have led to a leap in public interest, which listed companies have 
been quick to tap by issuing new scrip to fund their expansion 
plans. Purefoods, Inc., an Ayala Corp. subsidiary, for instance has 
raised funds for its P2 billion expansion pla Ough new issues. 

The most profitable stock since 1986 h 
Distance Telephone Co.(PLDT), which i 
York exchange. From a price of P41.( 
"people power" revolt, 
PLDT shares now are 
quoted at P1,090. The five 
other most profitable 
stocks have been San 
Miguel Corp., First Phil- 
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ippine Holdings, Turnover ratio — ^. Aad "un 
A.Soriano Corp., Ayala Price-earnings ratio ` -- 3.0 4.4 
Corp., and Oriental Petro- 2 ookvalueratio 0.5 0.9 
leum and Minerals Corp. Price index 160.9 548.0 


The bullish outlook 
among brokers is based 
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Source: International Finance Corp. Emerging Stock Markets Factbook 





Stock exchange: floating in cash. 


on the fact that the Manila composite index has shot past th 
record-high of 1,396.26 points set in 1989. The index has bee 
hovering above the 1,400-point range with the end-July index 2 
1,499.50 points. 

But the scene has not been completely rosy. The biggest du 
was Integrated Chrome Corp. (Inchrome), which listed a total « 
27.56 billion shares in November 1989 at an offering price of P0.0: 
Coming right after the successful offerings of Ayala Property Ver 
tures Corp., PNB, Cebu-Shipyard and Engineering Works, Inc. an 
Robinsons Land Corp., a mad rush for Inchrome shares ensue 
Before the listing date, shares were being quoted at P0.05. Afte 
listing, however, the issue's price continuously slid down. Now, 
is barely traded at all with the price at P0.011 per share. 

Foreign investment in the stockmarkets has been growing 
from US$42.6 million in 1986 to an estimated US$300 million la: 
year. A part of these investments come from British-based, cor 
servative institutional investors, which brokers say reflect thes 
companies' confidence in the Philippines' long-term prospect 
But perhaps the biggest part of the investment comes from fot 
Philippine country funds set up in 1989 amounting to US$21 
million. These are the First Philippine Investment Trust, Philippin 
Fund Inc., the Manila Fund (Cayman) Ltd and the First Philippin 
Investment Fund. The first three are listed in London and the la: 
in New York. 

Despite some failures, the overall sentiment has been op 
imistic. The Securities and Exchange Commission (SEC) has starte 
to play a more active role by proposing legislation that wi 
provide fiscal incentives to companies going public. And Pres 
dent Fidel Ramos hé 
sent a strong signal to th 
market by speaking i 
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1958 1898 1990 1991 the inauguration of th 

2,948 4,280 11,965 5,297 9,016 Philippine SEC Institute ( 
Kc 875 2,410 1,216 755 training centre for th 
1.9 (244 — 291 135  — secruties industry) i 
* : 99 185 245 283 which he urged the cour 
4593939 77463. $4 85 try's two stock exchange 
150.1 949.9 1,584.9 870.1 1,554 — Manila and Makati - 


to speed up their unific: 
tion. 
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Property is to be stabilised, but it will not benefit home buyers. 
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Cursed by the cure 


The Japanese Government’s efforts to reduce asset inflation have been 
too successful. The financial system is in danger of collapse and 
officials are now trying to prevent the damage from spreading. 


By Anthony Rowley in Tokyo 
apan's economic managers are tac- 
itly acknowledging that the fight 
against asset inflation has brought a 
pyrrhic victory. A rapid decline in 
real-estate and stock values has created a 
faultline in the financial system that has 
debilitated the economy and panicked 
even central-bank hardliners. Now the au- 
thorities are anxious to pump some life 
back into both markets. 

A rescue of the stockmarket is a popu- 
lar priority: small investors, as well as fi- 
nancial institutions, have suffered major 
losses on their holdings. An emergency 
plan unveiled by the government on 18 
August was designed to abate the sell-off 
of stocks, partly by allowing financial insti- 
tutions to pay higher dividends and partly 
by pressuring banks to resist heavy 
disposals of their equity portfolios. 

As for the real-estate market, a set of 
stabilisation measures is now being final- 


48 


ised by the authorities. This package is de- 
signed principally to shore up a financial 
system over-exposed to the stricken sector. 
But it will be at the expense of an official 
promise to bring property prices within 
reach of home buyers, and it is therefore 
less likely to command public support than 
the stockmarket measures. 

Prospects of a real-estate bail-out, to- 
gether with plans to allow banks to set 
aside loan-loss provisions, allowed the 
Nikkei index to rise 11.7% in the three trad- 
ing days up to 22 August, and by a further 
2.5% to 16,627 points on 24 August. 

The Ministry of Finance and even the 
Bank of Japan, the central bank, appear to 
have taken fright at the effect of their poli- 
cies to cool these once-overheated stock 
and property markets. Recent events sug- 
gest that asset inflation is regarded by 
many Japanese as a lesser evil than defla- 
tion, the ramifications of which have hurt 
most aspects of economic activity, includ- 
ing capital spending and personal con- 
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sumption. 

On 19 August, the day after Finance 
Minister Tsutomu Hata announced his 
emergency plan for the stockmarket, cen: 
tral-bank governor Yasushi Mieno declarec 
his support for a proposal allowing the or 
derly disposal of properties held by bank: 
as collateral against non-performing loans 

The urgency of the matter was earlie 
confirmed by a survey carried out by the 
National Land Agency showing an accel 
erating decline in commercial land price: 
during the three months to August and by 
indications of continuing falls in propert 
prices. 

The scheme being put together by th 
authorities envisages the setting up of i 
new company, or a land trust, with Y2- 
trillion (US$16-24 billion) of public and pri 

vate funds. Its main purpose would be t 
help banks with a heavy weighting of loan: 
to the real-estate sector, though it also ap 
pears designed to place a floor under resi 
dential and commercial property prices 
(Its biggest headache will be arriving a 
acceptable valuations for land acquired.) 

The central bank is expected to injec 
part of the money via special loans to trou 
bled commercial banks. All banks wil 
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srobably be asked to contribute part 
of their own funds to spread (or 
^mutualise") the burden of support- 
ing the property market. Mitsubishi 
Bank and Industrial Bank of Japan 
are expected to play a leading role 
in the forming of the new company, 
and Japanese insurance companies 
are likely to be pressured to partici- 
pate. 

This money is in addition to 
some ¥1-2 trillion which central and 
local governments in Japan are aim- 
ing to spend to acquire land faster 
than they originally planned. This is 
also intended to stem the continuing slide 
in land prices. 

The sums so far mentioned appear 
small in relation to the loans outstanding 
to the real-estate sector. Nomura Research 
Institute estimates that finance and insur- 
ance companies are owed ¥120 trillion by 
rs. But the sums look more 
significant in relation to the size of the non- 
performing loans held by banks — Y20-26 
trillion, according to an estimate. by 
Salomon Brothers. | 

Besides, the main impact of the pro- 
posed new land trust is likely. to be on 
market confidence. A similar exercise by 
British financial institutions in the early 
1970s succeeded in arresting collapsing 

property values, though the rescue vehicle 
had to hold property on its books for many 
years. Another near-parallel is Resolution 
Trust Corp. in the US, which is mopping 
up the mess from the collapse of savings & 
loan institutions. 

When Mieno assumed office in early 
1989 and began his crusade against as 
inflation, the central bank envisaged i 
trolled reduction in land prices. This, it- 
argued, would help end the rise in lar 








prices that had become socially divisive. | 


The price of condominiums — a popular 
type of housing accommodation in Japan 
— went from around five times the aver- 
age annual income of a family to nearer 10 
times between 1986 and 1990. 

By sharply raising the cost of money in 
Japan, the central bank calculated that it 
could push down average land prices by 
around 30% without endangering the 
financial system. This was based on the 
assumption that Japanese banks had ac- 
cepted only 60-70% of the appraised value 
of land as collateral against loans. 

But things have not gone according to 
plan. According to real-estate analyst Dan- 
iel Nielsen of broker UBS Phillips & Drew 
in Tokyo, land-price declines in Tokyo 
have averaged 30% since 1990, but in the 
neighbouring Kansei area the drop has 
been 40-50%. 

Even though the policy of high interest 
rates has since been reversed, land prices 
continue to fall at double-digit annual rates 
and are expected to average 15% in Tokyo 
and 25% in Kansei in 1992, says Nielsen. 
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Unfamiliar territory 


The fall in land values is rapidly erod- 
ing collateral values. Corresponding falls 
in the value of commercial buildings in 
urban areas have pushed a number of 
property developers — Azabu and Itoman 
being two of the most prominent — into 
bankruptcy or into the arms of their bank- 
ers. 

In some cases, banks have become un- 


willing owners of land and property as col - 
lateral for non-performing loans. It has be- 





come apparent, too, that banks have .— 
granted new loans to enable some deve- - 
lopers to service their existing debt. This - 
has caused considerable concern among fi- 
nancial authorities. - 

What is even more worrying for au- 





thorities is the plight of Japan's eight 
bank-related mortgage companies, 
such as Japan Housing Loan, and. 
the ripple effect on Nippon Credit 
Bank and numerous other lending: 
institutions. These mortgage compa- 
nies form the backbone of the na-. 
tional housing finance system, and. 
their inventories of unsold condo- 
miniums have been growing ever 
larger. | 

Proposed measures to support 
property prices are aimed largely at 
rescuing these companies, says real- 
estate analyst Nielsen. Once house 
buyers become convinced that prices have 
bottomed out, they will start buying again. 
Mortgage companies could also dispose of 
their inventories by taking advantage of 
much-reduced land prices. Gu 

Now, a typical “family” condominium . 
of around 50 square metres in the Tokyo. 
area costs about Y43 million, which is back 
to near the 1986 ratio of five times average 
annual household income, though it is still : 
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. beyond the reach of many people. 


Also, the huge amounts of office space D 


-due to come on stream between now and 


1994 will continue to exert downward: 
pressure on commercial property prices _ 
and rents in Tokyo and other Japanese 
cities. " 










COMMUNICATIONS 


Presiden 


ies between business and politics in 

South Korea are under unprec- 

edented scrutiny as the country pre- 
pares for presidential elections in Decem- 
ber. On 25 August, President Roh Tae Woo 
and the chairman of the Sunkyong group 
bowed to a demand from Kim Young Sam, 
the ruling party's presidential candidate, to 
re-open a mobile telecommunications con- 
tract after the election. Sunkyong, the lead- 
ing member of a consortium that clinched 
the deal five days earlier, was forced to 
give up the contract, amid allegations of 
favouritism. 

Sunkyong, the country's sixth-largest 
conglomerate, has a 31% stake in the con- 
sortium named Taehan Telecom. A 20% 
share is owned by three foreign firms — 
GTE of the US, Vodaphone of Britain and 
Hutchison of Hongkong. The son of 
Sunkyong's chairman, Chey Jung Hyon, is 
married to President Roh's daughter. The 
son is also tipped to become head of 
Taehan. 
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' hotline ^ 


T n consortium gives up mobile-phone deal : 


By decade's end, research institutes in 
Seoul say, the consortium could have sales _ 
of Won 3-5 trillion — based on forecasts of. 
4.5 million mobile telephone users by the — 
end of this decade, from around 200,000 - 

























announced on 20 August have only fuelled 

suspicions of favouritism. 
In a tightly knit society like South Ko- 

rea’s, where the close relations between 


more than enough to provoke an outburs' 
from the opposition. But they scored fur. 
ther points with the electorate by levelling 
unsubstantiated allegations that Sunkyong 
donated billions of won to the ruling pa 
to get the licence. 

So widely believed are these charg 
that Kim Young Sam felt the need to dis: 
tance himself from the imbroglio, despite 
his favoured position in the presidentia 
race. Already struggling to hold the frac- 
tious Democratic Liberal Party together 
the news could not have come at a worse 
time for him. He asked Roh to let the nex 



















fused. Kim then turned to Chey, who ac- 
ceded to Kim's request — a sign of the 
. latter's growing influence. 

_ With the electorate increasingly irritated 
: about the government's economic policy, 
one opposition assemblyman charged that 
-Roh was “indecisive on the work already 
decided, and yet wants to go through fire 
and water for things which are unneces- 
sary. n 

The government fervently denies fa- 
. vouritism, pointing to the great lengths the 
“Communications Ministry went to in or- 
.der to demonstrate the fairness of the se- 
lection process. Papers on the competing 
ids were ferried to-and-fro in armoured 
' vehicles, and the judges involved in the 
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choice after |. selection of the winner were secreted dur- 


l the 3 December polls, A Roh initially re- 


ing their deliberations to reduce the 
chances of interference. 

But despite the government's protesta- 
tions that everything to do with infrastruc- 
ture projects is at arms length, many are 
prepared to believe opposition claims of 
trickery. Earlier this month, the opposition 
Democratic Party published a hefty white 
p. Passi scorn on | the ee S 


changed during the process to favour the 
desired bidder. 

Although the existing mobile telephone 
licensee — Korea Mobile Telecommunica- 
tions — has enjoyed stellar annual profits 





limmer yet 





New Zealands Fletcher Challenge to shed assets 


: By Colin James in Wellington 


low progress in debt reduction cou- 

pled with a sharp decline in its share 
: price in the past few months have 
- forced Fletcher Challenge to revamp its 
- strategy. Hugh Fletcher, the chief execu- 
. tive officer of New Zealand's second-larg- 
"est natural resources company, has an- 
< nounced plans to dispose of assets worth 
up to NZ$3.6 billion (US$1.9 billion). The 
move follows the release of the company’s 
_ dismal results for the year to 30 June. 
_ The decision represents a major “philo- 
= sophical shift", says Fletcher, who said as 
recently as February this year that the com- 
_ pany was committed to keeping 10096 con- 
|: trol over its subsidiaries. Now the com- 
¿pany is prepared to take outside investors 
on board, or divest part of its holdings 
through flotations. — 

Fletcher Challenge has seen its share 

price fall by more than one third in recent 
weeks. On 30 June the stock of New Zea- 
land’s third-largest publicly listed com- 
pany closed at NZ$3.53. On 14 August it 
had fallen to NZ$2.33. "The collapse gave 
them one hell of a shock," says one of New 
Zealand's biggest institutional investors. 
It was enough of a surprise to persuade 
the company’s chairman, Sir Ronald Trot- 
_ ter, to accompany his chief executive to a 
meeting with analysts and reporters as a 
show of support. The company had just 
reported an after-tax loss of NZ$157.5 mil- 
lion on turnover of NZ$10 billion in the 
year to June. In the previous 12 months, 
the company made a net profit of NZ$481.9 
on sales of NZ$10.5 billion. 

















The latest figures reflect abndrmal losses 
of NZ$462.6 million, which included a 
NZ$386 million write-off of the company's 
48% stake in its Australian construction 
unit, Jennings Group. Fletcher Challenge’s 
operating profit fell to NZ$695.2 million 
from NZ$988.6 in fiscal 1990-91, because of 
the unexpectedly protracted US recession 
and a continuing weak demand for pulp, 
paper and construction services. 





But the most pressing issue for Fletcher . 
Challenge is debt. The company needs to- 


sell NZ$2.6 billion-worth of assets, equal to 
18% of its asset base, to achieve a debt- 


" Sudden dive 
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sist s since it started operations in 1984, 





even within government the granting of a 
second licence was controversial. 

The Ministry of Trade and Industry and 
the Economic Planning Board urged that 
the decision should be put off until the 
country had developed its own home- 
grown technology for mobile telephones. 

Although the decision to go ahead with 
a consortium involving foreign investment 
and expertise will ease some overseas con- 
cerns about South Korea opening up its 
markets, that is unlikely to be much com- 
fort to Kim Young Sam. With other major 
infrastructure contracts due to be awarded 
before December, the cosy partnership be- 
tween government and big business is 
bound to be a recurring theme in the com- 
ing presidential election. E. 


equity ratio of 1:1 by the end of 1993, 
against 1.44:1 as of the end of June. The 
firm has been trying to reduce its debt- 
equity ratio since June 1990, when it stood 
at 1.93:1. Fletcher repeated earlier assur- 
ances that no equity or rights issues were 
planned, a prospect that had caused inves- 
tors to bale out of the stock. 

Because the company has NZ$1 billion 
of unutilised lines of credit against only 
NZ$1.5 billion of debt maturing within the 
next fiscal year, there will be no "fire sale," 
explains Fletcher. Instead, he says, the new 
strategy to spin off assets "recognises the 
demand for pure-play investment oppor- 
tunities by international investors." 

Frances Loo, an analyst at Buttle Wilson 
specialising in Fletcher Challenge, reckons 


that assets can be sold without destroying 
shareholders' value and may even enhance 
“it: But that could take time, she says. The 


arket will act on "results rather than ex- 





"pectations" before it can be expected sub- 


stantially to revise its assessment of the 
company, she adds. 

The cash-raising exercise will involve 
selling some assets in their entirety, such 
as the profitable Rural Bank, which was 
purchased from the New Zealand Govern- 
ment in 1989. Other assets likely to be sold 
include holdings in forestry and in Cape 
Horn Methanol, a gas refinery in Chile 
bought in 1991. 

Fletcher Challenge expects to sell up to 
two thirds of its 10075 interest in Natural 
Gas Corp. soon. Fletcher says it would sell 
the monopoly natural gas distributor to a 
combination of a strategic investor and 
public investors. 

The company prefers partial divestment 
to the sale of several entire subsidiaries in 
order to maintain control over its core in- 
terests in energy, agriculture, pulp and pa- 
per, and construction, says Fletcher. The 
first two of the four sectors are making a 
profit. "We must retain a core borrowing 
group with debt levels and access to cash 
flow that has a secure investment grade 
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Inter-Continental hotels are centrally located in the important Business Traveller Magazine consistently votes Inter-Continental 
business cities throughout Pacific/Asia. ‘The Best International Hotel Chain for Business’. 


Wherever your itinerary takes you, expect comprehensive business Stay right where you need to be. Stay Inter-Continental, and 


E 
facilities, exceptional comfort and a welcome feeling of tranquility. g è escape to the heart of the city. 


INTERCONTINENTAL 
HOTELS 


BANGKOK * BOMBAY * COLOMBO * JAKARTA * MANILA * NEW DELHI © SEOUL © SHENZHEN * SYDNEY © TOKYO * YOKOHAMA 
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For reservations, please call your nearest Inter-Continental Hotel or travel agent, or any of the following Reservations Centres: AUCKLAND: (64)(9)3091-443 


HONG KONG: :/852:827.0000 * SINGAPORE: (648/226-2822 * SYDNEY: (‘Toll-free number) (008)221-335 * TOKYO: (Toll-free number) (0120)455655 
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rating through cycles," he says. 

The four divisions represent the culmi- 
nation of the company's decade-long meta- 
morphosis. In 1980 the construction com- 
pany Fletcher Holdings (founded by Hugh 
Fletcher's grandfather, James Fletcher), 
merged with Challenge Corporation, 
which was deeply involved in the New 
Zealand agricultural sector, and Tasman 
Pulp & Paper. 

Since the merger, Fletcher Challenge 
has shed "peripherals" or low-performing 
businesses while improving its global stra- 
tegic presence by expanding its core opera- 
tions in the Americas and Asia. The com- 
pany has since grown from being a New 
Zealand-based operation to an interna- 
tional natural resources conglomerate 
holding more than half its assets offshore. 

Fletcher Challenge is one of the world's 
top 10 pulp and paper companies, and is 
the second-biggest non-resident construc- 
tion concern in the US. It is also involved 
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in construction in Hongkong, Malaysia and 
Singapore. It is setting up a regional con- 
struction office in Kuala Lumpur to expand 
business. 

The company’s entry into Asia is more 
recent, as it initially preferred to expand in 
Canada and the US. It has extensive opera- 
tions involved in the exploration and ex- 
traction of oil and gas. In New Zealand, 
Natural Gas Corp. is the monopoly gas 
wholesaler. Fletcher Challenge also owns 
Petrocorp, the country's largest oil and gas 
exploration and extraction company, 
which it purchased from the government 
in 1988. It has similar operations in Canada 
and in Asia. Fletcher Challenge is the 
world's largest producer of methanol. 

As a result of these forays, Fletcher 
Challenge is a highly diversified concern. 
The company derived only 41% of turno- 
ver in 1990-91 from New Zealand opera- 
tions, much of which were from exports 
and export-related services. 
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Fletcher says that although the com 
pany has achieved a desirable structure i 
would still like to acquire a stake in Nev 
Zealand's yet-to-be privatised electricity 
generation company. It is also interested ir 
purchasing more plantation forests in Nev 
Zealand. 

He freely admits that the company ha: 
made some mistakes along the way. Oni 
was the decision to buy into New Zea 
land’s ailing meat processing industry, ii 
1984-85, from which Fletcher Challeng: 
beat a hasty retreat four years later. 

Another investment which failed to pa: 
off was the 1985 decision to buy into th: 
Jennings Group in Australia. While it wa: 
gradually building up its stake (whicl 
reached 56% in 1990) Jennings became in 
volved in the now crumbling property sec 
tor. This year the Jennings stake was writ 
ten down to zero. (Contrary to rumours i1 
Australia, the 20 August announcement o 
a refinancing of Jennings did not includ: 
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y cash injection by Fletcher Challenge.) 

While these ill-fated decisions were un- 
'rtaken under Trotter's leadership, 
ətcher has admitted that the company's 
3 are partly of his own doing. He said the 
ning of the purchase of UK Paper in 1989 
id turned out to be "abysmal" because of 
^woefully wrong" assumption that Euro- 
'an fine-paper prices would hold up bet- 
r than world pulp prices and would help 

offset the impact of the pulp-price 
»ugh. 

However, he points out that if no acqui- 
tions had been made since October 1987, 
e net loss in 1991-92 would have been 
75248 million worse. 


The damage to the balance sheet has | 
en somewhat exaggerated by a switch to — 
e more conservative US accounting | 


andard, which requires assets such as for- 
ts to be valued at purchase price, not at 
irent market value. This has contributed 
‘a reduction in reported equity of NZ$1.4 
llion and an increase in debt of NZ$1 bil- 
n. 

Trotter and Fletcher are confident in the 


»w plan for asset disposal and optimistic | 
»out the company's prospects. Pulp prices - 


e finally coming out of their prolonged 
ough, and paper prices may soon follow 

rising levels of advertising in the US 
rinted media are sustained. The recovery 
ı pulp and paper prices could mean huge 
àins for shareholders. If the previous pat- 
rns in 1982 and 1988 are repeated then 
someone will make a lot of money,” 
letcher says. 

Fletcher says the company’s solid cash 


osition augurs well for the future. Fletcher | 3 
hallenge has nearly completed a NZ$6.7 | 


illion programme of investment to up- 
rade and renew plants and cash flow will 
om this year on exceed capital expendi- 


ire. The company has also made large | f 
rides towards improving efficiency un- | 


er Fletcher, who holds an MBA from 
tanford University in California. Output 
er worker at Tasman Pulp & Paper, one 
f its main plants, has improved greatly. 
letcher aims to introduce management 
ractices that are the best in their fields, 
Ithough he acknowledges the Canadian 
lants fall short of those standards. 

Yet investors and analysts are still wary. 
"ne of the company's biggest institutional 
hareholders told the REVIEW that the com- 
any has a couple of years to prove it can 
lean up its balance sheet. But he said it 
vas clear after the share price collapse that 
letcher Challenge had recognised its prob- 


^m — and he warned against focusing | 


olely on the negative points. 

Bridget Wickham of CS First Boston 
ays there is still concern that the strategic 
irection would not become clear until the 
nd of the asset sale process. She regards 
letcher Challenge as a well-managed com- 
any whose paper and construction busi- 


esses ran out of luck. " 
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MARKETING 


High spirits 


Western liquor firms pour into Asia 


By Freddie Balfour in Hongkong 


sia has long displayed a taste for 
A things Western — especially any- 

thing that can be swilled around a 
drinking glass. Hennessy first shipped its 
cognac to Shanghai in 1859; Pernod was 
slaking thirsts in Indochina generations 
ago; Johnny Walker trades like hard cur- 
rency in Burma; and few South Koreans 
need reminding that president Park Chung 
Hee was drinking Chivas Regal when he 
was assassinated in 1979. 

East Asia is now viewed by interna- 
tional liquor firms as the strongest growth 
region, with more traditional markets re- 
cording stagnating or falling sales. The re- 
gion is the world’s largest market for co- 
gnac; Asians drank more than 54 million 





Marketing campaigns target Asian women. 


70-centilitre bottles last year. Sales of scotch 
whisky are also spurting ahead. From 
1987-91, exports of scotch whisky to East 
Asia almost quadrupled in volume terms. 

Given the expanding size of the East 
Asian market, international distillers are no 
longer content to leave marketing and dis- 
tribution in the hands of local agents. They 
have begun forming their own supply net- 
works and are tailoring their marketing 
strategies to attract affluent, discerning 
Asian consumers. 

The first strategic alliance forged be- 
tween liquor producers to target East Asia 
was a 1987 arrangement between Guinness 
United Distillers of Britain and Moet Hen- 
nessy of France. They bought a stake in Cal- 
becks, a Hongkong-based distributor and 
formed joint ventures with an arm of Hong- 
kong trading group Jardine Matheson. 
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Seagrams International of Canada and 
Anglo-Canadian company Hiram Walker- 
Allied Lyons followed suit by forming joint 
ventures and acquiring trading companies. 
In March, International Distillers and Vint- 
ners, the spirits arm of Grand Metropoli- 
tan of Britain, bought distribution compa- 
nies in Hongkong and Malaysia. 

The region has "enormous potential" 
for international liquor companies, accord- 
ing to Clive Carpenter, director of exports 
for Hennessy Cognac, which has a 38% 
share of the region's cognac market. Liq- 
uor sales in the region have been boosted 
by the soaring popularity of night clubs 
and karaoke bars, while a surge in tourism 
arrivals has been a boon for duty-free sales. 

In Taiwan, the last restriction on cognac 
imports will be removed on 1 September. 
Ten years ago, cognac sales on the island 
amounted to fewer than 50,000 cases, while 
today more than 700,000 cases are con- 
sumed. According to Richard Frost, man- 
aging director of Hongkong distributor Jar- 
dine Riche Monde, the Taiwan market 
should be twice that size within five years. 

Many obstacles to selling to Asia con- 
tinue to exist. In Japan, attempts by over- 
seas companies to build an image are frus- 
trated by parallel market sales. Brands are 
imported from third countries and sold 
more cheaply by ignoring the normal dis- 
tribution network. This reduces the incen- 
tive for producers and distributors to pro- 
mote a product heavily. The parallel mar- 
ket is legal and, some allege, encouraged 
by the authorities to frustrate the market- 
ing attempts of foreign brands. 

In Thailand and Malaysia, foreign 
brand owners have seen their promotional 
efforts frustrated by counterfeiting, which 
is estimated to have reduced potential an- 
nual sales of certain brands of whisky by 
as much as 20% in recent years. Indonesia 
pays stricter adherence to Muslim precepts 
than Malaysia and provides few outlets for 
hard liquor outside the major hotels. 

South Korean importers must contend 
with a thicket of discriminatory taxes and 
a protective tariff. A bottle of imported 
Johnny Walker scotch retails for about 
Won 60,000 (US$75), making it the most 
expensive in East Asia. A locally bottled, 
distilled-in-Scotland brand is sold for about 
Won 23,000. Whisky pays a combined liq- 
uor and education tax of 195%, against 35% 
for the local firewater, soju. 

But not all international drinks firms are 
crying into their glasses about South Ko- 
rean obstruction. Seagrams and United 
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Distillers eand up with local companies 
to acquire local bottling licences in the early 
1980s, when imports of foreign brands 
were prohibited. Their locally bottled prod- 
uct shipped from Scotland has given them 
a 97% share of the scotch whisky market, 
and a virtual monopoly on distribution of 
foreign brands. 

By international standards, Asians are a 
temperate bunch. The Japanese and the 
South Koreans, the region's heaviest con- 
sumers of alcohol, are also-rans in a global 
league of per-capita consumption. To the 
international distillers, this is far from a 
problem: Asians tend to choose better- 
quality, or higher-margin, drinks. 

Whereas Western drinkers tend to buy 
one drink at a time, Asia's hedonists think 
nothing of shelling out US$200 for a bottle 
of Johnny Walker Black in a Seoul drink- 
ing salon or for a bottle of premium co- 
gnac a bottle-keep bar in Tokyo, though 
sometimes they need the steady pouring 
hand of an attractive hostess. In Hongkong 
recently, a nightclub customer in one ses- 
sion bought 100 bottles of Hennessy X.O 
cognac, to the tune of about US$20,000. 

The key to Asian consumption patterns 
lies in the importance of "face." Whatever 
the occasion, be it the father of the bride 
toasting his son-in-law's family in Shen- 
zhen or a salaryman out on the town with 
his boss in Tokyo, brand choice is of para- 
mount importance. 

Drink can be an essential lubricant of 
business in Asia. Deals that are initiated in 
the boardroom are often clinched, among 
much mutual toasting, in the bar. Business 
entertaining accounts for a large part of 
alcohol sales in the region, particularly in 
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Japan where a salaryman’s social status ca 
hinge on his capacity for liquor. 

Another sign of the promotional su 
cess of drink exporters is the growin 
popularity of liquor as a gift. According | 
the marketing experts, a gift designed ! 
impress should have two properties: 
should be immediately recognisable for i 
cachet, and its value should not be que 
tionable. Major cognac houses, for instanc 
offer a range of products, up to a vintag 
brandy in a crystal decanter for US$700 

Hongkong and Singapore are the may 
importers of cognac on a per-capita basi 
though both have a sizeable re-expo: 
trade. Folklore as much as marketing he 
propelled sales growth. Cognac has lon 
had the inestimable commercial benefit « 
being widely regarded by ethnic Chine: 
as enhancing a man's sexual prowess. 
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Nor are Chinese women immune tothe | 
pposed pharmacological properties of | 


cohol. In Malaysia and Singapore, it is 
immon for pregnant women to drink 
»nedictine, a French liqueur. This is a con- 
ction of 27 herbs developed by Benedic- 
re monks. 

Sales growth is not going to come from 
indering to tradition and superstition, 
»wever. Liquor companies are trying to 
read their appeal to younger consumers 


rough sports sponsorship — Johnny | 
'alker is a prominent backer of Asian golf | 
urnaments — television and print adver- | 
sing, and promotions in hotels and West- 


n-style bars. 


Women account for a only tiny portion | 


‘alcohol sales. But they are being increas- 


gly targeted by producers as a growing - 


-ceptance of Western mores removes - 
P 


ne of the traditional stigma attached to | 
| A VIATION 


male drinkers. According to the Japanese | 
lealth Ministry, more than half the coun- 
y’s women drink occasionally. 

International Distillers and. Vintners is 
head of the competition in tapping this | 
:xgment of the market. “Asia has tradition- | 
lly been a cognac-drinking market for 
ven. The Chinese female doesn't have her 
wn drink yet,” says Jonathan Patrick, 
anaging director of sales at the com- 
any's wholly owned Hongkong distribu- 
t, Ekpac Food and Wine. 

Female Chuppies (young professional 
hinese) in Hongkong and Singapore ac- 
sunt for nearly 50% of its sales of Bailey's 
ish Cream liqueur in East Asia. Winnie 
‘hu is one such social drinker. She likes to 
ip a liqueur or two when she parties at 
longkong's ultra-chic JJ's discotheque. 
Drinking is like a vacation," says the 24- 
ear-old town-planning assistant, "both 
xciting and relaxing at the same time." 

In Thailand, Seagrams has broken the 
‘aditional mould of liquor adverts, which 
and to be vignettes of manly, but rather 
tuffy, sophistication. Its commercial for 
‘hivas Regal Premium whisky looks and 
ounds like a music video. 

But the efforts of the marketing 
vhizzkid do not always displav a sure or 
ubtle touch. A series of commercials 


roadcast in Hongkong featured a vacu- | 
| quality of service and choice of carrier may 
_ be good for passengers, it is less so for gov- 


ius beauty paying indirect tribute to Remy 
Jub cognac. "I do everything for him,” 


vas her plaintive message, "but he won't _ 
| and Korea Long Term Credit Bank. The 
| banks, which between them hold almost 


hare his Club with me." The territory's 
\ssociation for the Advancement of Femi- 


ism branded it the most sexist advert out | 


f 276 sampled. 

Robert Chan, who handles the account 
t BBDO Advertising agency, is unre- 
'entant. "Sales have gone up, we've 
tabbed a niche. As men feel more pres- 
ure for equality, it is important that they 
ire still in control. It's supposed to be ex- 
lusive [of women], that's why we call it 


“lub. You wouldn't call that sexist would - 
rou?” e 
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DOGFIGHT — KOREAN STYLE 


Fly in the ointment 


South Korean carriers vie for passengers 


By Michael Westlake in Seoul 


magaan nnn aAa Aedma ME ed 


he South Korean Government is in 

a bind. Through a mixture of politi- 

cal patronage, investment by two 
banks it owns and loan guarantees by one 
of the banks, it is involved on both sides of 
a battle between the country's two airlines. 
On one side is Korean Air, which was 
bought from the government in 1969 by 
the giant Hanjin group. On the other side 
is Asiana Airlines, started in 1988 by the 
Kumho group. 

The airlines are engaged in a David-ver- 
sus-Goliath battle for passengers and 
routes that has resulted in accumulated 
losses for Asiana of US$170 million in its 
three-and-a-half years of operation. Korean 
Air, which had net income of US$20.9 mil- 
lion on revenue of US$2.6 billion in 1991, 
netted only US$1.5 million in the first half 
of this year. 

While the battle in terms of pricing, 


ernment-owned Korea Development Bank 


19% of Asiana's shares, are expected to 
raise Asiana's paid-up capital to 
US$435.5 million by December 1995 from 
US$207.5 million in June. Korea Develop- 
ment Bank is also a guarantor of US$4.9 
million of loans to Korean Air. 

These commercial interests create a 
strong obligation on the government to 
ensure Asiana's survival while not hurting 
Korean Air. But given the system of bilat- 


eral agreements that governs international 
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routes, Korean Air is concerned that the- . 
government may have to raid the more lu- 
crative parts of its route network and give 
them to Asiana. S 
To some extent, this has already hap- 
pened. After complaints from the airlines — 
about each other's level of access to foreign... 
routes, President Roh Tae Woo's adminis- ^. 
tration in 1990 issued a set of guidelines... 
for route allocation. Asiana was already: | 
cleared by the government to fly totheUS 
and Japan, and the new rules brought Tai- — 
wan, Southeast Asia and the Subcontinent- 
into view. i 
New routes to the US and theSubconti- — 
nent must be divided equally between the: 
two airlines. And Asiana must be given 
two new services to Japan or Southeast. 
Asia for every one given to Korean Air. ` 
Asiana can also serve the same routes. 
as Korean Air as long as the older airline is. 
carrying at least 150,000 passengers a year 
on at least seven flights a week and they 
have an annual average load factor of 70% 
When this happens, Asiana can operate 
three flights a week. Extra flights are 
shared equally. 
Neither airline is happy with the policy. 
Korean Air complains that its expansion: 
plans are unfairly restricted in favour of. 
Asiana. The airline's fleet of 85 aircraft. 
serves 12 South Korean destinations and. 
41 foreign cities in 23 countries. It has 20° 
aircraft on order plus options on anothe : 
eight. 
Asiana, which hopes to increase its fleet 
of 21 aircraft to 33 by 1994 and to 60 by the: 
end of the decade, counters that it has been. 
given unprofitable routes and that it is be 






























domes! and 14 aun cities. i: 
.. The résult is considerable bien and 
an almost complete lack of cooperation be- 
tween the airlines. Asiana’s executive vice- 
president, retired air force major-general 
Park Yong Tae, says of Korean Air: “They 
think they own the sky . . . They're still 
dreaming about monopoly." 
. Kuen W. Yu, Korean Air's managing 
vice-president for corporate planning, says: 
"s taken Korean Air 23 years to get to its 
present size, while Asiana wants to do the 
. same very fast." 
^. According to a long-standing rumour 
that is denied by Asiana, Kumho is finding 
the airline business far more expensive to 
set up than expected and wants to sell its 
= stake. Kumho, which has interests in the 
transport, petrochemicals and leisure in- 
- dustries, was awarded the licence to start 
South Korea's second airline against bids 
from the Samsung group and others. 
.(Hanjin group has interests in construction, 
shipping, property and other fields.) 
Korean Air denies any part in rumour- 









— International —- 


“mongering about Asiana, but its estimate 
f Asiana’s loss for the first half of this year 
t US$51 million is double Asiana's figure. 
~The Korean Air figure for Asiana's total 
«losses, however, matches Asiana's claim of 
~US$170 million. 

. . The lack of cooperation has one excep- 
. tion: inflight catering. This is because Ko- 
¿rean Air is the monopoly supplier of meals 
for all 28 international airlines using Seoul's 
 Kimpo airport. But Asiana is setting up 
-Asiana Catering in a joint venture with 
Scandinavian Airlines System. The joint 
venture expects to produce 10,000 meals a 
day, compared with Korean Air's present 
. 40,000, when it gets under way in the sec- 
ond half of 1993. 

- Asiana set up its own ground-handling 
subsidiary, Asiana Airport Service, in 1988 
that has also looked after US carrier North- 
west Airlines’ flights since early 1990. The 
airline has also set up its own cargo ware- 
house, crew-training centre and maint- 
-enance hangar. 








Air. But Asiana says Korean Air declines 


_ on the basis that as it does not operate this 


type of aircraft, it does not have the neces- 
sary regulatory permits to do the work. 
Yet Korean Air has agreed to maintain 
767s for Taiwan's EVA Airlines. Korean 
Air says the EVA arrangement is for line 


maintenance during stop-overs and not for 


the more complex checks and repairs 
Asiana is seeking. 

Ticketing, fares and frequencies are 
other areas of mutual dissatisfaction be- 


tween the airlines. Asiana is not a member | 


s i intenancei isa particular y sore point DT 
- with Asiana, which says it wants to con- 
| tract out work on its Boeing 767s to Korean 


of the International Air Transport Associa- | 


tion or a signatory to its agreements that 
make tickets issued by one airline valid on 
another. Korean Air joined in 1989, and it 
has refused to sign the sort of separate 
interline agreement that Asiana has signed 
with 105 other international carriers. 

As a result, if either airline suffers a can- 
cellation, passengers cannot be transferred 
to the other carrier's flights. They have to 
buy new tickets and claim refunds from 


_ the original carrier. This policy even ap- | 


plies on troubled domestic routes, where | 


government-set fares are the same for both 
airlines. M 

The airlines say they are incurring 
losses from domestic services in spite of 
fare increases of 22% in 1991 and 15% this 
year, a common problem in countries 
where domestic networks contain routes 
run as a social service. Asiana had to prove 
itself with domestic services in its first year, 
and it has been able to reduce its depend- 
ence on domestic services only since 1990. 

Last year, Asiana carried 30% of the 12.3 
million domestic passengers. Domestic 
services currently provide 35% of Asiana's 
income, down from 50% last year, against 
less than 10% for Korean Air. 

Both airlines want further fare increases 
on domestic routes. For instance, the fare 
for the Seoul-Pusan trunk route, which ac- 
cording to Korean Air just about breaks 


even, is Won 36,200 (US$45). By compari- : 


son, a hotel car from central Seoul to | 


Kimpo airport costs Won 50,000. 

Annual growth of 11.8% forecast by the 
Ministry of Transport for domestic passen- 
ger levels to the year 2000 does nothing to 
improve the prospects of making a profit 
on domestic air routes. Both carriers fear 
that a proposed high-speed rail service 
planned to run between Seoul and Pusan 
in 1998 will kill the market for air services 
on this trunk route. 

The international arena does not offer 
much consolation. International routes are 
controlled by bilateral agreements that usu- 
ally specify a maximum number of flights 
or seats to be offered between countries, 
with the totals shared equally. Letting 
Asiana fly overseas means expanding the 
totals for both South Korean and foreign 
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airlines or cutting intó Korean Air's alloca- 
tion. 

Asiana complains that Korean Air has 
used its far larger fleet to take up South 
Korea's allocations on some routes as a 
means of blocking Asiana. According to 
Asiana planning chief Park Chan Yong: "If 
Korean Air has 14-18 frequencies a week, 
adding one or two is meaningless, but for 
Asiana with three or four a week, adding 
one or two is a lot." 

Korean Air, however, points out that 
the government stopped it from beginning 
a fourth daily service to Los Angeles this 
year so as to allow Asiana to start a daily 
service to the city. This restriction, Korean 
Air says, is supposed to be lifted at the end 





ind, Brst'vanbired overseas in Janu- 
ary 1990 to Japafi?folliwed by routes to 
Southeast Asia in DecemUgr. Its first serv- 
ice to Los Angeles was in November 1991. 

Korean Air says Asiana's international 
fares undercut its own by more than 50%, 
while Asiana says the difference on aver- 
age is about 3%. But if Asiana drops a fare 
by 1095, Korean Air does too. 

Lower fares, however, are essential to 
Asiana. Because it has fewer aircraft and 


routes than Korean Air, Asiana is weaker 
in terms of convenient scheduling and in 
frequencies. As a result, the areas in which 
it can compete are price, service and reli- 
ability, it says. 

But Korean Air has built its market 
share as a low-fare carrier in competition 
with foreign airlines, whose fares have 
themselves dropped because of recession 
elsewhere in the world. Improvements in 
yield for both South Korean carriers must 
await an improvement in the market as a 
whole — something that is reckoned to be 
at least a year away. 

And while the newly formed diplo- 
matic relations between Seoul and Peking 
are likely to bring new revenue opportuni- 
ties, they have ended one lucrative interna- 
tional route. Taiwan says Korean Air's 11 
and Asiana's four weekly flights to Taipei 
will be suspended beginning on 15 Sep- 
tember. 

Last year, South Korea received 3.2 mil- 
lion visitors, up 6% from 1990, while out- 
bound travellers totalled 1.8 million, up 
19%. In the first three months of this year, 
the number of visitors rose 14% from a year 
earlier, while the number of outbound 
travellers increased 22%. Year-earlier fig- 
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ures, however, were distorted by the effec 
of the Gulf War. 

Even so, the growth in passenger nun 
bers that led the government to believe th. 
South Korea could support two major ai 
lines is there. But the yields are not b 
cause of the scramble for market share E 
all airlines on foreign routes. 

Also, both airlines are suffering from 
government policy that uses the threat « 
tax audits to discourage heavy spendin 
on travel by South Koreans. This is a meat 
of reducing the country's deficit in tou 
ism, an industry that notionally shoul 
bolster the balance of payments. La: 
year, the deficit in tourism was US$3C 
million. 

Asiana wants the government to sta: 
the protracted process of re-negotiating ai: 
service agreements with European cour 
tries so that its flights can operate there 2 
soon as possible. Flying times to the U 
West Coast and Europe are about the sam 
but the fares to Europe are almost doubk 

Meanwhile, Asiana has pushed back th 
date when it expects to break even on or 
erating costs to 1994 or 1995. Until it i 
awarded higher-yielding routes, its prot 
lems are likely to continue. l 
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Peso prowess 


Exchange rates are often a gauge of economic health; in the Philippines, the peso 
rate is also a measure of presidential prowess. For years, President Ferdinand 
Marcos measured his machismo by the strength of the currency. His decline was 
mirrored in the massive devaluations that took place in 1983-84. His successor, 
- Corazon Aquino, escaped this fate, but only just: the peso was devalued only once 
and its overall decline was less precipitous than under Marcos. 

The new incumbent, Fidel Ramos, appears to have started off on the right foot. 
The removal of almost all exchange controls, announced on 10 August, has been 
widely applauded; the currency markets will now deliver their verdict on his 
presidency, unhampered by regulations which encouraged circumvention. 

So where will the go? The views of economists and market participants 
vary widely. The top think-tank, the Centre for Research and Communications, 
says the peso will rise from its current level of around P2475 to the US dollar to 
P27-28 by the end of the year, a forecast echoed by Hongkong-based Crosby Secu- 
rities. By contrast, the treasury department of Citibank in Manila, one of the big- 
gest forex players, is reportedly forecasting that the peso will strengthen to P24. 

There seem to be two schools of thought underlying the predictions, depending 
on whether the focus is the visible or the invisible part of the current account. The 
latter suggests that the liberalisation of exchange controls will lead to an inward 
surge of remittances from overseas workers and investment income, as they take 
advantage of the favourable interest-rate differential between those prevailing in 
the Philippines and those elsewhere. This should push up the value of the peso. 

The inflow has already been strong. 
The “invisible” portion of the current 
account registered a surplus of US$2.2 
billion in the first five months of this 

| year, an increase of 28% over the same 
period the previous year. And the in- 
flow is likely to continue. 

The former school argues that the 

trade account is the dominant factor for 
the peso and this has been in chronic 
deficit. Indeed, the deficit totalled 
US$2.1 billion in the first half of 1992, 
24% up on the same period last year, 
despite an import squeeze. 

. The trade deficit may well worsen 
over the next few months. Although an 
import levy was lifted in May of this 
year, there has been no big jump in im- 
ports yet. But Philippine exports are 
unlikely to rise much in the next few 
months because their main markets are growing slowly. 

What could happen is that in the short run, the peso may strengthen due to the 
inflow of remittances and investment income. It is at this point that politics has 
intervened in the past. Before, presidents have found the temptation irresistible to 
try to maintain the strength of the peso. This is because the benefits of lower costs 
for, say, imported oil have not been passed onto the consumer. 

But if the trade deficit does eventually take its toll, it will be hard for the central 
bank to resist the pressure to allow the peso to depreciate. The central bank has 
US$42 billion worth of reserves to defend the currency, but this hoard could 
quickly be spent if the momentum is too strong the other way. 

Again, politics would be likely to intervene. In the past, the effects of a weaker 
peso have been immediately passed onto consumers. A weaker peso means higher 
fuel prices, an unpalatable prospect that both Marcos and Aquino postponed for as 
long as possible, only to exacerbate the peso's decline when they finally allowed 
the currency to depreciate. Ramos could well fall into the same trap, unless he 
allows currency-market forces to operate freely. n Rigoberto Tiglao 
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resident George Bush's ill-fated 
visit to Asia last November high- 
lighted a glaring lacuna in US eco- 
nomic policy towards the region. 
i. With only slight hyperbole, it can be said 
| that the US has no economic agreements 
with Asian countries. 
| The 1991 signing of a Framework 
| Agreement with Singapore, instituting con- 
- sultation on trade and investment issues, 
can be seen as an almost desperate attempt 
-to do something, no matter how thin. 
Asia's anxieties over the North American 
Free Trade Agreement (Nafta) are in some 
measure due to the absence of any eco- 
..| nomic initiatives between Asian and Nafta 
-. |, A regional investment agreement could 
| fill this policy vacuum. It would address 
| issues of direct interest to Asian countries, 
| while avoiding contentious trade policies. 
| While investment issues are, in principle, 
: | on the agenda of the Uruguay Round of 
| the Gatt negotiations, those discussions are 
| sharply limited to trade-related investment 
measures, such as local-content and export- 
m | performance requirements. And even if the 
^| Uruguay Round is successful, the disci- 
| plines adopted will fall short of what Asia's 
-| governments would like to see. 
| Cross-border investment has been 
3 | growing faster in the Pacific Basin than 
5 | either trade or national incomes. As a re- 
a sult, tensions over investment rules are al- 
| 
| 





^ 1 


| ready beginning to mount within the re- 
- | gion. Government officials in Taiwan have 
| complained about a lack of protection for 
<; Taiwanese investors in Malaysia, for exam- 
_-| ple. The US has, meanwhile, investigated 
. |. claims that it should apply countervailing 
'.| measures against certain Thai investment 
..] incentives. The Thai Government regards 
..| these as intended to promote development, 
and therefore not subject to countervail 
provision. | 

: Recent investments have mostly been 
+| the small, fairly footloose variety, for which 
‘investment agreement protection is useful 
but not essential. But as projects become 
larger and the stakes higher, investors will 
begin to press their governments, as the 
‘Taiwanese have done, to seek greater pro- 
‘tection. So while pressures for better invest- 
‘ment rules have not yet reached a critical 
state, the time to negotiate is now. 

. The agenda should include both “old” 
and "new" investment issues. There are 
four old issues, of the sort normally found 
in the model treaties drafted by capital 
exporting countries. 
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Investment agenda | 


By Edward Graham and Stephen Guisinger 


First, right of establishment ensures that 
foreign firms have equal rights to establish 
themselves alongside domestic firms. Pa- 
cific Basin countries will want to exclude 
certain industries and exceptions would be 
permissible under the agreement. But an 
agreement would make these exceptions 
transparent and subject to annual review. 
The latter erodes any country's ability to 
maintain protectionist policies in the guise 
of national security. | 

Second, national treatment would guar- 
antee foreign firms the same legal rights 
afforded domestic firms. Again, exceptions 
would be permitted if they are transparent 
and reviewed periodically. 

Third, protection against expropriation 
binds governments to 
pay swift and fair com- 
pensation in the event of 
assets being taken over 
by the state. This is not a 
burning issue for Pacific 
Basin countries, where, 
by comparison with 
other parts of the globe, 
the expropriation powers 
of governments have 
been used sparingly. 
Nonetheless, the lan- 
guage reassures both in- 
vestors and their credi- 
tors. 

Fourth, the agreement 
would guarantee repa- 
triation of invested funds 
and the income from 
these funds. Again, this is 
not a pressing issue in a 
region with a good 
record of currency con- 
vertibility, but explicit 
guarantees are music to 
investors' ears. 

The old investment is- 
sues generally favour the 
capital-exporting countries. These are in- 
creasingly important to the NICs of Asia 
and the near-NICs, such as Malaysia, who 
are beginning to invest abroad in large vol- 
ume. New investment issues, by contrast, 
bring benefits to both capital exporters and 
importers. 

For example, the agreement could im- 
pose new limits on investment incentives 
and performance requirements. The Uru- 
guay Round has left investment incentives 
untouched, but Pacific Basin countries may 
wish to ward off incentive wars by impos- 
ing maximum support levels, as the EC did 








in the Treaty of Rome. Even if the Un 
guay Round is successful in establishir 
disciplines on some performance requir 
ments, Pacific Basin countries may wish ! 
go further. Another new issue might I 
creation of a regional forum for dispu 
settlement. Such a forum could dampe 
tensions before they reached “econom 
war" proportions. 

Another important new issue is comp: 
tition policy, which is likely to replace ant 
dumping legislation, as the latter has bi 
come a captive of domestic protectionist 
Other issues could include international ta 
treatment of investment income, extr: 
territoriality and environmental concerns 

Opening talks on an agreement shoul 
not imply that all thes 
issues must be subject t 
immediate and bindin 
rules. Any agreemen 
would probably be im 
plemented gradually, be 
ginning first with gather 
ing and reporting of dat 
on national practices o: 
investment issues. In th 
next stage, countrie 
could adopt non-bindin 
norms subject to annue 
reviews. In the fina 
stage, binding rule 
would be set. An agree 
ment should also b 
open-ended; any non-Pa 
cific country that wishe 
to accede to it should b 
free to join, allaying fear 
of a Pacific economi 
bloc. 

A Pacific Basin invest 
ment agreement seem 
an ideal way to move be 
yond deadlock on forma 
economic ties among th 
region's economies. Th 
Trade Policy Forum of the Pacific Eco 
nomic Cooperation Council (PECC) has rec 
ommended that the Asia Pacific Economii 
Cooperation group initiate discussions o 
an agreement. The idea is also likely to bx 
examined thoroughly when PECC's nintl 
general meeting takes place in San Fran 
cisco from 23-25 September. E 


Edward Graham is a senior fellow at the Insti 
tute for International Economics, Washingtor 
D.C. Stephen Guisinger is professor of interna 
tional management studies at the University o 
Texas at Dallas. | 
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In today’s fiercel y 
competitive corpor ate . 4 
world, the impression your E 
conversation makes is often 3 
as important as the job you. | a 
do. To be listened to, your 
words must carry weight t : : 
Especially with your superiors 
and clients. Thats where reading | 


| 


The Asian Wall Street ] ourna po 





will make all the difference. 


The Asian Journal provides. fresh 
facts and insights on regional and world | 
events. Covering ev erything from 
technology, marketing and banking, to 
world politics and policy and so much more 
you won't find in your local newspapers Or 


anywhere else. 


| you have to 
start talking like one. 


So you'll never be at a 
loss for words, or fresh topics 
of conversation. But whether 
the i issues are local or global, we 
look at them from an Asian 
| perspective, As a result, 
7296 of our readers 
are Asians from 
every corner of the 
region. The men and 
women who've reached key 
: positions in an incredibly diverse 


range of professions. 


Why not take advantage of our special 
rates and subscribe now. You'll enjoy a signi- 
ficant saving off the newsstand price. With 


a little help from The Asian Wall Street 








Journal you can talk your way to the top. 


FOR MORE INFORMATION, TEL EPHONE OR FAX: 
I Hong Kong: (852) 573- Ha "S Malaysia; (60-3) 781-3011 Taiwan: (886.2) 371-0312 i 
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: Singapore: (65) 747-5353 Philippines: (63-2) 818-1936 .— | Thailand: (66-2) 317-1400 l 
i Fax: (65) 746-4853 Fax: (63-2) 818-5385 Fax: (66-2) 317-1409 œ& ! 


Subscription Rates (one year and six months respectively): Australia AS430, A$240; Bangladesh U8$300, USS165, Brunet B$325, BS180, Ching USS300, 
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Germany $ 
‘Touring Car 
Champion 
for the last two 
years 1S no 
surprise. 


For the past two years, Audi 
have dominated Germany’s Touring 
Car Championship. 

Considering the innovation and 
advanced technology that have gone 
into Audi, it’s no wonder. 

Indeed, if anything is surprising, 
it’s that Audi engineers were able to 
port this world-class performance 
and handling into a luxury sedan. 

The new Audi 100 sports a 174- 
horsepower V6 engine which pro- 
duces some stunning results. It 
accelerates from 0 to 100 kilometres 
per hour in just 8.0* seconds. 

And it out-performs other cars in 
its class at the high end — going from 
80 to 120 kilometres per hour in fifth 
gear in only 12.5 seconds. 

Along with power, our engineers 
built in control. Front-wheel drive 
(or, optionally, four-wheel Quattro) 
makes Audi number one in per- 


formance and handling. 





And the standard Anti-Lock 
Braking System (ABS) modulates 
brake pressure up to 15 times a 
second to help prevent wheel locking. 

It’s simple really. If you 


want out-standing per- 





formance in your luxury 


Vorsprung 
car, test drive an Audi. durch Technik 


* Automatic Gearbox 0-100kph-9. 2 secs. 


w Caledonia Societe D'importations Automobile 68.7-261272 *« New Zealand European Motor Distributors Ltd. 64-9-5730181 * Papua New Guinea Tan Chong & Sons Motor Co. 
-4-667711 © Philippines SCB Motors (Phils) Inc. 63-2-780867 * Singapore Champion Motors Pte Ltd. 65-7776677/Motor Ultima Pte Ltd. 65-4621900 * Sri Lanka Car Mart Ltd. 
-1-696311 * Tahiti Comptoir d'importations Automobiles 689-424008 * Taiwan Universal Motor Traders Ltd. 886-2-7380123 * Thailand German Motor Work Co. Ltd. 66-2-5110820 


SIEMENS 





Integrated 
systems Technology 





Twenty-four months after 
groundbreaking the Pohang Iron 
and Stee! Company in Kwangyang/ 
Korea was able to produce its first 
ton of steel in the No. 2 steel making 
plant. Six weeks later, the plant 
reached full capacity, a record 
achievement. 


Another turnkey project in which 
Siemens played a vital role. Our 
involvement: Planning, engineering, 
supplying and installing advanced 
electrical equipment and systems 
for the main blower of the blast 
furnace as well as for the blast 
oxygen furnaces and the casting 
and sinter plants. Working within a 
very tight time schedule, 
coordinating deliveries from 
overseas and local factories, 
providing on-the-job training for 
POSCO service and operating 
personnel demanded our full 
attention. And, above all, we 


We turned the key 
within 24 months 


ensured maximum quality all the 
way to final commissioning. 


The Siemens knowhow in systems 
integration has now been 
strengthened further by forming a 
competence centre in Singapore to 
provide sales support, engineering 
and service for basic industries in 
the region. 


For further details contact 
Siemens (Pte) Ltd 

151 Lorong Chuan 03-01 

New Tech Park Singapore 1955 


or Siemens offices in Bangkok, 
Beijing, Hong Kong, Jakarta, Kuala 
Lumpur, Manila, Seoul, Taipei and 
Tokyo. 


Knowhow in Systems 
Integration. Siemens. 
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arning shot 


JS publishes hit list of Chinese goods 


(ci d d cue 
$usumu Awanohara in Washington 


hat do psychological- aptitude 
W testing apparatus, pretzel dishes 

and anvils have in common? The 
mswer is that they are all included in a list 
of Chinese exports to the US that could face 
ariffs of up to 100% if China fails to liber- 
slise its trade practices by 10 October. Cur- 
'ently, most Chinese products enter the US 
with tariffs of 3-595. 

The Office of the US Trade Representa- 
ive (USTR) on 21 August listed US$3.9 bil- 
&on of Chinese exports to the US that may 
se targeted for retaliation if market-access 
alks are not successfully completed by the 
leadline. 

Most observers expect China to yield 
iufficient ground before the deadline to 
wert sanctions. Many of the reforms de- 
manded by the US side, such as an end to 
he common Chinese practice of secret, or 
nternal, regulations that restrict or prohibit 
mports would also be required if China is 
© join the Gatt. China applied to join the 
rade body in 1988. 

The Gatt rationale would make it easier 
‘or Peking to yield because a deal could 
hen be sold domestically as a move to- 

wards standard international practices 
rather than as a cave-in to US pressure. But 
f China chooses not to follow this scenario, 
1 full-scale trade war is a real possibility. 
Richard Brecher of the US-China Business 
—ouncil, who advises many US traders, 
says a Section 301 action against China 
would have a "catastrophic effect" on cer- 
ain US groups, especially retailers and 
m relying on Chinese imports. 
A spokesman for China's Ministry of 
Foreign Economic Relations and Trade told 
the official Xinhua News Agency that Pe- 
<ing “reserves the right to react with rel- 
»vant measures" if the US carries through 
with its threat to impose punitive tariffs on 
mports of Chinese goods. In a 1983 dis- 
»ute about US textile quotas, China can- 
selled more than US$1 billion of grain pur- 
chases after the US imposed a lower 
zrowth rate for Chinese textile imports 
han Peking had demanded. 

It would not just be Chinese exporters 

ind US traders that would suffer. Hong- 





«ong serves as transit point for two thirds 
X China's exports to the US, and many of 
he colony's companies have export-ori- 


:nted manufacturing operations in south- 


n China that would be hard hit if the US 


were to make good on its threats. 
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In the first half of this year, Hongkong's 
re-exports to China and the US totalled 
HK$159 billion (US$20.4 billion), represent- 
ing 51% of the colony's total re-exports. 
News of the Section 301 hit-list helped 
push down the Hongkong stockmarket by 
2.2% on 24 August. 

The list, the largest ever to be drawn up 
by the USTR, appears to be aimed as much 
at influencing the US Congress as at push- 
ing Peking to make concessions. The Bush 
administration is strongly opposing a bill 
id would impose conditions on TS 


| US. China trade 


most-favoured-nation (MFN) trading status. 
The legislation may come up for a vote in 
the second week of September. 

In October 1991 the US began a Section 
301 investigation of Chinese practices be- 
lieved to affect US exports, following an 
unsatisfactory Chinese response to US de- 
mands on a variety of market-access issues. 
Last year, the US had a US$12.7 billion 
trade deficit with China, second only to the 
deficit suffered in its trade with Japan. 

The 10 October deadline comes fortui- 
tously less than a month before the US 
presidential election. But the chief political 
considerations behind the timing of the 
move had more to do with the Bush ad- 
ministration's concerns about the debate on 
China's MEN privileges. 

Still, the proximity to the election offers 
the promise of a political no-lose proposi- 
tion for Bush. If Peking concedes enough 
to allow the proposed retaliatory tariffs to 
be dropped, the administration can present 
it as a triumph for its approach to trade 
disputes. If Peking hangs tough, Bush can 


impose the sanctions and proclaim the ac- 


tion as an expression of his administra- 


tion's willingness to get tough with trade 


partners who do not play by US rules. 
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 sistant US trade representative, told report- 


g: Plan to take up the US invitation to partic 
à. pate in open hearings in Washington from 


` to retaliation on the US list are electrical 


US$140 milhor, 


sides then re 


and quantitative restrictions, and arbitrar 
testing standards that restrict the access « 
US and other countries’ goods to the Chi- 
nese market. Chief negotiator Ira Wolf, as- 















ers on 21 August in Peking that the list had 
been designed with two main criteria in 
mind. 

One was to avoid harm to American 
users of Chinese products, by picking 
product areas in which China was not th 
sole supplier. The second was to minimise 
the impact on the Hongkong economy. But 
the advanced state of integration between 
the economies of Hongkong and China 
makes this easier said than done, no mat- 
ter how carefully the list is designed. 

As a result, many Hongkong indust 
associations and other interested parti 






















23-26 September, when the USTR will listen 
to the views of companies or individuals 
whose. interests ae be. anteno a 





consider whether the list ought to be na: 
rowed. 

One new element in the equation is the __ 
intention by many Hongkong groups to Y 
take their concerns directly to Peking as 
well. “We plan to tell the Chinese authori- 
ties how much we would be hurt and to 
ask them to consider further opening their 
market,” says Eddy Li, president of the 
Hongkong Watch Manufacturers Associa- 
tion. ee 
The largest categories of goods subject — 






























machinery and equipment, at US$936 nj 
lion; footwear, US$613 million; plasti 
products, US$292 million; toys and gandes, 
US$290 millien; and ceramic products, 


Some US officials: express confidence 
that an agreement will be reached before: 
the deadline. Both US and Chinese officials 
have in the past few months said repea 
edly that progress was being made in th 
negotiations. 

Further talks are scheduled for 14 Sej 
tember, when Deputy US Trade Repri 
sentative Michael Moskow will go t 
Peking. The US has also informed Chir 
that senior officials will be available f 
talks in Washington in early October if ne 
essary. 

Past experience lends some grounds f 
optimism. The dispute about China's pr 
tection of intellectual-property right 
which was resolved in January, followed: 
similar pattern. The US issued a US$ 
billion hit list in November 1991, and. 
Chinese threatened retaliation. The t 


before ee safictions | were d ue to take e e 











“Look after this- 
planet, it’s the only 
one we have? 





A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 


This hammering is cumulative. 


Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. | 

Our life-support system 

All life on earth is inter- 
connected, dependentupon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature ~ and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health ofour 
planet, it is the only one we have. 
Write for further information to 
WWE International, CH-1196 
Gland, Switzerland. 





WWF 
World Wide Fund For Nature 


| Indonesian Lippo Group to float Hongkong bank 


' umen he patriarch of the Indonesian 


§ Lippo Group, Mochtar Riady, 

M. seems to have the midas touch 
when. it comes to banks. But the group's 
luck may have deserted it in the timing of 
its latest move in the field. 
. Lippo Ltd, the group's Hongkong hold- 
ing company, first mooted the idea of sell- 
ing off a stake in its Hong Kong Chinese 
Bank last May, when it bought the bank 
from its controlling shareholders, the Riady 
family, for HK$600 million (US$77 million). 
At that time, it was expected that the valu- 
ation of the moderately sized lender might 
be as much as HK$1 billion — justified by 
a track record that includes anticipated net 
profit growth of 44% this year to HK$60 
million. 





ap o Tm 
100% 


` Merchant 
"banking — 


‘Hongkong . 
Chinese. Bank 


60% 


appe. 
banking — 





But sentiment has changed since May. 
When Lippo announced on 19 August it 
planned to offer 40% of its banking arm to 
the public and existing shareholders, most 
analysts were predicting a valuation of 
about HK$660 million. That suggests a 
price-earnings ratio of 11, down from the 
13 most expected only a few months ago. 
The prospectus is not expected until the 
end of September. 

For one thing, the mood of the market 
in general is less than upbeat. Uncertainty 
over the outcome of trade talks between 
Peking and Washington, and the slowing 
rate of increase in Hongkong property 
prices are gradually taking their toll. 

But 1992 looks like a strong year for the 
banks. Interest-rate margins have remained 
wide in Hongkong. And with a strong 
economy and property market, there is lit- 
tle concern over loan-loss problems. at 
home. Except for Hang Seng Bank, which 
reported a disappointing 2296 increase in 
net profits to HK$2.3 billion, the banks’ in- 


terim performances have been impressive. 
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HSBC Holdings (the parent of Han 
Seng and Hongkong & Shanghai Bankin 
Corp.) reported a 51% gain in net profi 
on a fully disclosed basis for the first ha 
of the year to HK$5.03 billion, an increas 
that exceeded most analysts’ predictions. . 
is expected to do even better for the year a 
a whole; Morgan Stanley Asia bankin 
analyst Karen Udovenya expects net prof 
for the year to amount to HK514.7 billion 
And HSBC is cheap. Just before the earning 
were announced, it was selling at a pric 
earnings ratio of 7.8. 

When compared to other banks, Hon 
Kong Chinese Bank is not exactly a bai 
gain, analysts say. "If you were an inve: 
tor, you'd rather buy HSBC or Hang Sen 
than Hong Kong Chinese Bank whic 
seems too expensive,” says Udovenya. “ 
is small, illiquid and an unknown quar 
l tity. tf 

The last time a Hongkon 
bank was floated was in 198° 
when Dah Sing Financie 
Holdings offered 25% of it 
shares to the public. At the 
time, too, market sentimer 
was poor; investors took u 
fewer than half of the share: 

In addition, 1993 is e 
pected to be less positive fc 
the banks than this year. If U 
interest rates rise after the U 
presidential election in Nc 
vember, Hongkong rates wi 
surely follow, thanks to the fact that th 
two currencies are tied together. And mor' 
gage lending, which has underpinned th 
growth in banks’ profits this year, may cor 
tract. This is because of restrictions on lenc 
ing to the property market, imposed by th 
government last November, which may b 
tightened soon. 

So the offer will not bring any sens 
tional gains for the Lippo Group. But it wi 
enable the bank to raise cash which it ca 
use to fund its expansion plans. And th 
bank has a lot of plans. For the six years t 
1991, the bank's average annual growth i 
assets has been 4556. 

Hong Kong Chinese Bank was grante 
a banking licence in 1955 and was acquire 
by the Lippo group through its LIPP 
Strategic Holdings in 1984. It has only 1 
branches and it is heavily dependent o 
trade finance, which accounts for 7596 c 
its profits. Mortgage finance, the mos 
lucrative retail business, is an obvious tai 
get, but for that the bank. needs mor 
branches. - | 


Morning 
Star 
i 








Lippe 
ring the collapse of its bid for Bank of 
adit & Commerce Hong Kong (scion of 
 scandal-tainted worldwide banking 
'up and now in liquidation) six months 
», but there are not many candidates. 
erseas Trust Bank, a medium-sized 


» is interested in an acquisition fol- 


1k that was taken over by the Hongkong _ 
vernment in 1985, is expected to be sold E 


by the end of the year, though the gov- | By Davi d Jolly. in » Bangkok UD EAE 
iment is under no immediate pressure 


do so. 


But it may be expensive. Dao Heng | 


nk, Hongkong’s fourth-largest bank, and 
h Sing Bank are also interested in an 
juisition. Moreover, some companies 
atrolled by mainland Chinese would like 
emulate China International Trust & In- 


stment Corp. and China Merchant Hold- | 


zs, which control local banks. 

Overseas Trust is an uncertain quantity, 
ving absorbed the problem loans of two 
»er troubled institutions in the mid- 
80s. But it has over 40 branches and 
sted operating profits of HK$187 million 
the financial year to June 1991. And an 
quiring bank could always use tax losses 
Offset its own liabilities. 

Unfortunately, there are few alterna- 
es since there are only four local banks 
the moment with no foreign ownership, 
cording to Capital Information Service's 
anaging director, Philippe Delhaise. 
ree of these — Tai Sang Bank, Tai Yau 
ink and United Chinese Bank — are 


ought to be too small. The fourth, Secu- | 
| television documentary 
Foreign banks at least are not expected | 


y Pacific Asia, is probably too large. 


provide competition. Japanese banks, 
ch as Sanwa, which several years ago 
ight have been interested in strengthen- 
g their Hongkong dollar funding base, 
ive decided that the asking price for 
inks is too high. That conviction, of 
urse, has been deepened by their prob- 
ms at home. Singapore's well-capitalised 


inks have still not formulated their strat- | 


ries, despite DBS Bank's 10% stake in 
nall Wing Lung Bank. 

The other use of capital raised will be to 
ind expansion in China. The bank itself is 
terested in opening branches in China 
hile its parent Lippo is believed to have 


ceived a verbal commitment from the | 


hinese authorities to operate what would 
> only the second joint venture bank in 
hina along with two local partners, ac- 
ding to W. I. Carr analyst Esther Li. (The 
aly existing joint venture bank is Xiamen 
ternational Bank, whose shareholders in- 
ude the Asian Development Bank and 
ong-Term Credit Bank of Japan.) 

Lippo has ambitious plans to develop 
roperty in China as well. Lippo as well as 


s 63%-owned subsidiary, EIE Develop- . 


ient, has acquired 30 years’ worth of de- 
elopment rights to a large piece of land in 
ujian province, the home province of 
lady. a 
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COMMUNICATIONS 


Screen test 


Thai media firms compete for TV licences 


hailand's broadcasting industry i is 


T 


with plans to introduce two private televi- 
sion stations. Although plans are also be- 
ing laid to grant licences to three public 


stations, it is the private stations that are- 


attracting all the attention. 

The list of bidders for the private televi- 
sion stations, Thailand's first, is a virtual 
who's who of Thai media companies. 
Newspaper publishers Bangkok Post, Na- 
tion Publishing Group and Thai Rath, as 
well as telecommunications companies 
Loxley and Samart Telecom, head the list. 
The Manager Co., Independent News Net- 


| works Co. and International Brgadcasiing 


Co. have also expressed 
interest. 

On 22 August, Nation 
Publishing announced it 
is linking up with Pacific 
Intercommunication, 
which has expertise in 


and news production, to 
make a bid. Another 
company that is likely to 
be sought out for a part- 
nership is Kantana Enter- 
tainment,  Thailand's 
most successful producer 
of dramas and serials for 
television. 

Anand's caretaker ad- 
ministration is not ex- 
pected to pick the win- 
ning bidders before it 
leaves office, but it does 
hope to have terms of ref- 
erence in place. The country's general elec- 
tions are scheduled for 13 September. 

The eagerness of companies to invest in 
the new stations comes from the fact that 
the private sector has been mostly shut out 
of the television-broadcasting market. Thai- 
land’s existing five stations are govern- 
ment-owned: three are managed by the 
Mass Communications Organisation of 
Thailand and two are controlled by the 
army. 

Both organisations, however, have con- 
tracted with private companies to allow 


them to operate one of their stations. Bang- 


kok Entertainment has a 20-year lease to 
manage the communications organisation's 


|! Channel 3, and Bangkok Broadcasting Co. 
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viewership, while Bangkok Entertainment 


seeing heated competition among. 
has won 28%, according to Deemar Media i: 


nascent media companies as Prime . 
Minister Anand Panyarachun forges ahead 


profit. Advertising revenue in the highly ^ _ 
competitive market, estimated to be grow- |... 





Anand: intense competition. 






has a similar arrangement with the am 
to operate Channel 7. Bangkok Broadcast-. 
ing has taken 67% of the country's 


Index. : 
Prestige and influence are at stake in © 
the bidding for the new television stations, - 
but so, too, is the opportunity to make a 


ing by more than 25% annually, is pro- 
jected to reach Baht 10 billion (US$400 mil- ` 
lion) this year. E 
Moreover, as regional television mar- 
kets open, companies that gain expertise in — 
Thailand now will be well-positioned for 
overseas expansion later. An official at the = 
Shinawatra group, whose stable of compa- 
nies includes telecommunications and sat- 
, ellite concerns, says the... 
= conglomerate hopes to 
= use one of the new televi- 
P sion stations as a means. 
. of expanding broadcast. | . 
ing services to other 
- Asian countries. m 
The rationale for pri- E 
vate television stations |. 
grew out of government |. 
censorship in the May. | 
crisis, when more than. . 
100 pro-democracy dem- . 
onstrators were killed by . 
- soldiers. Many observers | . 
believe that it was the 
disparity between the 
political reporting of  . 
government-controlled ^ 
television and what: 
people knew or read in 
newspapers that led 
thousands of Thais to 
join the demonstrations against the short- 
lived government of Gen. Suchinda 
Kraprayoon. 
Soon after taking office, Anand vowed 
to liberalise the television-broadcasting sec- 
tor. A committee appointed to study the 
issue determined that private stations 
would be a major step towards reaching 
that goal, provided that control was n 
concentrated in one company or indi ; 
vidual. | 
The reasons why companies are vyi 
for the new television contracts are easy 
see. About 75% of Thailand's households 
have TVs, and telggiision is the country's 
most populat advertising medium. In. 
Bangkok, 97% of the households have Tvs... 






























[more] 


firm Ogilvy & Mather's Bangkok opera- 
tions. "The losers are going to be the gov- 
| ernment-operated stations because the two 
existing privately operated stations already 
have enough money to protect their mar- 
- ket share." 

somkiat Onwimon, managing director 
-of Pacific Intercommunication, says the 
new stations will be entering a cutthroat 
. advertising market. Recent regulatory 


ip 


. have only added to troubles, he says, as 
stations are having a difficult time contract- 


slots. 
"We're also having a hard time because 
. of the political repercussions,” he adds. 


. May crisis, the military heavily censored 
the company's broadcasts. 
Uu. In addition to network television, the 
.. new stations will also have to battle against 
== pay-television broadcasters International 
_. Broadcasting and Siam Broadcasting's Thai 
.« Sky Tv. These stations provide services for 
-= the country’s affluent viewers, a market 
= that is growing substantially each year. In- 
== ternational Broadcasting is owned by the 
$ Shinawatra group. 
oe “In the short term, I think the new sta- 
_ tions will be more of a threat to cable and 
... Satellite television than to the existing free- 
TV stations," says Boontem Dhanewongse, 
.. manager of research and development at 
_ Bangkok Broadcasting. Because of the gov- 
|. emments insistence that the private sta- 
-tions concentrate on quality programming, 
` “regular television stations are not likely to 
_ suffer from the new competition, Boontem 
says. "We can't show Pavarotti on Chan- 
->= nel 7 and still attract an audience," he says. 
Boontem says there is little likelihood 
that state-run television stations will be pri- 
vatised or that they will seek to contract 
with private operators. But the stations are 
beginning to rely on private producers 
"who buy airtime and sell advertising slots. 
This practice has proven more efficient, he 





















this trend. 


and production facilities in Bangkok and 


country. But this huge cost is not consid- 


bids. 





- changes allowing 24-hour programming | 


Pacific Intercommunication produces the | 
news for military-owned Channel 5. In the | 


















^ ECONOM 


fter a troubled first half in which 
tea production slumped, eco- 
nomic prospects are brightening 

| MA for Sri Lanka. Tea prices have 
bounced back, textile and other exports are 
rising and tourist arrivals have increased. 
Inflation is also continuing to moderate. 





| The weather is doing its bit, too, with re- 
cent rains (after a prolonged drought) 
ing advertisers for the newly opened time | | 


promising bigger crops ahead. 
The major drag on the economy contin- 


; ues to be the cost of the civil war in the 


northeast. Operations against Tamil sepa- 
ratists have so far forced the Rs 13 billion 
(US$305 million) defence budget to over- 


, run by Rs 3 billion. Government officials 


‘says, and competition will likely accelerate | 


. Estimates of the investment needed to - 
start up a television station range from | 
Baht 1.5-4 billion, most of which would go | 
towards the construction of transmitting | 
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_ nevertheless say defence spending can be 


contained to within 4% of GDP. 

Colombo tea prices, a crucial indicator 
for Sri Lanka, had recovered to around Rs 
74 per kilogramme by the end of August, 
up 34% from early July. This reflected an 


Going down 


80 million kg shortfall on world tea mar- 
kets, half of which was accounted for by 
| Sri Lanka's production slump early in the 
year. Tea output for the first six months 
was 86 million kg, compared with 127 mil- 
_ lion kg in the year-earlier period (1991 as a 


whole saw record tea production). 
Among other cash crops, rubber pro- 

duction declined marginally in the first half 

to 49 million kg, coconut output climbed 


| | 7% to 1.2 billion nuts, and the major maha 
microwave relay stations around the | 


rice crop, harvested in April, appeared to 


r | climb 5% to 1.6 million tonnes. There was 
ered much of a factor, as the would-be pri- 
vate television broadcasters play up their | 


some doubt about the rice figures, how- 
ever, because substantial rice imports were 


| also recorded. 
“Just look at the companies that are - 
standing in line,” Boog :m says. "They've - 
got pots of money, and they’te looking at it - 
as a long-term investment." u 


The most positive note in the trade fig- 
ures was a 58% increase in textile and gar- 
ment shipments during the first four 
months. Garment trade has grown spec- 











tacularly in Sri Lanka in recent years, ove 
taking tea as the major foreign-curren 
earner in gross terms. 

Textiles’ rise helped offset a 23% dr 
in tea exports for the same four mont} 
Rubber shipments, meanwhile, rose 12 
and coconut exports were up 75% in bo 
volume and value terms. Overall, expor 
rose 17% to Rs 31.4 billion. 

Imports rose 9% to Rs 43 billion, led t 
a fourfold increase in rice purchases. Whe 
and flour imports were up by a hefty 138* 

According to the central bank, publi 
sector industrial production rose 4% in tl 
first half, compared with the same period 
year earlier. No figures are available fi 
output by private industry, but centra 
bank officials say indirect evidence coi 
firms that the sector continues to outpac 
state-owned enterprises. 3 E 

The government has meanwhile bee 
pushing a project to open 200 new garmer 
factories in rural areas by the end of tk 


2 year. Each is intended to employ at lea: 


500 workers. Some 196 proposals for facte 
ries have been registered, but only 15 hav 
so far opened. The project is neverthe 
less backed personally by Presider 
Ranasinghe Premadasa, and generous ta 
incentives have been offered to garmer 
industrialists to join it. 

Tourist traffic increased sharply in th 
first six months, with 181,000 visitors arri 
ing, a jump of 33% from last year's fir: 
half. Tourism earnings rose by about th 
same amount. Local officials are optimisti 
about the coming winter season, and pre 
dict 400,000 arrivals in 1993. This woul 
match the 1982 peak. 

Sri Lanka's reserves also looke 
healthier, growing to US$654 million on 3 
June — enough to pay for four-and-a-hal 
months of imports. A year earlier, the fig 
ure was US$489 million. The currency 
however, continues to depreciate. It begai 
the year at 42.60 to the US dollar but ha 
weakened somewhat by August. Banker 
expect it to fall to around 46 by year-end. 

On the other hand, inflation is improv 
ing. Having been brought down sharph 
last year to around 12%, it was around 119 
by the end of July. 

The Colombo bourse is expected to bot 
tom out soon, having fallen 22% this year 
partly in a correction to its stellar rise ir 
1991. One fillip for the market is that for 


eigners are now allowed to buy into mos 


of the 186 listed stocks. And on 24 Augus 

the government abolished a 20% capital 

gains tax on short-term trading profits. - 
€ Manik de Silve 
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OUTH KOREA 
ockmarket rescue 


nister of Finance Rhee Yong 
in on 24 August unveiled a 
on 39 trillion (U5$5 billion) 
bilisation plan aimed at 
riving the Seoul 

'ckmarket. The bourse has 

it over 50% of its value since 
xil 1990. Among the 
2asures: the nation’s banks 

d insurance companies must 
vote Won 2.2 trillion from 
air trust accounts to 

chase new scrip, while 
nsion funds must buy Won 
 trillion-worth of stock. A 
rther Won 500 billion will be 
ised from new brokerages 

d companies seeking fresh 
nds from the public. 
onpanies will be allowed to 
ty their own shares through 
nds set up with investment 
ists. 


until the country's patent law 
is revised. Under current rules, 
Taiwan patent protection 
includes US products 
oe oy after 1986. 


JAPAN 

Credit merger 

Two medium-sized credit 
associations, Tohbu Shinkin 
Bank and Sanko Shinkin Bank, 
will merge next April, 
company officials said. Tohbu, 
with 790 employees and 31 
branches in Tokyo, has 
outstanding deposits of Y438 
billion (U9$3.5 billion); while 
Sanko, with 93 employees and 
five branches, has deposits 
worth ¥34 billion. Japan has 
more than 450 credit 


associations. 





IONGKONG 


yrged Jardines shares 

5 authorities seized HKS200 
ilion (U5$25.6 million) of 
rged Jardine Matheson 
oldings share certificates and 
rested two people 

tempting to use them as loan 





lateral, the trading company 
id on 24 August. The 
mpanv added that it 

ieved that all of the forged 
rtificates were seized by the 
3l. 


NAAA G M ÁO AEE KO A A A IRA tA toe MN YR la ahaa han A AANO AOS 


AIWAN 
rade talks with US 


rade talks between Taipei 

id Washington opened in 
iipei on 25 August with US 
ficials demanding retroactive 
itent protection for American 
iarmaceutical imports. 

uwan negotiators said that 

ty such agreement is unlikely 





IMF sets condition 


The IMF said Manila must 
meet monetary targets set for 
August and September before 
it will certify that the 
Philippines is adhering to an 
agreed economic-stabilisation 
programme. IMF approval is 
necessary for Manila to close a 
USS4.8 billion financial 
package with banks and draw 
US$80 million in IMF credit. On 
a more positive note, an IMF 
official said Philippine GNP 
growth this year is likely to be 
nearer 3% than the officially 
predicted 2-2.5%. 


—— ————————— Ha 


US-JAPAN 

Sematech trouble 
Sematech, a US semiconductor 
consortium set up to fight 
Japanese competition, may 
lose its government funding. A 
17 August report by the 
watchdog US General 
Accounting Office said the 
Defence Department, which 
has given Sematech US$500 
million in the past five years, 
plans to divert money to 
smaller research groups from 
next year. The department 
provides half of Sematech’s 
funding. 





BRIEFING 





Legamex will have to wait for privatisation. 


VIETNAM 
Legamex rebuffed 


The government squashed 
plans for early privatisation of 
the state-owned Legamex 
garment factory, saying it 
would have to wait until the 
law forbidding sales of shares 
to foreigners is amended next 
year. Legamex was the first of 
seven state enterprises selected 
by the Ministry of Finance to 
sell shares under a pilot 
programme. 


tid bei dedi Ara ANTI GP) teneo isnt ri idee PSP oar lo Aa A GALE aaa 


INDONESIA 


Oilfield contract 


Gema SemBrown won a 
US$224 million contract from 
Conoco Indonesia for a 
turnkey contract to install 
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: London interbank-offered 1 rare el | 
| of 0.425%. P 


1993. 


three platforms and six 
pipelines at the Belida 

Stage II field in the South 
Natuna Sea. Gema SemBrown 
is à joint-venture among 
Indonesian businessman 
Fadel Muhammad, Brown & 
Root of the US and 
Sembwang Engineering of 
ne 


THAILAND 


Oversubscribed issue 


A US$100 million note issue 
put on hold by Thai Farmers ` 
Bank because of the May 

political violence in Bangkok 

was oversubscribed by p 
US$21.5 million when it was ^. 
reoffered during July and 
August in Hongkong. The 
five-year floating-rate issue 
was pegged at the six-month. 


madre e rrr P ht Unde ares aedi PR BAI A HA HIN At atero groove eii 


MALAYSIA 
Telecoms upgrade 


Telekom Malaysia will spend ~ 
M$10 billion (US$4 billion) on - 
infrastructure improvements 
over the next 10 vears, 
according to Energy, 
Telecommunications and 
Posts Minister Datuk Seri S. 
Samy Vellu. Plans include 
conversion of public pay 
telephones to cardphones and. 
allocation of M$1.6 billion to — 
enstire that 30% of rural 
areas have phone links by 
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"tds somehow fitting that Lee Ming 
Tee's partners in a Fujian eel farm are 
coming to the rescue of the slippery 
Hongkong-Malaysian entrepreneur 
just as à government investigation into his 
share dea alings and asset shufflings gets 
under way in Hongkong. Fujian Enter- 
prises, one of China's largest provincial in- 
vestment agencies, paid HK$1265 million 
(US$16 million) for a 10% stake in Lee's 
beleaguered flagship, Allied rep on 24 
August. 
The appearance of this poweful group 
of mainland compatriots on Allid's share 


i ical momit raises 
l  Yegistty at such a crit je argued 


| wal esto Wis \ (nto 
; A qnit the Chinese ate being opPunced — 


f 

e took a haayers o 
i s share prie ag one of 

rr | — inve estigation iy th 5 
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t Shroft 
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Bian Enter- 
d, Lee was 
proval for 
bas become 
rompanies, 
jakes cheap 

hina, paid 
ine stake in 
5, specialty 
| Lee men- 
bray, is the 


tigation for 
Riles among 
land a little 
mi Yick. The 
whether the 
and carried 


uring" in- 
share splits, 
hnsfers. That 
d by Hong- 


otential con- 
pup.” 

b speed with 
secretary Ham- 
-outside investi- 







id ?nfidence. capital for the masses w ho ostensibly c own 


investigators, whose office 


. Nicholas Kwan, "spoke" to 
Commission — 
im that the. 


SHROFF 


gator, Coopers & Lybrand partner 
Nicholas Allen, was in part because Lee 
was becoming involved so rapidly with his 
China business partners. In June, Lee told 
reporters he was planning to invest HK$4- 
5 billion in China over the next three years. 
That amounts to at least half his group's 
assets. 

Once a Hongkong- -listed company starts 
shifting cash into China, it effectively dis- 
appears from scrutiny. Given Lee's track- 
record, regulators were understandably 
alarmed by such a prospect. After all, their 
job is to see that Hongkong investors enjoy 
a free and transparent market. For all of 
China’s exciting economic prospects, it is 
still a black hole. 

Chinese cadres have little concept of 
free and transparent markets, much less 
the right of minority shareholders to get a 
fair shake. In China, ownership and con- 
trol are > divorced. Management cadres are 
ern d. more with lh ing their 











the companies. 

China, of course, needs to court its over- 
seas brethren and forge strategic alliances. 
Indeed, many ventures undertaken by 
China International Trust & Investment Co. 
have been a good thing. But the timing and 
nature of Fujian Enterprises’ entry into Lee 
Ming Tee's camp suggests a seamier sce- 
nario. a Jonathan Friedland 


Singapore's Internal Security Department, 
which was originally set up to root out 
communists, has turned its attention to 
economic pundits, stockbrokers among 
them. The move has sent a shiver down 
the spines of the investment community 
and has raised fresh questions about 
Singapore's role as an inter- 
national financial centre. 
Merrill Lynch was the 
firm which received the at- 
tentions of internal-security 


has the power to detain 
people without trial. The 
stockbroker disclosed on 24 
August that an economist 
at its Singapore branch, 


officers from the depart- 
ment five days earlier 
about "certain economic 
statistics." Merrill went on 
to say that it "routinely co- 
operates with the local au- 
thorities in such enquiries 





Lee: chilling speech. 





Alliance with China 


and fully supports the Singapore Gover: 
ment in this regard." 

Shroff begs to suggest that this partic 
lar enquiry is far from routine. It concert 
the leaking of official secrets — in this cas 
flash estimates of Singapore's GDP grow! 
a month before they were due to be a: 
nounced. The data was published in tt 
local Business Times, whose editor was sul 
sequently interviewed by the internal-s« 
curity officers, along with three other jou 
nalists on the newspaper. 

What chilled the investment comm 
nity further was a speech on 15 August b 
none other than former prime minister Le 
Kuan Yew. In it, he singled out “econ 
mists working for stockbrokers or fun 
managers” and went on to say that “if 
were PM and in charge,” the economist 
would not be forming “pressure groups 
to tell the government how to conduct it 
economic policy. 

What these economists have been say 
ing is that Singapore’s recent lacklustre ecc 
nomic and financial performance (GD 
growth has been slowing for the past si 
quarters) may have something to do wit 
a savings rate of 47% of GDP. The stock 
market has fallen more than 13% sinc 
May, though the Straits Times Index re 
gained 2.1% in the week ending 25 Au 
gust. Much of the selling has come fron 
foreign institutions. 

The key words in Lee’s speech ar 

"pressure groups," a phrase previoush 
applied to lawyers and social workers whi 
were deemed to be interfering in politic 
and were told by the government ii 
1986-87 to mind their own business 
Stockbrokers in Singapore fear that in fu 
ture they risk being accused by th 
government of meddling if they commen 
on “political” subjects sucl 
as Macroeconomic policy 
As one analyst put it, “fron 
now on it is earnings fore 
casts only. No more com 
ments on how governmen 
levies may be too high o: 
rumours that [Lee's succes 
sor] Goh Chok Tong ma 
be resigning." 

If stock analysts are now 
going to avoid writing 
anything negative abou 
the Singapore stockmarket 
investors are also likely tc 
take with a pinch of sal 
any glowing reports these 
analysts may write in the 
future. — m N. Balakrishnar 
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Wide of the mark 


s Japan's athletes competed for 
medals at the Olympic Games in 
Barcelona, the country's con- 
sumer-electronics companies 


_ were also looking for prizes. They hoped 


that the Games would provide a much- 


| needed boost to sales of high-definition 


television (HDTV). Colour television, for 
example, took off as a consumer product in 
Japan after the Games were held in Tokyo 
in 1964. 

In June, Sony introduced an HDTV set, 
which is capable of producing wide-screen 
pictures twice as clear as those of an ordi- 
nary TV, specifically for Barcelona. During 
the Games, industry promoters set up 500 
HDTV sets throughout Japan in places such 
as railway stations and airports. Retailers 
in Akihabara, Tokyo's electronics district, 
set up special HDTV exhibits. 

But Japanese consumers were unim- 


| pressed. For one thing, Hi-Vision, as the 








Japanese version of HDTV is known, is too 
expensive. Until recently, TVs sold for 
around Y4 million (US$32,000). 

In March, Sharp took rivals by surprise 
by introducing a TV priced at Yl million. 
The lower cost, however, was achieved by 
cutting corners on picture quality. 

Realising that drastic measures were 
necessary if Hi-Vision was to take off, the 
industry reluctantly gave its blessing to 
Sharp's bare-bones version of Hi-Vision, 


, Which the company calls “home HDTV.” 


Sharp's TV stole much of the thunder from 
Sony's product introduction for the Olym- 
pics, a full-fledged Hi-Vision TV that sells 
for Y1.3 million. 

A tremendous technical achievement to 


. be sure, but TV manufacturers have been 


let down by broadcasters. Only eight hours 
a day of HDTV programming is available in 


| Japan, and the allocation was not increased 


for the Olympic Games. 

Conventional television broadcast the 
Olympics round the clock. And consumers 
were able to watch it on wide-screen TVs, 
which hit the Japanese market around the 
end of last year. 

The advantage of wide-screen TVs is 
that they enable viewers to watch ordinary 
programmes with the same wide aspect 
ratio, 16:9 versus a regular television's 4:3, 


| as HDTV but without any increase in the 


number of lines. They are also much 
cheaper than HDTV sets and can be adapted 


| to display watered-down HDTV program- 


| ming. At around US$800, HDTV adapters 


are expensive, but they*tre far cheaper than 
the real thing. 
Wide-screen TVs are proving much 


70 


more popular with Japanese consumers 
than HDTV. Sharp has sold 7,000 home- 
HDTV sets, but the company has sold 10,000 
of its low-priced wide-screen TVs since July 
25, when they were introduced. The 
wide-screen TVs sell for about Y252,000. 

The conclusion is unavoidable. AI- 
though Japanese consumers want wide 
screens, they cannot afford high definition. 
By simultaneously marketing HDTV sets 
along with much cheaper wide-screen TVs, 
Japanese companies are hedging their 
bets. 

Another aspect of this pragmatism is 
the Japanese attitude towards HDTV deve- 
lopments in the US, which is deciding what 
sort of system to adopt. Japanese manufac- 





HDTVs are too expensive for Japanese. 


turers are monitoring every move in the 
US. 

The differences between Japanese and 
US approaches to HDTV are instructive. In 
Japan, NHK, the quasi-governmental na- 
tional broadcasting company, drew up a 
blueprint for what it considered the ideal 
TV. NHK then instructed manufacturers to 
implement its ideal. 

But NHK has paid the price for being the 
pioneer. Conceived more than 20 years 
ago, NHK's plan is unalterably analog. In 
other words, it handles pictures as continu- 
ous electrical waveforms. In the 1990s, 
however, the trend in electronics is over- 
whelmingly towards digital, in which pic- 
tures become discrete on-or-off bits. Digital 
pictures are easier to manipulate than those 
from wavelengths. 

By virtue of experience with advanced 
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computer and telecommunications s 
tems, US companies are better at dig 
technology. So it should have come as 
surprise when General Instrument, a 
cable television-encoding systems spec 
ist, proposed the first digital HDTV syst 
in June 1990, 

General Instrument's proposal ca 
about in the context of a competition sp: 
sored by the Federal Communicatic 
Commission, a US regulatory body, 
determine the best HDTV system. It spur 
a flurry of innovation from develope 
Now, four out of the five systems that ' 
commission is considering are digital. 1 
fifth is a version of the NHK system adapt! 
for the US. 

Testing of the systems is scheduled 
end in October. The commission w 
evaluate the results and announce a w 
ner by the end of 1993. Full-scale HD 
broadcasting should begin in the US in t 
middle of this decade. The commissi 
plans to phase out conventional televisi 
by the year 2008. 

Japanese companies such as Matsushi 
Hitachi and Toshiba have establish 
teams of engineers in the US to stay ck 
to the developments. In May, Toshiba si 
it was teaming up with a consortium tl 
includes General Instrument to devel 
HDTV technology, especially a digi 
videotape recorder. Other US-Japane 
pairings will undoubtedly follow. 

Developments in the US are having 
effect in Japan. With HDTV failing 
live up to expectations, a move is unc 
way to ditch Hi-Vision in favour of 
more advanced digital system. By the e 
of 1993 the Ministry of Posts and Teleco 
munications will announce recommern« 
tions for digital-advanced television, a 
known as ultra-definition television (UDT 
based on whichever system is adopted 
the US. 

A group of representatives from NI 
Nippon Telegraph & Telephone and sc 
ware publisher Ascii is seeking gover 
ment funding to form a company to c 
velop UDTV technology. The group's lead 
is Ascii's ebullient chairman, Kazuhi 
Nishi. 

Nishi has long been an outspoken cri 
of HDTV in its current incarnation. His d 
illusionment with Hi-Vision stems frc 
personal experience: "I spent US$45,0 
for the first Japanese high-definition cc 
sumer television," he told a US audience 
May. "Then I sold it for US$30,000 ai 
bought a second-hand movie projector." 

m Bob Johnsto 
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What about minorities at home 

e Malaysian Indians, a minority commu- 
lity in Malaysia, must have been really 
verjoyed with Prime Minister Mahathir 
raising a new voice for the Third World 
OVER STORY, 20 Aug. |. 

\t the micro level the voice could well 
represent the plight of this marginalised 
‘community. In the wake of Mahathir's 
.rhetorics, inequality must be stopped; the 
r must be helped; and the resources 


Itis disheartening to note that Mahathir 
as prime minister has neglected the major- 








are like the exploited ‘South’ in the New 
Malaysian Order. They have worked in the 
plantations since the colonial days, for the 





Malaysia. 

The ruling government's concessions to 
the MIC, the representative political part- 
ner, are no worse than that of IMF funding 
to the South in the way it impoverishes by 


the inequality it creates. In fact such con- - 


cessions can be termed as trade-offs the 
elites and the politicians make to silence 
the minority Tamils from raising their 
woes; they are made to feel indebted to the 
ruling government. | 
. Can the minority Tamils hope for the 
sharing of the resources and reduction in 
inequality from Mahathir's government? 

Kuala Lumpur K. ARUMUGAM 


On the threshold of the UN Year of Indig- 
enous Peoples, the REVIEW's publication 
[The pen and the saw, 27 Aug.] of the ex- 
change of letters between Malaysia's Prime 
Minister Mahathir and Swiss rainforest ac- 


tivist, Bruno Manser, brings into sharp fo- 


cus the dilemma for the Western activist. 

.. The Western activist belongs to a soci- 
ety which owes its high standard of living, 
in part, to the dispossession of indigenous 
peoples and destruction of the natural en- 
vironment, in their own country or abroad. 










momic development. 

At the same time, indigenous people tell 
us not to be silent in the face of continuing 
dispossession of indigenous peoples 
‘hroughout the world. 

Solutions available to the Western ac- 
ivist depend very much on receding into 
he background, and quietly supporting 
ocal activists. The spotlight must be on lo- 
‘al activists and international organisations 
iuch as the World Conference of Indig- 
nous Peoples, for the fight against dispos- 
ession to have any credibility with the 
'overnments concerned. 
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t be shared, not just between the North- 
ity of the minority Tamils in Malaysia who. 


benefit of the North as well as to develop 


; is not a position from which one can 
point the self-righteous finger at newly in- 
dustrialised nations for similar approaches. 


of that dominant society. 


Mahathir is right. The Penans are an- 


independent people, as are the indigenous 
people of Australia. We in the dominant 
societies must remain vigilant against im- 
posing our way of life, our values, and our 


economic imperatives, on those indepen- 


dent people. And we must not be so con- 
descending as to see an outside agitator 
behind every indigenous protest. 

Melbourne 


Journalists, not economists 

SHROFF [3 Sept.] misreports Senior Minister 
Lee Kuan Yew as saying that if he were 
prime minister and in charge, "the econo- 
mists would not be forming 'pressure 
groups' to tell the government how to con- 
duct its economic policy." The pressure 


groups Lee referred to were Singapore 


journalists who quoted economists in the 
stockbroking firms to support their press 
campaign to cut back on savings and 
spend more. These economists have not 
campaigned because they only wrote in- 
vestment research reports for their clients, 
not in newspapers for the voters. 
Singapore's current economic 


slowdown and decline in the stock prices 
are not caused by the high savings rate. 
The savings rate of 47% is about the same. 


as it was in the early 1980s, when economic 
growth was high. Given the current weak 


economic conditions in the US, Japan and 
Europe, Singapore's projected growth of 


4.5-5.5% for 1992 is satisfactory. 
Compulsory Central Provident Fund 


(CPF) savings have not prevented 


Singaporeans from investing in the stock- 


market. CPF members can invest part of 


their savings in shares and gold. Out of 


. 700,000 members eligible, only 100,000 or 
14% have actually done so, investing $$2.3 
billion of the $$10.2 billion available. The - 


rest have freely entrusted their money to 


-the government, and decided that they pre- — 
fer the stabler rates of return offered by the 
CPF to the riskier chance of higher earnings. 


on the stock exchange. 
There is no shortage of investible fi 





terest rate is 2.1%, and the prime rate aver- 
ages 5.9%. Both are historically low. Al- 
though stock prices have fallen, the aver- 
age price/earnings ratio of 17 is equal to 
Malaysia, and higher than Thailand 04 
and Hongkong (12). It is not projects which 
are short of funds, but banks which are 
short of good borrowers to lend to. 
Singapore's economic growth does not 
depend on having a frenetic stock ex- 
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.. Meanwhile, governments must recog- - 
nise that indigenous peoples are not primi- 
tive but contemporary. Their cultures are 
different from that of the dominant society 
in their respective countries, and they of- 
ten choose to be free from the “better life" - 


IAN FRASER | 


in Singapore. The one-month interbank in- - 
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— The collapse o he. Comecon revealed a 
desolate industrial and economic Fastern 


European landscape - unwieldy structures 


operating inefficiently and creating large-scale 





















' 2 abuse of the environment. So it's your problem, too. 





B krupt. economies can't rebuild themselves from scratch, but 
Western expertise and investment can be attracted a help. In 
May i 990, ABB formed a join : venture with twó Polish co m- 
. panies lacking ihe key skills P cessary to survive in a competitive 


world economy. Technology transfer agreements were signed, 





| and the new ABB Zamech restructured every operating function, 
installing clear lines of responsibility. Within 18 months the 
Polish company had been transformed into a center of excellence | 
for the manufacture of gas and PE turbines. Production times — 
Pu s halved. And by 1991 ABB Zamech was using about one 
v third less electricity, gas and water per unit of productio n. 

With total commitment on all sides, de effective transfer of 
can | | technology, skills and responsibility to local management can. 
PE - both for the economy of Eastern Europe and the 


world we all share. 
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economy. While Frankfurt has a less liquid - 
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| arket is not un good for the 


ckmarket than London or New York, 
the German economy is strong. 

MISS YONG YING-I 

Press Secretary to Deputy Prime Minister and 

Singapore Minister for Trade and Industry 
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No escalating costs 

In Spenders vs savers [28° May] Julian 
Baum pointed out that Taiwan's Six-Year 
National Development Plan has. sparked 


fierce debate and one of the common con- 
cerns being inflation. To support his argu- 


ment, he cited West Taiwan High S 





Rail Project: "One example of escalating x 
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_ takes little imagination to infer ` 

























which are now: y the: 
golian Governme on lies. 
In fact throughout h tings on Mon 
of the gros 


golia he makes no m x 
violations of basic human rights and th 
wilful attempt to destro S IE Mon 
golian history and. ! 

Ignorance is one th ir 





















ng, but surely j 
happened in the Soviet Union oni din 
pening in Mongolia under Soviet contrc 
for 70 years. Mongolia may be an obscur 
country of only 2 million which few West 








erners were allowed to visit, yet its opprés 


sion is also a tragedy. 
Surely it is time the generation of thos 


who misled us about China or Mongoli: 


should be decent enough to keep quiet. - 
London | |. . ANDREW ROCHI 


E PPP terete mpd stone: 


costs has been what some advocates sayis —— 


the most important proposed project i in the 
development plan, a high-speed train to 
cut the travel time between Taipei and 
Kaohsiung to 90 minutes from up to five 
hours. Projected costs for the high-speed 
rail link increased from US$12 billion to 
US$17 billion within a few months of the 
plan being made public last year." 

It should be noted that US$12 billion of 
the mid-term report and the US$17 billion 
of the final report were calculated under a 
different basis. In the judgment of escalat- 
ing costs, it is therefore improper and un- 
fair to compare US$12 billion of the mid- 
term report with US$17 billion of the final 
report, in which the latter. represents a 
valid figure while the former not. More 
particularly, the increment of US$5 billion 
does not reflect any escalating costs at all. 

RUEY-LIANG CHEN 
Provisional Office of High Speed Rail 
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Taipei 


No defence for lgriorance 7 

I think I detected the loud sound of grind- 
ing axes in Alan Sanders’ review of two 
recent books on Mongolia. To judge by 
your review of Sanders’ 1987 book on 
Mongolia, he is typical of the “experts” on 
communist countries wi pen hang or 
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self in the uncomfortable position « of hav- 
ing to defend his own. ignorance of what 
really went on in Mongolia. —. 

It is odd surely that in. Sanders’ own 
book — reviewed on the facing page to 
those by Severin and Becker — he finds no 
room to mention that 100,000 people, 
largely lamas, were tortured and killed by 
the secret police in the 1920s and 1930s. Or 
that the persecution provoked an armed 





rebellion in the country similar to those 
which occurred during collectivisation in. 
the Soviet Union. Instead, he tediously lists 
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The protectors were villains 


This is in reference to the article Bring baci 


my Buddhas to me by Don Cohn [ARTS 4 


SOCIETY, 11 June] which I believe tried t 
justify the morally wrong. 

To say Stein, Warner and Co. riske 
their lives to discover and rescue cultura 
relics from oblivion and possible desecra 
tion, is wrong. It is they who desecratec 
the cultural relics in the first place and set 
criminal example for others to follow, 

The argument that these archaeologica 
plunderers contributed to the preservatior 
and dissemination of knowledge abou 
these relics by placing them in museums it 
London, Paris, New Delhi, Tokyo, Seou 
and St Petersburg, thus saving them fron 
loss and destruction during the ensurin; 
chaotic decades in China, avoids mention 
ing that it was the British who started the 
chaotic decades with their opium trade anc 
opium wars. | 

During the last world war and the Ko 
rean War, London, Tokyo, Seoul and. S 
Petersburg were bombed. In 1949, ; 
number of Chinese cities (including Pek 
ing) were declared open cities by the Na 
tionalists rather than fight to the finish 
Now that there is peace, why aren't the 
stolen cultural relics returned to China ol 
Taiwan? 

In recent times, the Chinese communist: 
have increasingly spoken with credible 
logic rather than with communist rhetoric 
while the REVIEW tried to use anti-commu- 
nist rhetoric to disguise and justify Euro 
pean wrongdoings and shortcomings 
What was wrong, is wrong, and nc 
amount of justification will change it... 
Murdoch, Western Australia — ROBERTE H N 
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Correction 
Santai Manufacturing [SHROFF, 3 Sep i 
bought control of a WU eal 
manufacturer owned by Tung Wing Steel. 
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Dawn. The sun rises on the is- 
and of Java, shining down on a 
rain travelling the Surabaya- 
Kertosono line. The track circuits 
ire ours. A few hours later, the 
ame sun rises over our power 
tation at Mers El Hadjadj, Alge- 
ia. And, later still, over our geo- 
hermal plants in. Middletown, 
alifornia. Hour after hour, the 
un rises over our achievements 
n TO countries. In 30 of these we 
ave established sales and pro- 


uction organizations. We at 


WITHOUT MOVING AN INCH 
WE SEE THE SUN RISE 
10 TIMES A DAY. 





ANSALDO 


INDUSTRY POWER TRANSPORTATION 


HOLLAND 


lnsaldo are world leaders in 
electromechanics. We know how 
to combine advanced design and 
constructional ability, flexibly. 
That's how we are able to supply 
specific solutions for industry, 
power and transportation. Fields 
united by a common strate- 
gic viston, based on advanced 
technology, research, and the 
quality of our human resources. 
Stop, now, and think: at this 
instant, somewhere in the world, 


the sun is rising on Ansaldo. 


G R O U P 





ritialisicaly icy 
relationship between 
ie and AP is 





ped leenen ties, Taiwan's 
itrepreneurs — ranging from a huge 
petrochemical conglomerate to a family 
irm that makes plastic Santa Claus 
igurines — have inundated some 
inland areas with factories, new 





T à technologies and above all, money. 
^. .. Moves to rein in this enterprise, 
particularly in Taiwan, have been 


mooted but are almost certain to fail as 
the logic of the market place subsumes 
the diktats of ideology. Correspondents 
Julian Baum and Carl Goldstein report 
from Taipei and China's Fujian province 


on Taiwan's efforts to promote, and 

curtail, this boom, while correspondent 

' Lincoln Kaye records the reaction in 
Peking to this new opportunity 20 


Cover illustration by Morgan Chua. 
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The NAM Sic: - Suharto’: s -Guccess 


-. President Suharto uses his chairmanship 


of the NAM summit in Jakarta to steer 
the movement towards a more 


- constructive relationship with the 





INTELLIGENCE 


Japan’s non-performing loans 


Japan's Ministry of Finance (MoF) is due 
to announce the total amount of non- 
performing loans on the books of 
Japanese banks, insurance companies 
and other lending institutions in 
October, and sources close to the 
ministry suggest the figure may be as 
high as ¥26 trillion (US$200 billion). This 
far exceeds the Y7 trillion in bad debts 
Tokyo has so far admitted major 
Japanese banks are now struggling with. 
The MoF is widely expected to raise this 
figure in October, but ¥26 trillion would 
be well beyond market expectations. 
Some financial sources in Tokyo have 
suggested the amount of non- 
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move also opens new options t 


E old communist insurge ! 










pulsions in an election 








arms-hungry Taiwanese militar 
establishment 12 


Philippines : ‘Peace Talks - 
















seek a peaceful solution to the 


Malaysia : Official Secrets : 

The news coverage of thé 
fleet of expensive cars by 
Lumpur's mayor renews 


. the role of the press and the | sof the 


Official Secrets Act 16 


Cambodia : Crisis. some E T 
Khmer Rouge attempts to wreck the 


.UN-brokered peace plan threaten to 
| plunge the country back. into chaos 18 


Australia : ‘Labor’ s Woes | A 
The resignation. of the South Australian 
state premier deals another heavy blow. 





to the beleaguered federal poremos 





of Prime Minister Keating ?8 


Afghanistan : ‘Uneasy Truce : 
The truce among warring Afghar 
groups holds temporarily, but ethnic 
hostilities are set to break out 30 








performing loans by the financial system 
could be as high as Y55 trillion, but this 
figure is not credited as being realistic. 


China's blockade runners 


The seizure of at least 15 freighters en 
route from Hongkong to Vietnam by 
Chinese security personnel in 
international waters off the coast of 
Guangdong province has raised regional 
concerns about high-handed Chinese 
behaviour. But the reason for the 
seizures and confiscation of the ships' 
cargoes of consumer items and vehicles 
has nothing to do with national security 
and everything to do with greed and 
corruption. Since the Sino-Vietnamese 
land border reopened for trade, a 
massive volume of imported consumer 
goods have been smuggled from 
Vietnam into China's neighbouring 
Guangxi province. Under an informal 
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nited States : Exiles — 
inese writers in exile i in the US, 


.— though free from oppression, face a life 


of alienation and economic hardship 54 


Thailand : Refugees 


^... Some Khmer refugees in camps on 
". the Thai border are refusing to be 
: T repatriated. to Cambodia 56 





| nj f Business | ni MINE 
President Ramos intensifies efforts do — Lap — 





Ty | - The government lifts price controls on _ 


s of fertilisers in a move to cut. 





E Ee ; subsidies. But it is also criticised 





'shi rking the chance of far-reaching 


: reform 60 


Region : : Companies 

US electronics giant Texas Instruments is 
focusing its expansion on Asia, where its 
factories have become models for other 
parts of the company 62 


Hongkong : Banking 


. Ka Wah Bank provides investors with a 


pure China play, thanks to its influential 
Peking connections 64 


Region : Aviation 
Asia is one of the few bright spots for 
the world's leading jet-aircraft makers a: 


. orders slump elsewhere 66 


Thailand : Companies 
A new, largely civilian, board is installec 
at Thai Airways International, ending 





arrangement, security officials in China 
are allowed to keep 70% of the value of 
the confiscated smuggled goods. The 
spate of ship seizures simply reflects the 
efforts of security and customs officials 
in Guangdong to pre-emptively intercer 
potential contraband, which in addition 
to angering shipping companies can 
have done little to endear them to their 
colleagues in Guangxi. 


Thai election poster problem 


Thailand's Democrat Party leader and 
prime minister hopeful Chuan Leekpai 
has ordered party election posters in a 
Bangkok constituency to be pulled dow 
ecause they are in English. The 13 
September election posters, which 
carried the slogan "No Tears — Chuan 
for Prime Minister," are thought to be 
the first election banners ever to be 
written in English, rather than Thai and 
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japan : Industry Pr 
Slumping domestic car sales are forc 





and pis cost cuts 68 





Indonesia : Companies 





b greeing t to sell a majority stake in 


China : Investment 
Hongkong developers are docking: | 


EAM but hope to avoid the . 





Cut in farm subsidies (60). 


were put up by Democrat officials i : 
constituency. Chuan is said to have be 
embarrassed by the posters, not just - 
because they were in English but that. 
their somewhat runic message may live" 
had a negative impact on voters. 


US anger over Taiwan trade 


Frustration among US officials charged 
with handling trade relations with 
Taiwan is building up to potentially 
dangerous levels. While most attention is 
currently focused on the crisis in — 
relations between China and the US over 
the sale of F16 fighters to Taiwan, Taipei 
could yet find itself on the receiving. end 
of a Section 301 investigation. The US 
deficit in its trade with Taiwan is the 
third-largest after its shortfalls with 
lapan and China. One particularly: 
contentious issue is the Taiwan — 


Government's slow progress in inn ering 
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trust gets relief for its debt pr bi ms 


aused a. property glut 72 


South Korea : Industry 

Moscow enlists Seoul's help in 
converting Russia's defence factories to 
peaceful uses 73 um 
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. plans to end trade privileges _ 
gk ong, Singapore and South 


Banking 
jovernment moves slowly towards 
uncing a rescue package 75 








and : Companies 
Cement, one of Thailand's leading 
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| E tariffs and eliminating quotas that 
- restrict imports of fruit, vegetables, meat 
3 ‘and processed foods. US officials believe 


. Taiwan has the potential to become one 
of the largest markets for these products. 


Indian inflight tankers 


The Indian air force plans to use the six 


to 10 C130 transport aircraft it is seeking 
from the US Lockheed Corp. as inflight 
refuelling tankers for its combat aircraft. 
Indian aviation specialists say the C130s, 
which cost US$12 million each, will be 
bought in their cargo-carrying 
configuration and then sent to Israel for 
conversion as tankers — one of the early 
benefits of New Delhi's recent 
restoration of full diplomatic ties with 
Tel Aviv. The conversion will give India 
an inflight refuelling capability for the 
first time. The deal, helped by Israeli, 
intermediation, was struck without the 
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Congressional approval normally i 
required for an equipment transfer that — 
augments military reach, and is seen as 
giving US President George Bush's 
administration a pre-election boost in 
Georgia where the C130s are built. 


Peking's new Hongkong man 


Veteran Hongkong watcher and foreign 
policy specialist Li Chu-wen will soon _ 
be named to be a special assistant to the - 
director of Xinhua News Agency, 
Peking's de facto embassy in the British 
colony. Well-placed Chinese sources say - 
the decision to appoint Li is an 
indication that the leadership in Peking. 
is not particularly pleased with the 
performance of Zhou Nan, the present 
director of Xinhua and a follower of 
hardline Premier Li Peng. Urbane and 
Western-educated Li served as deputy 
director of Xinhua in the early 1980s. 
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THE NAM SUMMIT 
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Suharto calls for 'constructive dialogue.’ 


Reason and rhetoric 


Indonesia is using its position as chairman of the Non-Aligned 
Movement to press for a constructive debate with the North, but at the 
recent Jakarta summit Malaysia seemed to have different ideas. 


By Charles Smith and Suhaini Aznam 
_ in Jakarta 
he city of Bandung, the site of the 
1955 Afro-Asian conference of 
emerging nations which paved 
the way for the Non-Aligned 
Movement (NAM) in the early 1960s, is 
barely 175 kilometres from Jakarta. But 
when the leaders of 108 non-aligned 
countries met in the Indonesian capital 
early this month, the movement had come 
a long way from its original objective 
forged in the early years of the Cold War. 
Although Asia has become a dominant 
player in the politics of NAM, not all Asian 
leaders agree on where the movement 
should be headed. 

While President Suharto of Indonesia 
hoped to use his chairmanship to launch a 
constructive debate on economic develop- 
ment with the industrialised North, Ma- 
laysian Prime Minister Datuk Seri Ma- 
hathir Mohamad adopted a rather confron- 
tational approach. 

In a speech which appeared to have 
been deliberately played down in the In- 
donesian press, Mahathir stressed the 
threat to developing countries of a post- 
Cold War unipolar world and called for 
NAM members to protect themselves from 
^what amounts to a revival of the old 
Western colonialism." 
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Mahathir denied attempting to steal the 
show with his hard hitting speech but In- 
donesian sources indicated that Suharto's 
advisers, though not the president himself, 
might have been displeased by it. When 
asked by the REVIEW if the approaches of 
the two leaders were incompatible, Indo- 
nesian Foreign Minister Ali Alatas said the 
final documents of the NAM conference 
"spoke for themselves." 

The Jakarta Message, a summary docu- 
menting the objectives of NAM and pub- 
lished at the end of the six-day session, 
echoed Suharto in calling for “a construc- 
tive dialogue between developed and de- 
veloping countries ... based on genuine 
interdependence,” rather than confronta- 
tion. The final documents also reflected In- 
donesian views in stressing the debt prob- 
lem, commodity prices and food tech- 
nology transfer as issues about which NAM 
needs to talk to the North on the basis of a 
shared interest in reviving the world 
economy. 

Indonesia was the prime mover behind 
a proposal to set up a NAM advisory body 
of experts to work out a comprehensive 
approach to the debt problem, one of 
whose aims would be to induce the North 
to harmonise its treatment of debtor coun- 
tries, or at least debtors at similar stages of 
economic development. Alatas told jour- 
nalists that it was unfair for some major 
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debtors to default on their debts while oth- 
ers, like Indonesia, pay on schedule. 

Summit decisions to put more empha- 
sis on population control — including shar- 
ing of information about different coun- 
tries' programmes — and ways of improv- 
ing food self-sufficiency clearly reflected 
Indonesian pride in its achievements in 
these sectors. By contrast, Indonesia played 
a moderating role in persuading the NAM 
foreign ministers to defer a decision on the 
expulsion of former Yugoslavia at a pre- 
liminary meeting held before the main 
summit, and in avoiding direct reference 
to Belgrade in a conference statement con- 
demning atrocities against the Moslem 
community in Bosnia-Herzegovina. 

The statement on Bosnia, which men- 
tioned "Serbs" for causing the atrocities, 
without specifying their country of origin, 
was the subject of a marathon behind-the- 
scenes argument in which Malaysia and 
the Arab bloc held out for tougher and 
more explicit language while a group of 
moderates objected. The Bosnia issue was 
still formally unsettled at the final plenary 
session of the conference when the residual 
Yugoslav Republic and some Arab de- 
legations registered protests against a form 
of words agreed by a majority of mem- 
bers. 

Mahathir, who had called for the con- 
ference to condemn and expel Yugoslavia, 
announced after his return home that Ma- 
laysia would give asylum to any Moslem 
refugees forced to leave Bosnia as a result 
of Serbian ethnic cleansing. Indonesians 
appeared unhappy at Mahathir's strong 
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pro-Islamic stance as Indonesia, and not 
Malaysia, is predominantly Muslim coun- 


Indonesia's stress on a constructive 
North-South debate on economic issues 
was explained by Alatas as a reaction to 
the "frustrating dialogue" of the 1970s, 
when NAM tried to confront the North, 
with demands for massive wealth transfer, 
without achieving much. Alatas said that 
during the decade when NAM opted for 
maximum confrontation with the North, 
"the mountain gave birth to a mouse in the 
form of the Common Fund on commodi- 
ties." 

Other conference delegates see the new 
stress on constructive argument as a sign 
that NAM's core leadership has shifted dras- 
tically since the last summit in 1989, when 
the organisation met in Belgrade under the 
chairmanship of Yugoslavia. 

Former NAM firebrands such as Algeria, 
which hosted the 1973 summit, and Cuba 
which was chairman from 1979-83, took a 
back seat at the Jakarta meeting — prob- 
ably because of domestic political prob- 
lems. Two other former core mem- 
bers, India, which hosted the 1983 
summit and Zimbabwe, chairman 
from 1986-89, appeared happy to go 
along with the Indonesian line, 
though in India's case with signifi- 
cant differences of emphasis. 

The Indian delegation led by 
Prime Minister P. V. Narasimha Rao 
appeared to see itself as a link be- 
tween the old radical NAM and the 
more pragmatic version which has 
shown signs of emerging since the 
end of the Cold War. But sources 
close to the delegation made it clear 
that New Delhi does not merely 
view NAM as a forum for dialogue 
with the North. 

One of India's special concerns is 
what it sees as the decline of multilateral- 
ism as a principle of international relations 
in the aftermath of the Cold War and the 
tendency for developed countries to resort 
to unilateral ways of dealing with the Third 
World. As an example of unilateralism, In- 
dian delegates highlighted the US and EC's 
tendency to attach strings to their foreign 
aid based on human-rights criteria. 

India helped to formulate the attack on 
yid conditionalities which emerged as one 
of the major themes of the Jakarta summit. 
ironically, however, it found itself aligned 
n this issue with Burma, which rejoined 
NAM in time for the summit thanks to In- 
lonesian sponsorship, but in the face of 
»pposition from New Delhi. Burma's For- 
'ign Minister Ohn Gyaw said his delega- 
ion was in favour of promoting human 
ights, but that the concept needed to be 
inderstood in broad terms, "including the 
ight to a decent and honourable liveli- 
i'ood." 

India's record as a founder member of 
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NAM makes it the member with the longest 
continuous record of helping to formulate 
NAM positions. But there were signs at the 
Jakarta summit that New Delhi was get- 
ting some competition due to the enrol- 
ment of more Asian members. The admis- 
sion of the Philippines and Brunei as full 
members, and of Thailand as an observer, 
meant that the movement now includes the 
whole of Asean. 

Thailand’s presence as an observer for 
the first time probably spun out of the 
Asean ministerial meeting in Manila in 
July, where it was thought that Thailand 
would look awkward as the only Asean 
member not to be represented in NAM. Bru- 
nei's entry was even more interesting. De- 
spite solid backing from oil importing na- 
tions in the West, it apparently thought 
that it needed to insure its security after 
seeing what happened to Kuwait during 
the Iraqi occupation of 1990-91. NAM 
strongly condemned the Iraqi invasion of 
Kuwait in 1990, even though Baghdad was 
a member. 

Singapore's Prime Minister Goh Chok 





Narasimha Rao: linked radicals and pragmatists. 


Tong broke with a Singaporean tradition 
of de-emphasising NAM by appearing in 
person and delivering a speech which one 
delegate described as "heavy-weight NAM 
stuff for the first time in Singapore's his- 
tory." The speech questioned whether NAM 
was relevant in the aftermath of the Soviet 
Union's collapse and the end of super- 
power confrontation, and concluded that it 
was because "half of humanity cannot be 
denied a voice on global issues." 

The Asean group of countries were not 
the only new NAM members who helped 
to swing the organisation's emphasis to- 
wards Asia. China joined the organisation 
as an observer, probably to help reduce the 
isolation Peking still feels as a result of the 
June 1989 massacre in Tiananmen Square. 
But while China was spared any mention 
of Tiananmen by other NAM members, Pe- 
king found itself at odds with the meeting 
over two other issues. 

The Chinese tried, but failed, to prevent 
a mention of the South China Sea in the 
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final document of NAM’s political commit- 
tee, yielding to the Asean bloc and Viet- 
nam which insisted on the inclusion of a 
paragraph endorsing Asean's recent call 
for a peaceful settlement of territorial 
claims in the area. Sources close to the 
Indonesian Government told the REVIEW 
that China was also unhappy at the sum- 
mit's stress on the need for UN reform, in- 
cluding reform of the veto system by the 
permanent members of the Security Coun- 
cil. 

The value of NAM as a club was recog- 
nised by Uzbekistan, the only one of the 
five former Soviet Central Asian republics 
which has so far opted to join, though 
Kirgyzstan has applied for observer status. 
Uzbekistan's Deputy Foreign Minister 
Fatih Teshabayev, who headed his coun- 
try's delegation to the summit, told the 
REVIEW that joining NAM was a general 
policy of building bridges to the outside 
world that has included membership of the 
UN and the Conference on Security and 
Cooperation in Europe. 

The Indonesian strategy of focusing 
NAM on economic issues may have 
helped to give the movement a new 
lease of life following a one-and-a- 
? half year period of limbo caused by 
the collapse of Yugoslavia. But 
3 many delegates at Jakarta were still 

expressing doubts about the move- 

ment's long-term future. 

One delegate from a major Asian 
country said NAM had "not died at 
the Jakarta summit, but was not 
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NAM's future would depend on 
whether it could come up with any 
organisational framework that 
would allow it to implement sum- 
mit resolutions more effectively than 
in the past. 

A proposal by Zimbabwe to 
form a permanent NAM secretariat was shot 
down in favour of a looser arrangement 
for a back-up system to assist the confer- 
ence chairman, because delegates feared a 
secretariat might show too much inde- 
pendence. Other delegations suggested 
NAM could nominate three or four repre- 
sentative countries to handle specific 
projects such as negotiating with the North 
on commodity prices. 

NAM's other problem is the continuing 
gulf between nations in the old NAM 
heartlands of Africa and the Middle 
East and those who want a change of di- 
rection. The two sides tended to act inde- 
pendently of each other at the Jakarta sum- 
mit, except when endorsing obvious 
propositions such as the need for a Pales- 
tinian settlement or for helping Somalia. 
Latin America, the fourth and hitherto 
weakest NAM element, could play a vital 
role in bridging the gap if it holds the chair- 
manship after Indonesia, as is widely ex- 
pected. a 
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. US decision opens new options to Taiwan military 


By Julian Baum in Taipei - 


n"""-——————————M———————— A — d 


| he reversal of US policy on arms 
x | sales to Taiwan is the reward Tai- 
ie wan's military establishment has 
sought for 10 years as it persistently lob- 
< bied Washington for advanced fighter air- 
~ craft. President George Bush's surprise de- 
cision also crowns a steady improvement 
<in relations between Taipei and Washing- 
-ton that have included closer consultations 
on bilateral issues and an increasing flow 
of visitors, though still at a much lower 
-. official level than Taipei would like. 

^'^ But the deal may hold broader implica- 
_ tions for Taiwan's arms procurement pro- 
-. gramme, which includes opening doors in 
“ Europe for additional purchases that the 
. military says it needs for the island's de- 
fence. 

. “Because of the US decision to sell F16s, 
t there is no more arms-sale containment 
. policy,” says Richard Yang of the Sun Yat- 
sen Centre for Policy Studies. “Taiwan is 
^n a better position [than China] because 
_ money can talk.” Taiwan's biggest advan- 
. tage is that it can afford to pay cash to 
- Western defence industries that have few 
. new orders on their books. 

"^ Yang says that Bush's decision means 
that China may have lost its ability to limit 
arms sales to Taiwan by other countries 
and that, for the first time in over a decade, 
_ the Taiwanese military is close to getting 
what it wants. "I think there are now quite 


unlimited options for [Taiwan],” says 
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Yang. “The F16 sale has opened a new 
chapter in arms purchases.” 

Reports of the US decision on the F16 
were widely leaked to the news media in 
Taiwan and the US in the days leading up 
to Bush's announcement on 2 September. 
But there has been much confusion and lit- 
tle hard information about a companion 
deal said to be under negotiation with 
France's Dassault Aviation for the pur- 
chase of Mirage 2000-5 fighters. 

In an unsourcec story on 3 September, 
the pro-government United Daily News re- 
ported that the two sides had signed, two 
weeks earlier, a letter of intent covering the 
purchase of 60 Mirage fighters. It said the 
price and other details were being negoti- 
ated. The number of aircraft was half that 
said to be under discussion several months 
earlier. 

Two days later, in another unsourced 
report, the Broadcasting Corporation of 
China — the ruling Kuomintang's radio 
station — announced that a deal was close 
to being signed and that Taiwan had se- 
cured a 20% reduction in the original price 
tag for the Mirage, from US$54 million to a 
little more than US$40 million for each air- 
craft. 

But the accuracy of such stories has 
been widely questioned as reports rico- 
cheted between France and Taiwan citing 
each other as sources. French sources in 
Taipei, while tight-lipped about any nego- 
tiations, have warned against speculation 
and said that no final agreement has been 
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B Other P say the. discus- 
sions have been prolonged because they 
are unusually complex and are believed to 
involve major new contracts for French 
participation in Taiwan's ambitious, six- 
year national development plan. 

The decision to buy the Mirage would 
be an important change in procurement 
policy for Taiwan's air force, which has 
hitherto relied almost exclusively on US 
equipment. The French Defence Ministry 
and Dassault have been supporting the 
deal and French news reports said this 
would be the first new sale for Dassault in 
five years. 

A defence industry source in Taipei has 
also confirmed reports that the Taiwan 
Government is negotiating with Moscow, 
through an intermediary, over the pur- 
chase of Su27 long-range jet fighters which 
China is adding to its own inventory this 
year. Military analysts speculate that if Tai- 
wan can gain access to the Russian mili- 
tary's huge surplus stocks, there could be 
other opportunities for new deals, includ- 
ing submarines from the Russian navy. 

Although confident that Washington 
cannot now go back on its decision after 
Bush's announcement during his re-elec- 
tion campaign, observers say that Taiwan's 
negotiations with the US will not be easy. 
There has been much grumbling among 
Taiwan's military establishment and legis- 
lators over details of the estimated US$6 
billion sale to be negotiated in the next few 
months. 

Air force chief of staff Gen. Lin Wen-li 
said he was "not totally satisfied" with the 
decision to sell the early A/B versions of 
the F16, first built 20 years ago. The air 
force wants the later C/D versions which 
includes advanced navigation, telecommu- 
nications and electronic counter-measure 
equipment as well as advanced weapons 
systems. 
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Experts describe the F16 as a multi-pur- 
pose, defensive fighter that does many mis- 
sions well but has a limited ground-attack 
capability. The upgraded versions of the 
F16 are more capable of ground-attack mis- 
sions, which may be why the US has not 
authorised their sale to Taiwan. 

Aviation experts speculate, however, 
that Taiwan may eventually be able to ob- 
tain optional equipment that could give 
them the capabilities they want in the air- 
craft without the US formally agreeing to 
the sale of the F16 C/D. The manufacturer, 
General Dynamics Corp., has also said that 
an upgraded package for the F16 A/B 
should be available by the time Taiwan 
takes its first delivery in 1996. 

Ruling party lawmakers have also 
called for a technology transfer agreement 
and co-production of the aircraft, citing 
similar US arrangements with South Ko- 
rea, Turkey and some other of the 17 coun- 
tries currently operating the fighter. 

“This whole deal has to meet two crite- 
da," said Kuomintang legislator Ting 
3hou-chung. "One is to meet our defence 
needs. The second is to build up our aero- 
;pace industry. If both these purposes can't 
ze met, we won't let our limited national 
'esources be used as a chip in President 
3ush’s re-election campaign." 

Ting says the legislature must eventu- 
illy approve the budget for the purchase, 
'stimated at US$4 billion plus several bil- 
ion dollars for upgraded equipment and 
yptional weapons systems. Since there is 
"ipartisan support for the purchase among 
awmakers, legislative approval is not ex- 
ected to be a major hurdle. 

Taiwan's defence budget this year is 
J5$10 billion, and financial analysts say 
he government may want to borrow 
heap US dollars to pay for the deal. Na- 
ional tax revenues are inadequate to meet 
he government's annual budget and do- 
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mestic interest rates are too high to finance 
the purchase at home. If needed, financing 
should not be an obstacle because the gov- 
ernment's low indebtedness gives it a high 
credit rating. 

Others say that the military appropri- 
ated the necessary funds long ago. "The 
money has been there all the time, but this 
is the first time they can actually spend it," 
one policy analyst said. 

A top executive with General Dynam- 
ics appeared to rule out any co-production 
arrangement, saying that the company had 
already transferred considerable aerospace 
technology to Taiwan under the Indig- 
enous Defence Fighter (IDF) programme. "1 
would hope, frankly, that there is not much 
manufacturing [of the F16] here because 
there is already a significant production of 
fighters in Taiwan," said Gordon England, 
General Dynamics’ president for aircraft 


Systems. 


England arrived in Taipei the day after 
Bush's announcement to meet military of- 
ficials on the sale. He said it was important 


FAR EASTERN ECONOMIC REVIEW 


to keep production in the US because jobs 
were the key issue in Bush's F16 decision. ~ 

General Dynamics has been helping the 
military's Chungshan Institute of Science 
and Technology design and build the IDF 
since the mid-1980s. The aircraft is now in 
the early stages of production, with 20 pre- 
production models completed. Defence 
Minister Chen Li-an has insisted that an 
additional 130 aircraft be produced on 
schedule and delivered to the air force be- 
ginning in early 1994. | 

The procurement of a more powerful: 


engine to round out the air force's total or-: E 
der of 250 planes has reportedly been poste 


poned indefinitely because of plans to di- 
vert personnel to prepare for the F16 ac- 
quisition. One aviation industry consultant 
says that Taiwan has already been training 
pilots in the US to fly the F16 at the invita- 
tion of the US Department of Defence, =; 
which strongly supported the sale. E 
Said Yang: "This sale will send a 


good message to Peking: don't push us too ae 


far.” E] 
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SOUTH KOREA 
Spy suspect held 
Dissident Kim Nak Jung was 
arrested on 7 September on 
suspicion of spying for North 
Korea for the past 36 years. 
Kim, 57, was co-leader of the 
Centre-Left Minjung (Masses) 
Party. He faces charges of 
accepting US$2.1 million from 
the North to fund what the 
Agency for National Security 
Planning described as 
subversive activities, including 
funding of dissidents running 
for parliament and other 
elective posts. Security agents 
allegedly uncovered an arms 
cache at Kim's house in Seoul 
which included a silencer- 
fitted pistol and US currency 
totalling US$1 million. Kim's 
family rejected the spying 
charges but has said nothing 
about the cash. 





Chamlong: economic pledge. 


THAILAND 
Poll rivals' pledge 


Thailand's four main 
contenders for the prime 
minister's job in the 13 
September elections have 
pledged to continue the 
widely applauded economic 
policies of interim Prime 
Minister Anand Panyarachun 
if they come to power. The 
four — former prime minister 
Chatichai Choonhavan, Chuan 
Leekpai, Chavalit Yongchaiyut 
and Chamlong Srimuang — 


14 


LHODINY AHvVD 


BRIEFING 


made their pledge in a live 
nationwide TV programme, 
Meet the Next Prime Minister, 
on 7 September. 





JAPAN 
Peacekeeping contingent 


The Japanese cabinet on 8 
September approved the 
dispatch of military personnel 
to Cambodia and Angola. The 
first group of 30 Japanese 
troops is expected to arrive in 
Phnom Penh on 23 September, 
while the main body of the 
600-strong force is expected to 
leave Japan on 1 and 13 
October. The cabinet decision 
comes four months after 
parliament approved a law to 
send Japanese troops overseas 
for the first time since World 
War Il. 


TAJIKISTAN 
President forced out 


Rakhman Nabiyev bowed to 
intense opposition pressure 
and resigned as president 

on 7 September, following 
weeks of armed clashes 
between his supporters and 
rival forces led by the Islamic 
Renewal Party and the 
Democratic Party. Nabiyev, 
Tajikistan's former communist 
party chief, was elected 
president in November 1991. 
The opposition says the 
election was rigged. 





SINGAPORE 
New MPs picked 


A Singapore parliamentary 
committee has chosen six 
people — two doctors, two 
businessmen, an academic and 
a union official — to be 
nominated MPs. Parliament 
now comprises 81 elected 
members — 77 from the ruling 
party and four from 
opposition parties. The 
nominated MPs, who will join 
parliament when it convenes 
on 14 September, may vote on 
all issues except amendments 
to the constitution, confidence 
motions and money and 
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Japanese military engineers train for Cambodia role. 


supply bills. 


VIETNAM 
Hijacker arrested 


An overseas Chinese- 
Vietnamese man from the US 
was arrested on 4 September 
after hijacking a Vietnam 
Airlines jet and forcing it to 
circle over Ho Chi Minh City 
several times while-dropping 
leaflets calling on the people to 
overthrow the ruling 
communist party. Ly Tong, an 
officer in the former US- 
backed South Vietnamese 

air force, parachuted from 

the plane after it was buzzed 
by a Vietnamese air force jet. 
The hijacked jet, an Airbus 310 
chartered from a Bulgarian 
company, had been on a 
regular flight from Bangkok to 


Population-growth 
scenarios 
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Ho Chi Minh City. Tong's two 
accomplices were arrested 
after the jet landed at Ho Chi 
Minh City. 


Protest on China ships 


Hanoi on 3 and 4 September 
sent two protest notes to 
Peking calling on China to 
remove an oil drilling ship 
and a seismic survey vessel 
from Vietnamese territorial 
waters in the Gulf of Tonkin. 
The notes come in the wake of 
a series of incidents in recent 
months which Hanoi says 
demonstrates that China is 
expanding its territorial claims 
in the South China Sea. 
Officials in Hanoi charged that 
one of the two ships was 
operating barely 120 
kilometres off Vietnam's 
northern coast. 


TAIWAN 
Unofficial ties 


Taiwan's Ministry of Foreign 
Affairs has set up the Taipei- 
Moscow Economic and 
Cultural Coordination 
Commission, which will open 
a representative office in 
Moscow later this year. A 
counterpart organisation has 
been set up by Russia, on the 
lines of the model used by 
Japan and the US for unoffici: 
representation with Taiwan. 
The offices in Taipei and 
Moscow will issue visas and 
enjoy limited diplomatic 
privileges, despite the lack of 
formal ties. 
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NO MATTER WHERE BUSINESS TAKES YOU, 
THERE'S ONE PLACE YOU CAN ALWAYS BE FOUND. 
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| With Unisys Imaging now 
~ | anything on paper can be stored in 
yu computer and accessed by 
-anyone anytime. Or by everyone all at 


the same time. Signatures can be 


= checked in a flash. Plans or pictures ; 
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mete in crisp detail. A handwritten 

“application needing approval can be on 
dors of desks simultaneously. 

- Because Unisys Imaging works 

i ` wth your existing hardware it can be 


D es up with a minimum of fuss and 


" -wont costa fortune to implement. And 










the Unisys open system architecture 
means you can easily expand your 
-system to accommodate future growth. 
j Unisys supports you during 
-every stage of introducing imaging 
“into your organization, From initial 
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consultation and planning, to installa- 
tion, training and after-sales service. 
And once your Unisys system is in 
place its very quickly up and running 
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because time-consuming and expen- 
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For the complete picture on 


how Unisys Imaging streamlines your 


office procedures, call your nearest 
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 mentous week in Philippine politics, 
President Fidel Ramos released two 
top communist leaders and promised to 
free more, agreement was reached between 
government and rebel negotiators to hold 
formal peace talks and Congress passed a 
law that would legalise the Communist 
Party of the Philippines (CPP). 
Unsurprisingly, these closely connected 
events have raised hopes in Manila that an 
end to the 23-year communist insurgency 
may be in sight. More cautious observers, 
however, see the various peace initiatives 
as providing a breathing space to allow 
both parties to work on their own agendas. 
The peace initiatives’ first test, and one 
that will establish how serious Ramos’ ad- 
ministration is in reaching a settlement 
with the CPP and its New People’s Army 
(NPA) military wing, has already emerged. 
The National Democratic Front (NDF) — 
the CPP's negotiating body — has insisted 


the talks be held abroad, preferably in the 


Netherlands where it has an office. 


Aeroleasing is at your 
exclusive service for any 
special purpose from 
corporate or leisure 
travel to urgent medical 
evacuation. All you 
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where and when you 
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While the NDF's demand is partly to 
ensure the security of its negotiators, it also 
reflects political strategy. Holding the talks 
abroad would support the NDF's goal of 
gaining "belligerency status," which would 
confer de facto international recognition on 
the communist movement as a contender 
to sovereignty. The Ramos government has 
shown it is unwilling to accept this condi- 
tion. Haydee Yorac, the recently appointed 
chairman of the National Unification Com- 
mission that is responsible for undertaking 
the negotiations, said "this is a Philippine 
affair. Things should be sorted out, negoti- 
ated and resolved here." 

Various factors have prompted the gov- 
ernment and the communists to attempt to 
hold peace talks. Ramos' stance is prag- 
matic. He realises that even if the commu- 
nists have been weakened, urban guerilla 
warfare could easily shatter the political 
stability he wants to create in order to bol- 
ster investor confidence. Further, US mili- 
tary assistance will decline sharply as a re- 
sult of the Philippines’ decision to phase 
out US bases in the country. 
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is the opportunity to have hundreds of 
detained members and supporters : 
leased. From a peak of about 18,000 regu 
lars in 1985, the NPA has been reduced to a 
most 13,000 fighters. Its urban guerilla 
have also been weakened by arrests anc 
the degeneration of some units into crin 
nal groups. Further, the broad Left has los 
much of its pre-1986 support among th 
middle class and its powerful trade unions 
now generally restrict themselves to fight 
ing for work-related demands. fe 
Given these differing agendas, the peac 
talks are likely to be difficult. For example 
Ramos will be unable to undertake sweep- 





ing reforms in the countryside, where the 


CPP units often operate as de facto alterna 
tive governments. For its part, the party’: 
emphasis on armed struggle in the rural 


areas has stunted its military-dominated. 
leadership's involvement in legal, open: 


struggle — as its weak showing in the May |. 
elections demonstrated. m 
For the CPP, the worst outcome would 


be for the peace talks to drive a wedge be- 
tween its ranks, setting those who wantan 
end to the armed struggle against those 
who do not. This, however, may well be. 
the result Ramos is aiming for. The former __ 
general could well be counting on the com- 


munists making a blunder during the talks 
that would make them appear unreason- 
able and further alienate them politically: m= — 
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Trips to trouble 


. Press campaign lands mayor out of office 


: ewd tapes involving a politician, a 
I shares controversy centred on à 
a serving cabinet minister and now a 
© fleet of turbo-charged Volvos. The down- 
— fall of Kuala Lumpur's long-serving mayor 
in a blaze of allegations about misuse of 
|. public funds is another in a string of recent 
scandals involving senior officials exposed 
by the national press. 
E Mayor Tan Sri Elyas Omar, who took 
~ office in late 1981, is credited with oversee- 
ing many facets of Kuala Lumpur's chang- 
ing skyline, though most recently his ap- 
-= proval of numerous condominium projects 
~~ has drawn fire from some influential resi- 
_ dents. Earlier attacks against Elyas were 
= effectively blunted by Prime Minister 
~~ Datuk Seri Mahathir Mohamad's support 
.. for the condominium programme. 
^. The background to Elyas’ fall remains 
¿shrouded in mystery — though most ob- 
servers suspect that its roots lie in moves 
to have the job filled by a political ap- 
pointee rather than a civil servant. 
More instructive has been the role 
played by the press. Sources say the may- 
or's resignation, announced on 1 Septem- 
ber, followed a directive from the cabinet. 
But the impetus came almost entirely from 
an onslaught on his integrity in the local 
press. The month-long August press cam- 
paign against Elyas was unrelenting. In a 
rare page one comment, the New Straits 
— "Times described the Malaysian contingent 
to the Olympic Games in Barcelona — led 
by Elyas — as a group of "holidaymakers" 
and referred to "the same old Malaysian 
game of hopping onto the bandwagon." 
















The next day the newspaper reported 
that another "bandwagon trip" involving a 
100-strong City Hall delegation led by 
Elyas to Casablanca, Morocco, for a city 
twinning ceremony was being investigated 
for the possible misuse of M$500,000 
(US$200,000) in public funds. | 

Next, the newspaper ran a report that 
the mayor may have contravened Treas- 
ury regulations by purchasing 22 turbo- 
charged Volvo cars at a cost of M$2.5 mil- 
lion for use by his senior staff. The atten- 
tion to detail was impressive: "City Hall 
paid about M$20,000 more for each of the 
vehicles as it bought the Volvo 240 GL 
Turbo automatic instead of the Volvo GL 
manual transmission permitted under the 
Treasury's contract for the purchase of offi- 
cial vehicles." | 

Observers believe a concerted campaign 
targeting the mayor may have been in- 
spired by one or more individuals in a po- 
sition to provide information and bring in- 
fluence to bear on editors to publish sto- 
ries. The New Straits Times stable of news- 
papers is controlled by the ruling party, 
the United Malays National Organisation. 
“The press has not been fair to the mayor. 
There has been some form of concerted 
campaign against him," said a veteran lo- 
cal journalist. 

New Straits Times journalists deny 
mounting a campaign against Elyas. “It 
was a good story and we were just doing 
our job as reporters," said one assistant 
editor. The paper projected the string of 
revelations as a public service to expose 
corruption. 

Observers, however, point out that few 
of the mayor's rebuttals or clarifications 
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were carries ipers in the New Straits 
Times stable. But they were carried in the 
tabloid English-language competitor The 
Star and in the Chinese-language press. 

Amid the flurry of reports about the 
mayor, government officials — perhaps 
seeking to prevent the revelations from 
spreading to core political circles — hinted 
that those leaking such information could 
be prosecuted under the Official Secrets 
Act. Mahathir drew a connection between 
the recent scandals involving shares and 
pornographic tapes and the City Hall alle- 
gations, and warned that civil servants 
who leaked secret information were liable 
to prosecution. Subsequently, a police re- 
port lodged by supporters of the mayor 
against a New Straits Times journalist cov- 
ering the story brought the press face to 
face with the Secrets Act. 

Some local journalists value their ability 
to expose corruption in high places as a 
measure of the independence of the press, 
and feel strongly that the Secrets Act 
should not be used to prevent them from 
doing so. After a 1986 amendment to the 
1972 Official Secrets Act, anyone convicted 
of an offence under the law is liable to a 
mandatory minimum jail sentence of one 
year. The press and legal profession have 
always maintained that the amendment 
posed a threat to press freedom. 

Writing in the New Straits Times, editor 
Kadir Jassin questioned whether informa- 
tion on the purchase of cars by an official 
should be considered an official secret. Le- 
gal sources say that the issue highlights the 
extent to which the Secrets Act is open tc 
abuse. "The minute something is revealed, 
they latch onto the Official Secrets Act,” 
said a lawyer. The National Union of Jour- 
nalists issued a statement reminding the 
government that the law should not bx 
used "to cover up wrongdoings on the par! 
of anyone within and outside the govern: 
ment." 

Government officials seem reluctant tc 
stress this distinction. "While the govern 
ment has a responsibility to ensure that it: 
funds are properly managed, it is also seri 
ous about allegations of a leak of classifiec 
government documents," said Law Minis 
ter Datuk Syed Abdul Hamid Albar. 

In addition, the government has beer 
pressed to define the limits of press free 
dom. New guidelines for the media are it 
the pipeline, but Mahathir denies that th 
government intends to gag the press. “Ws 
have issued permits to many bodies te 
print newspapers, including those who an 
against the government," he said. 

In this particular case, observers sug 
gest, the press has been caught on a dou 
ble-edged sword. On one side, politica 
pressure was employed to ensure tha 
leaked revelations about the mayor founc 
their way onto the front pages. But in oblig 
ing their patrons, the editors risk being in 
vestigated for handling official secrets. 1 
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Then it's time to book with 
Nedlloyd Lines. 

Being one of the world's 
largest and most innovative 
shipping companies, we 
have made it our task to 
recognize new market 
changes and exploit them for 
you. 

Hence, Nedlloyd Lines offers 
you another Plus for the 
future already now: 

The new connections 
between Europe and the Far 
East under the Nedlloyd flag. 
As from January 1992 we 
serve you with weekly 
sailings on fixed days from 
and to North Europe and the 
Mediterranean. In fact, with 
loads of benefits which are 
part of our Plus concept. 

If you'd like to know more 
about the voyage into the 
trades of the future, just write 
or call us and book on our 
Far East - Europe or Europe - 
Far East service. 
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Things fall apart 


Crisis looms as Khmer Rouge seeks to wreck peace 


By Nate Thayer in Phnom Penh 


ith the Khmer Rouge radio call- 
ing for the resignation of the 
chief of UN operations in Cam- 
bodia and members of the UN Security 
Council considering sanctions against the 
communist faction, the labouriously engi- 
neered peace plan moved another step 
closer to disintergrating. 

The plan is already several months be- 
hind schedule, and unless the Khmer 
Rouge can be persuaded to disarm and 
open their areas to UN inspection, the 
world body will be left with the option of 
either admitting its most ambitious effort 
to impose peace has failed or attempt a 
partial implementation without the Khmer 
Rouge. Against the backdrop of this loom- 
ing crisis, a debate is taking place among 
senior UN officials in Phnom Penh and 
Security Council members on how to break 
the deadlock. 

Mounting tension between the UN and 
the Khmer Rouge reached a new height 
late last month amid public wrangles be- 
tween Yasushi Akashi, head of the UN 
Transitional Authority in Cambodia 
(Untac), and the Khmer Rouge. Despite 
Khmer Rouge objections, the Supreme Na- 
tional Council (SNC) — the umbrella or- 
ganisation created by the peace accords to 
supervise the running of the country — 
adopted an electoral law drafted by Untac. 
The law enfranchises any 18-year-old 
whose parents or, in the case of those born 
overseas, grandparents, were born in Cam- 
bodia. 

The Khmer Rouge denounced the law, 
saying that it would allow Vietnamese liv- 
ing in Cambodia to take part in the elec- 
tions. Akashi, for his part, condemned the 
Khmer Rouge for their use of pejorative 
appellation yuon (literally “savage”) for the 
Vietnamese. In a letter addressed to Khmer 
Rouge president Khieu Samphan, Akashi 
said: "I consider that the use of pejorative 
terms, especially by an organisation aspir- 
ing to the attributes of statehood, is un- 
seemly and objectionable in public dis- 
course." 

The Khmer Rouge also raised the politi- 

cal temperature by shifting their propa- 
ganda attack from the “colonialist” Untac 
to its Japanese head. In a broadcast earlier 
this month, Khmer Rouge radio said that 
" Akashi lacks common sense, courage, far- 
sightedness and the political will to per- 
form the task the United Nations have en- 
trusted to him." After issuing a veiled 
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warning about "tragedy developing in 
Cambodia," the radio demanded that 
" Akashi should resign as the special repre- 
sentative of the UN secretary-general and 
Untac head." 

Untac officials and diplomats in Phnom 
Penh said if the Khmer Rouge do not re- 
join the peace process in the next few 
weeks, the Security Council will probably 
impose sanctions on them by October. The 
Khmer Rouge have responded by saying 
that sanctions "could mean a return to 
war," while diplomats have also warned 
of the danger in shutting the communist 
faction out of the peace plan. 

“At some point the UN, in order to 
maintain its authority, has to respond to 
brazen non-compliance with Security 
Council resolutions," a senior diplomat in 





Akashi: mounting tension with Khmer Rouge. 


Phnom Penh said. However, he added that 
"isolating the Khmer Rouge is not a worth- 
while objective unless it forces them back 
into the process." 

Further, a Khmer Rouge demand that 
the UN create "consultive committees 
within the existing administrative struc- 
tures" of the Phnom Penh regime in order 
for them to rejoin the peace process — 
which would allow the faction to place its 
own officials within government ministries 
— is unacceptable to both the UN and Pre- 
mier Hun Sen's administration. 

The Khmer Rouge has also said there 
should be no government in Cambodia 
during the current interim period prior to 
elections scheduled for next May. Citing 
the UN peace plan, the Khmer Rouge ar- 
gues that the SNC is the "sole source of au- 
thority" during the run-up to the polls. 
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In addition, the Khmer Rouge has ac- 
cused the UN of being partial, unfairly 
propping up the Hun Sen regime and fun: 
damentally undermining the creation of e 
neutral political environment within whict 
the elections are supposed to held. 

Concern over Khmer Rouge intransi 
gence has even spread to its former pa 
trons. Thai and Chinese officials are in 
creasingly frustrated by the faction's atti 
tude and are pessimistic that a solution ca» 
be found that would avoid UN sanctions. 

Last ditch attempts to break the dead 
lock have already stalled. A meeting be 
tween senior Thai, Chinese and Japanes 
diplomats and Khmer Rouge official: 
scheduled for 8-9 September in Bangkol 
that was intended to thrash out an agree 
ment for the Cambodian faction to begi1 
demobilising its army was postponed. / 
Thai Foreign Ministry official was quote 
as saying that "the sides are not ready. Nt 
further progress has been made on the pro 
posals already put forward, and all side 
are still reviewing their positions." 

Meanwhile, Prince Norodom Sihanou! 
advocated that the UN move ahead to pre 
pare for elections without the Khme 
Rouge during the recen 
Non-Aligned  Movemen 
meeting in Jakarta, while tlv 
Hun Sen regime has calle 
for the UN and others t 
abandon negotiations witl 
the Khmer Rouge and tak 
steps to isolate and neutraliz 
the faction. 

Unatc's military hea 
Maj.-Gen. John Sanderso 
has already secured the coop 
eration of Thai military lead 
ers to enforce sanctions if th 
Security Council formall 
calls for them. However 
many believe sanctions to b 
an act of desperation that wi 
be impossible to effectivel 
enforce. 

Nevertheless, officials i 
Bangkok say they have already begun t 
warn Thai businessmen involved mainl 
in timber and gem mining concessions th: 
a trade embargo against the Khmer Roug 
is imminent, and more than 20,000 Th: 
miners working in Khmer Rouge-contro 
led gem mining areas will be graduall 
withdrawn. But the officials also admit th: 
effectively enforcing sanctions along th 
porous border is nearly impossible, an 
unlikely to achieve its objective of preven 
ing the Khmer Rouge from obtaining su] 
plies. Senior Khmer Rouge officials told th 
Review that if sanctions are imposed, 
would mean “that the peace process is ru] 
tured and a return to war is likely." The 
also warned that if the UN attempted t 
forcibly send troops into Khmer Rouge a 
eas, their fighters would probably attac 
the UN personnel. 
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CHRONOMAT 

Close cooperation with 

pilots and aviation experts 

enables Breitling to continue 

improving its chronograph designs 

all the time. The Chronomat features a 
selfwinding mechanical movement, à rotat- 
ing bezel and a screw -locked crown. This instru 
ment is water-resistant down to 100 meters 
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FOR PROFESSIONALS 


Breitling Agents: 

HONG KONG: UTC FAR EAST LTD, KOWLOON, Tel.: 3/739 1281, Fax: 3/739 8975 
JAPAN: J. OSAWA Co LTD, TOKYO, Tel.: 3/3455 0116, Fax: 3/3456 0277 
KOREA: ELKO TRADING COMP., SEOUL, Tel.: 2/755 8856, Fax: 2/755 8857 
SINGAPORE: MELCHERS & Co, Tel.: 259/9288, Fax: 259/9111 
TAIWAN: UTC TAIWAN LTD, TAIPEI, Tel.: 2/729 4340, Fax: 2/758 1999 


BREITLING MONTRES SA, P. O. Box 1132, SWITZERLAND - 2540 GRENCHEN 
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Taiwanese tourists in Peking: increasing contact, but still unofficial. 
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Flags follow trade 


Growing investment, commercial and personal ties between Taiwan and 
China are rapidly eroding the ideologically inspired political barriers 
raised between the two countries more than 40 years ago. 


By Julian Baum in Taipei 


There was a time when 
Taiwanese and Chinese 
guns fired volleys of 
shells across the straits. 
The east-bound shells 
were filled with propa- 
ganda leaflets excoriating capitalism, with 
west-bound return fire blasting tenets of 
communism. But with millions of Taiwan- 
ese visiting the mainland and billions of 
dollars in Taiwanese investment flowing to 
China, the long-held Taipei policy of re- 
stricted contact lies in tatters. 

The purpose of those policies was to 
prevent trade, investment capital and key 
industrial technology from reaching China 
until Peking formally ended its civil war 
with the Kuomintang (KMT) on Taiwan and 
recognised the status of the Taipei govern- 
ment as something more than a local au- 
thority. 

That these efforts to quarantine China 
are fast unravelling is evident by the Tai- 
wanese business community's ability — 
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driven by strong market incentives and 
propped up by the KMT’s hopes for the 
eventual unification of China — to effec- 
tively nullify their own government's poli- 
cies. Even cabinet ministers and senior 
presidential advisers appear to be working 
at cross-purposes with the official ban on 
direct commercial links, by urging busi- 
nessmen and other private groups to 
strengthen their ties with China. 

One result of this divergence is a closed- 
door meeting for senior decision makers, 
scheduled at the Taipei World Trade Cen- 
tre on 18-19 September, to reassess their 
frayed policies. They will evaluate the first 
five years of opening to China and try to 
shape a consensus on where to go from 
here. The need for such an inter-agency 
review is obvious and the discussions lead- 
ing up to the conference have been conten- 
tious. i 
"The time has come to review our poli- 
cies," said P. K. Chiang, the political vice- 
minister for economic affairs. "We can't 
stop trade and the operations of a tree mar- 
ket, but we have to consider China's threat 
ECONOMIC REVIEW 
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to use force against us and the national se 
curity side of the question." 

For those who favour a cautious ap 
proach, the recent loss of South Korea a 
Taiwan's only diplomatic ally in Asia ha 
intensified the debate over whether Chin; 
is friend or foe. "Their [Peking's] diplo 
matic victory has caused a serious setbac! 
in our relationship,” said historian arx 
former government spokesman Shaw Yu 
ming. “There is a rising sentiment agains 
a further development of relations with th 
other side.” 

Others, such as Gen. Sung Hsin-lier 
director of the powerful National Securit 
Bureau, have argued that there are secu 
rity risks in opening Taiwan's doors t 
China. In heated sessions with official 
from the Mainland Affairs Council, a cabi 
net-level agency assigned to coordinat 
policy toward China, the intelligence chie 
charged the council with failure to wor 
out a comprehensive plan that went be 
yond placating commercial interests anı 
took account of national security concerns 

Ironically, opposition leaders and prc 
independence activists agree. "The politi 
cal risk of overly close economic relation 
is very high," said Democratic Progressiv 
Party chairman Hsu Hsin-liang. "Chin 
has no respect for our sovereignty and trie 
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constantly to interfere." 

Despite such concerns, the China fever 
sweeping Taiwan's business community 
has not abated. In fact, the first wave of 
manufacturing investments which began 
five years ago, mainly by small and me- 
dium-sized enterprises, is being overtaken 
by a second wave led by publicly listed 
companies and Taiwan's largest conglom- 
erates. Delegations of top industrialists 
now make routine trips to China, where 
they consult with senior Chinese leaders 
and survey possible investment sites. 

A broad range of joint activities are also 
under study by public agencies and pri- 
vate groups in both Taiwan and China. 
These extend from cooperation in nuclear 
waste disposal and joint exploitation of 
coal and petroleum resources, to scientific 
and technological exchanges aimed at 
standardising major industrial systems and 
electronic components with an eye to joint 
commercial development. 

However, such officially sanctioned 
links have been pushed aside by the esti- 
mated US$4 billion in private investment 
made in China by Taiwanese firms, most 
of which violates the government's rules. 
In addition, a further US$7 billion in goods 
are expected to be indirectly traded with 
China, an amount equal to 25% of Taiwan's 
total trade surplus for 1992. 

Differences over how quickly relations 
between the two sides are allowed to de- 
velop account for much of the internal dis- 
pute over policy. Ruling party lawmakers 
have complained that government policy 
on mainland affairs has been confused, 
with one foot on the brake and one on the 
accelerator. Unable to rein in the business 
community and unsure what the KMT's 
commitment to unification means in 
present circumstances, the lawmakers say 
the policy chaos is likely to become an is- 
sue in December's legislative elections. 

Some influential figures, such as C. V. 
Chen, vice-chairman of the Straits Ex- 
change Foundation which handles unoffi- 
cial contacts with China on such routine 
problems as smuggling and illegal mi- 
grants, said that speeding up exchanges 
helped quieten sentiment for Taiwan inde- 
pendence and removed distrust between 
the two sides. 

The conventional wisdom, as expressed 
2y Taiwan-born tycoons as well as KMT 
awmakers who are second-generation 
nainlanders, is that building commercial 
inks with China will boost its economic 
levelopment and eventually lead to liberal 
»olitical reforms which would be favour- 
ible to Taiwan. Holding back would delay 
he demise of communism, the theory goes, 
vhile also allowing South Korean and 
apanese companies to tap China's cheap 
abour force and leave Taiwanese business- 
nen at a disadvantage. 

Despite the impasse with Peking, many 
nfluential businessmen also argue that di- 
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rect commerce should be now permitted 
because of the inconvenience and higher 
costs of using Hongkong or other third 
countries as an access point to China. 

"Direct shipping and aviation are very 
important to Taiwan's businessmen," said 
Andrew Tsuei, a toy manufacturer and 
member of the board of the China External 
Trade Development Council. “If we can 
combine the advantages of Taiwan and 
China, we could be very competitive in 
world markets." 

President Lee Teng-hui's approach to 
China relations is framed by the National 
Unification Guidelines adopted last year. 
These describe three stages for eventual 
unification, but no timetable. The first stage 
includes an end to hostilities, building 
mutual trust through private exchanges 
and solving disputes by peaceful means. 

High-level official contacts and direct 
commerce are reserved for the second 
stage which, strictly following the condi- 
tions of this policy, would appear to be 
years away. 

From Taipei's point of view, the biggest 
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obstacle has been Peking's refusal to adopt 
a more pragmatic and less ideological ap- 
proach to conflicting claims to sovereignty 
over Taiwan. Until there are friendly ges- 


tures, including renunciation of the use of ` 


force, the government has officially banned 
direct commercial ties, referred to in Chi- 
nese as san tong, or the "three communica- 
tions" — direct mail, direct shipping and 
air services and direct commercial links. 
The most widely accepted condition for 
further opening to China is recognition of 
Taiwan’s status as a separate government 
with de facto jurisdiction over its own ter- 
ritory. This is summed up in Lee's “one 
country, two governments" concept, and 
includes the demand that Taiwan be al- 
lowed to participate in international affairs 
and join such organisations as the Gatt. 
"San tong is a political, not an economic 
issue,” said KMT lawmaker Lin Yu-hsiang. 
“Direct trade and investment would mean 
Taiwan is absorbed into China.” Lin and 
others who warn against China fever say 
the government should do a better job ex- 
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Chiang Kai-shek memorial: frayed China policies. 


plaining its policies. 

Lee has remained generally cautious on 
these issues, despite his commitment to 
eventual unification. At a conference for 
senior military officers in July, he said the 
armed forces should remain vigilant 
against communism and not let “romantic 
fantasy” about China endanger national 
security. 

“The majority of influential figures in 
the Kuomintang and the government are 
not ready for san tong,” said Tien Hung- 
mao, chairman of the Institute for National 
Policy Research, an independent think 
tank. “Many people are worried whether 
Taiwan can survive as an independent po- 
litical entity if commercial interests were 
allowed to take their own course.” 

Despite the internal turmoil, relations 
with China are more relaxed than at any 
time since the KMT arrived on Taiwan in 
1945. So much so, observers said US Presi- 
dent George Bush found it easy to reverse 
longstanding US policy and agree to sell 
F16 fighter aircraft to Taiwan (See page 12). 

One aim of this month’s inter-agency 
meeting will be to shore up 
the restrictions on san tong 
and draw a clearer line on 
trade and investment policy 
that businessmen will re- 
spect. “We must have some 
control over capital-intensive 
and technology-intensive in- 
dustries," said Ma Ying-jeou, 
deputy secretary-general of 
the Mainland Affairs Council 
which is responsible for coor- 
dinating policy on China. 

Since South Korea broke 
diplomatic relations with Tai- 
pei in late August, the coun- 
cil has continued to ease the 
rules. It has allowed Taiwan- 
ese companies and private trade groups, 
including the China External Trade Devel- 
opment Council, to participate in trade 
fairs in China and open offices there. 

The council has also authorised China 
Airlines, the national flag carrier, to negoti- 
ate with China's civil aviation authorities 
on cargo transfers. The decision breaks a 
ban on direct contacts between the two air- 
lines and could lead to cooperation on 
more than just cargo handling. 

These moves are being closely watched 
by other Taiwanese airlines and shipping 
companies, many of whom advocate di- 
rect transport links despite the council's 
insistence that any such agreement would 
require much more progress in talks on 
fundamental issues than has been achieved 
so far. However, few people expect any 
significant policy breakthroughs until after 
a leadership change in China. "In many 
respects, we've gone about as far as we can 
£0," said government spokesman Jason 
Hu. "Now it's up to Peking to do some- 
thing." » 
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Myopic vision 


Lack of direction marks Chinas attitude to Taiwan 





By Lincoln Kaye in Peking - 


If Taiwan's government 
and people have stead- 
ily lost the diplomatic 
and economic initiative 
over China since liber- 
alisation of people-to- 
people contacts across the Taiwan Strait 
five years ago, it is hardly because of any 
policy dynamism on Peking's part. 

Through its ageing spokesmen on cross- 
Straits relations, President Yang Shangkun 
and Vice-Premier Wu Xueqian, China has 
stuck by the same tired "One country, two 
systems" formula and party-to-party nego- 
tiations with Taiwan's ruling Kuomintang 
(KMT). 

From these senior leaders and their 
grand scheme for reunification, it is a long 
step down to the next echelon of authority. 
While the party and government each have 
their Taiwan Affairs Offices, bold initia- 
tives may not be forthcoming from these 
bodies as long as old Chinese Civil War 
veterans retain behind-the-scenes control. 

The nominally non-governmental Asso- 
ciation for Relations Across the Strait is a 
nuts-and-bolts organisation, handling 
some of the logistics and arbitration work 
that used to be the province of such groups 
as the Red Cross. Likewise, the Taiwan 
Affairs Office of the Foreign Ministry is less 
concerned with policymaking than with 
whittling away what little is left of Tai- 
wan's international standing. "They're just 
spoilers," was how one Peking-based dip- 
lomat put it. 

For example, when Taiwan's "dollar 
diplomacy" won over the West African 
state of Niger, Peking retaliated by poach- 
ing away South Korea — Taiwan's most 
substantial remaining diplomatic partner. 
"Since Seoul was all set to normalise any- 
way, why not time it to ruin for Taiwan 
even so petty and fleeting a triumph as 
Niger?" the diplomat said. 

At the sub-governmental level, a dense 
undergrowth of "mass" organisations has 
sprouted over the years. They include such 
groups as the China Council for Promot- 
ing Peaceful Reunification; the Cross-Straits 
Heart-to-Heart Committee; the All-China 
Taiwan Compatriots Federation; the Tai- 
wan Fellow-Students Association and the 
Taiwan Democratic Self-Government 
League. 

In the branches of these bureaucratic 
thickets roost Taiwanese exiles who have 
been harried across to China by successive 








waves of KMT repression that started with 
the "2-28" or 28 February massacre in 1947. 
Their fortunes have fluctuated widely with 
the political lurches of China. 

Many of them were interned during the 
Cultural Revolution and other xenophobic 
spasms, often on the testimony of fellow 
Taiwanese. Their mainland spouses were 
hounded into divorcing them and their 
children were driven into internal exile. 

To this day, China's largely introverted 
Taiwanese community is still riven with re- 
criminations for past betrayals and intrigue 
over sinecures in the 
united front organisations 

"pathetic, when you 
consider how we came 
here full of socialist ideal- 
ism and pan-Chinese soli- 
darity," sighs one of them. 
Now they are reduced to 
acting as go-betweens for 
Taiwanese businessmen 
and petty mainland offi- 
cials. 

Local functionaries in 
the provinces and cities, 
counties and even town- 
ships now cheerfully nego- 
tiate on their own contract 
details with Taiwanese 
shippers, investors and 
traders. This is the only 
level of officialdom directly 
encountered by most of the 
businessmen in the vanguard of Taiwan's 
"China rush." 

An executive of a Taiwan listed com- 
pany remains unimpressed. He describes 
his mainland negotiating partners as 

"grasping, niggling and shifty." But he dis- 
misses the notion that such people can 
menace Taiwan's economic and political 
sovereignty. 

A more coherent vision of Taiwan af- 
fairs may now emerge in China, however, 
in the wake of the forthcoming 14th Party 
Congress, when elders like Yang and Wu 
are expected to retire from the scene. This 
will enhance the real policymaking power 
of rising political stars like Wang Zhaoguo, 
51, who heads the Taiwan Affairs Office in 
both the party and the government. 

Insiders hint that Wang could be pro- 
moted to ministerial rank and a politburo 
seat after the Congress. His career path of- 
fers a clue to how he might approach 
China-Taiwan relations. Trained as a me- 
chanical engineer, he rode out the Cultural 
Revolution at a Hubei car factory, where 
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he came to the attention of reformist Hu 
Yaobang, the late communist party chief. 

Hu plucked him to the centre for a 
whirlwind grooming course in the Central 
Committee of the Communist Youth 
League. He succeeded the shadowy Qiao 
Shi — now a politburo member and secre- 
tary of the party's Discipline Inspection 
Commission — as director of the Central 
Committee's General Office. 

When his patron fell from power in the 
“Anti-Bourgeois Liberalisation” movement 
of 1986-87, Wang came in for a soft land- 
ing, reportedly through the intercession of 
patriarch Deng Xiaoping. He was named 
governor of Fujian, the ancestral province 
of most Taiwanese. 

There he enjoyed a ring-side seat on the 
procession of businessmen that trooped 
across the Strait after Taipei lifted its ban 
on mainland travel. He returned to Peking 
in 1990, just as Taiwan businessmen began 
to broaden their invest- 
ment horizons beyond 
Fujian. 

With somebody like 
that in effective control of 
policy on cross-Straits rela- 
tions, a Taiwanese investor 
ventures to hope, Peking 
can "stop fighting the Chi- 
nese Civil War and put 
things on a more business- 
like footing." Arrange- 
ments will be "less ad 
hoc," he predicts, for such 
things as investment guar- 
antees, insurance, currency 
settlement, banking and 
contract arbitration. There 
could also be a little more 
flexibility about Taiwan's 
status in international fora. 

But on the over-riding 
question of sovereignty, few Taiwanese 
expect the next generation of mainland 
leaders to be markedly more accommodat- 
ing than their elders. Indeed, the “Chinese 
so-called ‘Democracy Movement’ leaders 
in exile in the US, if you sound them out 
about Taiwan, turn out to be as imperialis. 
tic as the Peking bosses," according to ë 
Taiwan-born New Yorker. 

Nor is there much enthusiasm in Pe 
king for political pluralism in Taiwan. The 
party leadership’s internally circulatec 
“reference” video excerpts from Taiwar 
newscasts have a morbid fascination witt 
the violent frays in Taipei's legislature. 

Last year’s KMT sweep of Nationa 
Assembly elections was hailed by China’s 
media as evidence that the Taiwanese 
“masses” rejected Taiwan independence 
and yearned for reunification with the 
motherland. Few ordinary Chinese gras 
the extent to which KMT support reflect: 
voters’ anxiety to avoid riling Peking 
and maintain Taiwan's de facto indepen: 
dence. 8 
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YOU MAY ( ,HOOSE TO KEEP RUNNING. 


A LONG WORKDAY IN A FOREIGN PLACE 
CAN LEAVE YOU FEELING RUN DOWN. 
WHICH IS WHY EACH: HOLIDAY: INN CROWNE 
PLAZA™ HAS A STATE-OF-THE-ART ‘FITNESS 
CENTRE - JUST ONE OF THE MANY FACILITIES 
WE PROVIDE TO.HELP YOU UNWIND AND 
RECHARGE. CROWNE PLAZA HOTELS ARE A 
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In a front-end collision, one of the 
most likely injuries to the driver is 
from the steering wheel. 

Audi has found a unique way to 
eliminate this problem entirely. 

When you wear your seat-belt, our 

9 exclusive procon-ten system actually 

| here S uses the force of a front-end collision to 

protect you. Steel cables connected to 

one obstacle the steering column and the front seat- 
belts tighten instantly upon impact, 

pulling the driver away from the 


e 
only Audi steering wheel and the steering wheel 


into the dash. 

Can hel ou Only Audi has this safety device. 
p Yy And with it, Audi has set new standards 

in driver protection. 
Overcome. Procon-ten is just one of Audi's 
safety features. Front crumple zones 
and side-protection bars reduce the 
impact of the force of an accident. A 
reinforced body shell makes the 
passenger core deformation resistant. 
And our electronic Anti-Lock Braking 


System (ABS) gives you unsurpassed 


handling and control. 





Test drive the new Audi 100- 
designed for the driver 


who would rather over- 





come life's obstacles than 


Vorsprung 
recover from them. durch Technik 


èw Caledonia Societe D'importations Automobile 68-7-261272 + New Zealand European Motor Distributors Ltd. 64-9-5730181 * Papua New Guinea Tan Chong & Sons Motor Co 
»4-667711 © Philippines SKB Motors Inc. 632-531-3632 « Singapore Champion Motors Pte Ltd. 65-7776677/Motor Ultima Pte Ltd. 65-4621900 « Sri Lanka Car Mart Ltd, 
16696311 * Tahiti Comptoir d'Importations Automobiles 68-9-424008 © Taiwan Universal Motor Traders Ltd. 886-2-7380123 * Thailand German Motor Work Co. Ltd. 66-2-5110820 


Very Luxurious. The Dusit Thant, Bangkok. 
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eos Tropical | sit Eagu?a, Phuket. 
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Very Idyllic. y" Dis, ^ ^6 Club, 


Cha-Am/Hua Hin. 





Very proud to be among the Leading 
Hotels of the World. 

Very essentially Thai, a 1,000-year- 
old culture reflected in classic styles fram- 
ing modern comforts. 

Very much paradise the island life of 
Phuket. 

Very gorgeous white sands and blue 
seas, nicely warmed by a tropical sun. 

Very idyllic beach on the Gulf, with 
thrilling water sports and horse riding. 

Very courteous the service. 

Very certainly yours at The Dusit 
Thani, Bangkok, Dusit Laguna, Phuket 
and Dusit Resort and Polo Club, Cha- 
Am/Hua Hin. 

Verily, there is nothing that quite 


compares with a hotel called Dusit. 


very Dusit 


BANGKOK RESERVATIONS CENTRE: THE DUSIT THANI, RAMA IV ROAD, BANGKOK 10500, THAILAND. TEL: (66 2) 238-4790-5, TELEFAX: (66 2) 238-4797, TELEX: 81170 
“The ‘Jeading§ Hotels of the World KS STEIGENBERGER RESERVATION SERVICE ©) Utell International FOR ALL HOTELS 
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| The bottom line 


Taiwan capital, factories pour into China 






Manufacturing is doing it 
too. So is tiny Meicheng 
Crafts, which makes 
polyresin Santa Clauses 
for sale in the US. What these and thou- 
sands of other Taiwanese companies are 
doing is investing in China. And while the 
Taiwan Government is not happy about it, 
there is little it can do to prevent it. 

Since the ruling Kuomintang (KMT) first 
opened the door to mainland visits by Tai- 
wan residents in 1987, then authorised in- 
direct investments a year later, the trickle 
of travellers and investors bridging the 
once yawning divide between the rival re- 
gimes has become a torrent. 

Investment by Taiwan companies in 
China has, by most estimates, reached 
US$4 billion. Pushed by a widening wage 
gap which puts the cost of an assembly- 
line worker in Guangdong or Fujian at 
about one tenth of the rate in Taiwan — if 
one can be found — new investment is 
pouring into China. Taiwan companies are 
expected to invest some US$1.5 billion this 
year alone. 

More than 3.5 million out of Taiwan's 
20 million population have visited China 
to do business, meet relatives or simply see 
the sights. Two-way trade via Hongkong 
hit US$5.8 billion in 1991, up 43% from the 
previous year, and should easily top US$7 
billion this year. 

All this has left the Taiwan Government 
struggling to contain the China fever grip- 
ping many members of the business com- 
munity, who are drawn both by the main- 
land's virtues as a low-cost manufacturing 
base and its burgeoning domestic market. 
Even with the barriers imposed by the pro- 
hibition on direct aviation and shipping 
links, the pace of developing economic ties 
with China appears out of control. 

5o when Tsai Wan-lin, head of the 
Cathay Insurance and Construction Group 
n Taiwan, announced his intention in mid- 
August to launch a number of projects in 
-hina that ranged from a cement plant 
o property development, the government 
ut back sharply. Economics Vice-Minister 
*. K. Chiang vowed to block the plan or 
unish Tsai if he tried to go ahead with his 
lans. Steering a careful course between 
lefiance and compliance, Tsai set off on a 
ughly publicised tour of Chinese cities to 
nvestigate market potential, but said he 
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would not yet test the government's re- 
solve by launching his investment plans. 
The authorities have so far also man- 
aged to block plastics tycoon Wang Yung- 
ching from implementing his proposed 
US$7 billion petrochemical project in Fu- 
jian province's Xiamen special economic 
zone, just across the Taiwan Strait. 
"Wang's investment would take away one 
third of our industrial base," says Ma Ying- 
jeou, vice-chairman of the Mainland Affairs 
Council, adding "this we cannot permit." 
Apart from these high-profile ventures, 
however, the authorities have a tough time 
making their word stick. "The government 


Flow of capital and trade § 


Taiwan to China „7 


Chinato Taiwan 


has very little control over small and me- 
dium-sized firms [who make up the vast 
majority of the companies going into 
China]; it hasn’t done anything for them in 
the past, so it lacks the leverage to make 
them obey now,” says Andrew Tsuei, hon- 
orary chairman of the Taiwan Toy Manu- 
facturers Association. 

The authorities now seem to be coming 
to grips with this fact. During meetings 
held in late August, the Ministry of Eco- 
nomic Affairs prepared a draft proposal to 
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eliminate the long-standing requireme 
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that local companies’ mainland inves 
ments be routed through firms registere 
in Hongkong or other third countries. : 
ministry official said the proposal would 
soon be sent to the cabinet for approval .- 
In effect, the change will simply ratif 
reality. A recent report by the ministry r 
vealed that 80% of the more than 2,80 
companies registering their China venture 
with the ministry had flouted the thirc 
country subsidiary rule. | 
The government is looking to the new! 
passed Straits Relations Act to add som 
backbone to its efforts to regulate trade an 
investment with China. The bill, which be- 
came law in July, contains provisions fo 
stiff fines against companies that break 
rules. “The new law will give us much . 
clearer authority in enforcing the current — 
rules," Ma says. But it remains unclear how 
vigorously the sanctions will be enforced. 
Policymakers in Taipei cling to the pro- : 
hibition on direct aviation and shipping | 
links, despite virtually daily calls in the lo- 
cal press from business leaders that the ban | 
should be lifted, and soon. One reason be- 
hind the government's stubbornness on the _ 
issue is simply to buy time. E 
“These artificial barriers can help pre- 
serve the distance needed to allow for legal 
and other safeguards to be enacted,” says. - 
prominent Taipei lawyer Paul Hsu. S 
Hsu notes that despite higher costs im- 
posed by the need for goods and people to. 
transit Hongkong, "it doesn't seem to stop 
anyone from doing what they want." us 
A more troubling issue is the danger 
that Taiwan's manufacturing base will be- E 
come “hollowed out," as more companies. 
shift the bulk of their manufacturing out- 
put to mainland factories. He 
Making a virtue of necessity, Taiwan's 
economic authorities are seeking to differ- 
entiate between labour-intensive indus- . 
tries, which they are willing to let go, and 
such capital-intensive industries as elec- . 
tronics, telecommunications equipment or 
vehicles, which they want to hold on to. 
Chung-hua Institution fellow Chen Lee 
in says the flow of investment into China. 
straining many companies' management 
resources. "Most of our companies are so 
small that they can only handle two or 
three factories; if they open one in China; 
they must close one in Taiwan," Chen Says. 
Indeed, many of the companies that have: 
already made the shift keep only a ves- 
tigial presence in Taiwan. : 
Some observers feel the potential dan 
ger of Taiwan becoming dependent on the: 
Chinese market is over-stated. Indeed, 
many point out that both Taiwan and. 
China stand to benefit from closer integra- 
tion because of the complementary nature ` 
of their two economies. Taiwan's capital, 
entrepreneurs and technicians with their- 
proven ability in commercialising technol- 
ogy make for a natural fit with China's. 





















cheap and abundant labour, ample natural 
resources and huge domestic market. — 

Ties between Taiwan and China have 
already advanced to the point that it be- 
comes hard to say which is being changed 
more by the relationship. In Taiwan, sim- 
ply by virtue of its size, the impact seems 
the most far-reaching. But the inflows of 
. capital and managerial expertise into the 
. coastal provinces of Fujian and, to a lesser 
- extent, Guangdong, are having a profound 
- effect there as well. 

A trip from Fuzhou to Xiamen, at op- 
posite ends of Fujian province, provides 
graphic evidence. The rice fields and or- 
ange groves filling the series of narrow val- 
Jeys along the road are giving way to fac- 
tories. Putian and Fuging and other towns 
. have become host to hundreds of Taiwan- 
invested factories producing footwear, con- 
' struction materials, toys and handicraft. 
The China sub-contracting operations 
for US athletic footwear giant Nike dem- 
onstrate the impact Taiwan industrial ex- 
 pertise is having. At a huge factory in 
Putian, 120 kilometres down the road from 
Fuzhou, almost 4,000 workers — mostly 
young women — are busy stitching, 
gluing, cutting and pressing the more than 
.30 components that go into athletic shoes. 
The evidently well-organised factory 
gives little indication of earlier troubles, as 
Xiefeng Footwear vice-general manager Yu 
... Minsheng explains. Nike had started out 
.. in China simply buying shoes from Chi- 
nese-owned factories in Fujian and Guang- 
dong in the early 1980s. What they mainly 
got was poor quality shoes and unreliable 
deliveries. In 1989 Nike's leading supplier 
in Taiwan, Feng Tay, together with an 
American ex-Nike executive, set up a joint 
venture factory in Putian with the provin- 
cial footwear corporation that Yu used to 
work for. The venture brought in a factory 
manager and a dozen technical and qual- 
itv control personnel from Taiwan, plus the 
necessary machinery. 

Within a year, the new management 
had turned things around, and the com- 
pany began making money in its second 
year of operation. Soon it became neces- 
sary to expand. The joint-venture company 
completed a second factory in 1990, with a 
third now under construction. Chinese 
partner Fujian Footwear Corp. has since 
gone on to set up some 30 other joint ven- 
tures with Taiwanese shoe manufacturers, 
mostly centred around Putian. The town 
now claims the title of China's “Shoe City,” 
a name it has emblazoned on a banner 
stretching across the Fuzhou-Xiamen road. 

Indeed, Taiwan's footwear industry has 
moved virtually en masse to China. The 
industry association in Taipei estimated 
. that by the end of 1991 some 400 of the 
grouping's 891 member firms had set up 
factories in China, employing about 
100,000 workers. A further 200 had simply 
gone out of business. 




































Andrew Tsuei of the Taiwan Toy 
Manufacturers Association said that 70-80 
of the island’s toy makers had invested 
US$350-400 million, and that most of the 
remaining 500 firms would eventually fol- 
low. “That's where our industry's future 
lies,” he said. 

While the bulk of Taiwan investment in 
China has followed Hongkong and other 
foreign capital into Guangdong and Fujian, 
some intrepid investors have ranged much 
further afield. One of the four manufactur- 
ing ventures that President Foods is al- 
ready running is an export-oriented tomato 
canning venture in the far northwestern 
town of Urumchi in Xinjiang province. 

The company also operates a noodle- 
making plant in Peking, an animal-feed 
mill in Shanghai and a flour mill in Tianjin. 
In addition, it plans to open at least an- 
other 12 manufacturing plants, as well as 
fast food outlets and convenience stores. 

Giant Manufacturing, Taiwan’s largest 
bicycle manufacturer, recently announced 
plans for a US$30 million bicycle factory in 
Shanghai. In fact the weight of Taiwan in- 

vestment into Shanghai has grown enough 
to justify setting up a Shanghai sub-branch 
of the [Taiwan] Chinese National Federa- 
tion of Industries. 

Taiwan stockbrokers, becalmed by the 


o- FAR. EASTERN ECONOMIC REVIEW 


Taipei stock market’s long-running dol- 
drums, have also turned with enthusiasm 
to Shanghai’s “A” and “B” shares. “It’s 
easier to meet my friends in the business in 
Shanghai than in Taipei,” says one. He has 
spent about a third of his time in Shanghai 
so far this year getting to know the market 
and seeking underwriting opportunities. 

The China shares craze sweeping Tai- 
wan's financial sector is putting new pres- 
sure on Taipei to lift restrictions on service 
industries' investing in China. In response, 
the government has prepared a list of 10 
service-sector businesses that will be 
opened for indirect investment, probably 
after the September policy conference. Ear- 
lier efforts by the Economics Ministry and 
the Mainland Affairs Council to approve a 
much more extensive list were thwarted 
by protests from the director of Taiwan's 
main intelligence agency. 

The new list, however, will almost cer- 
tainly exclude banks and stockbrokers. The 
chief reason is policymakers' fear that al- 
lowing banks set up branches in China 
would divert even more investment into 
the mainland. Nonetheless, several Tai- 
wanese bankers have already met provin- 
cial and municipal officials in China, and 
received invitations to open bank branches. 
on the mainland. d 
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We're putting $100,000 
on the line to prove Astra SP 
will improve 
your bottom line. 


Purchase an Astra SP 
and if your bottom line 
doesn't improve, we'll 
give you $100,000. JA 
We're so convinced that | 
the new Astra SP is the 
right business machine for 
your business that we are 
willing to make you this 
offer. Why are we so con- 
fident? Because in today's 
business environment 
where operating expenses 
continue to be a critical 
factor in achieving “bottom 
liné" objectives, Astra 
engineers designed the Astra 
SP for you. It's an aircraft 
that ! L 


speed, 

range and short-field perfor- 
mance at an operating cost that's so 
competitive it will even make your 
Chief Financial Officer smile. So, to 
prove our point, if your bottom line 
has not improved after the first full 
fiscal year from the time you take 
delivery of a new Astra SP from us, 
we'll give you $100,000(U.S.). 


Delivered in a nice leather briefcase. 


Your global 
office in the sky 


In this rapidly changing world of 
global business, you also need to con- 
sider a business jet that can give you 
access to worldwide marketplaces. 
Once again, Astra SP is the right 
choice. Its unequalled performance 
and range is a triumph of design 
finesse over brute power. And Astra is 
so aerodynamically efficient, it 
offers the highest operating 
speeds in its class. In fact, 

Astra 

already has 

33 world speed 
records to its 
credit. 

So, when you're 
considering the pur- 
chase of a new business jet, 
heres a key fact to remember: 


Leadership....by design 


you Il have to spend at 
least $7 million more to 
match the performance 
and versatility of an 
Astra SP 


It all comes down 
to the bottom line 


Astra SP is the best kept 
secret in the industry. And 
with good reason. Because 
Astra gives you a level of 
high-speed, long-range and 
short-field performance 
that the competition 
never wants to talk about. 

A level of performance that will 
improve your bottom line, and 
we're willing to put up $100,000 
to prove it. Now, that's an offer 
you can't refuse. 

For the details and effective 
dates of our $100,000 offer write 
or call our President, 4 
Roy E. Bergstrom, 


at 609-987-1125 or fax us on 


your business 

letterhead at 
609-987-8118 and we'll be 
pleased to send you the details: 








Policy dynamics 


o sell or not to sell" seemed 
to be the choice facing 
France's President Francois 
a! Mitterrand. Or was it? Ru- 
yours, and some hard facts, about the pos- 
sible sale of the Dassault Aviation Mirage 
2000-5 fighter to Taiwan have been circu- 
lating since late last year, including an offi- 
‘cial confirmation of the sale by the French 
¿defence minister in May. 
While many observers believed that 
rench dithering on the sale merely served 
to increase the risk of a strong reaction by 
Peking against Paris, Chinese Government 
| officials know how to look the other way 
.| when they want to avoid conflict. They 
| demonstrated this ability in 1991 when 
|| Paris decided to sell frigates to Taipei, 
_| though the French were careful to avoid 
-| breaking their long-standing rule against 
[ arms exports to Taiwan by delivering only 
| 





| the warships’ hulls. 
: France's hesitation over the Mirage sale 
-| was tied to its wish to clinch other deals 
| with Taiwan, most notably an ambitious 
| high-speed train contract. But France also 
feared being used as a pawn by Tai- 
wan to get a better offer from the US. Al- 
| though China's foreign affairs minister 
¿Qian Qichen complained, public state- 
_ |. ments were few and restrained. The main 
| obstacle to French arms sales in Taiwan 
a was never in China, but in the US, or 
_| perhaps more accurately, in Fort Worth, 
1 Texas. 
f: 
i 
p 
| 
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_|. What remains of the world's appetite 
| for advanced fighter aircraft is being cor- 
nered at an incredible rate by the F16 
.| fighter of Texas-based General Dynamics 
‘Corp. Already a status symbol for some 
‘Southeast Asian air forces, the F16 has re- 
ently won almost all competitions in Eu- 
rope for new fighters. 
". The creation of what is now effectively 
-a monopoly position over the fighter mar- 
cet has left several casualties in its wake. 
The former Soviet aerospace industry — 
vow largely confined to Russia and 
Ukraine — has recorded few sales apart 
from a few score aircraft to China, despite 
ts policy of dealing with practically any 
ation on a cash basis. The four-country 
urofighter programme faces an uphill 
| struggle to survive the withdrawal of Ger- 
| many from the project, while the French 
‘industry — led by the Dassault group — 
| may well be the next victim of the US 
| manufacturers. 
For Dassault, the price of technological 























| | independence is ME For example, the _ 


By Francois Godement 


cost of developing Dassault’s next project, 
the Rafale fighter, is tagged at more than 
US$30 billion. Since the 1960s, Dassault has 
floundered, but always rebounded, on po- 
litical sales — first to Israel and then to 
Libya — while surviving in the interim on 
French air force contracts. The Taiwan deal, 
despite its controversial implications, 
seems to be another gamble likely to 
bolster the firm — and with it France's 
ability to independently build its own fu- 
ture front-line fighter aircraft. Without the 
Taiwan deal, the cost of the next genera- 
tion of French fighters would be prohibi- 
tive. | 

Several things are now clear. First, Chi- 
na's stand regarding arms sales to Taiwan 
is a minor issue, what- 
ever the long-term stra- 
tegic realities may be — 
not least because Tai- 
wan's purchasing power 
is a strategic reality in it- 
self. France, therefore, 
was probably wrong to 
waver in the face of Chi- 
na's anticipated wrath. 
This is partly borne out 
by the Taiwan Govern- 
ment's belief that its po- 
sition was strong enough 
to stand its ground and 
seek the fighters it 
wanted from the US 
while resisting various 
other deals — including 
the Mirage. 

For its part, the deal 
has demonstrated that 
US policy has now un- 
dergone a dramatic 
change and will now go 
to extreme lengths to sell 
its weapons. 

It also shows that US 
commercial interests are 
increasingly hard to 
separate from Washing- 
ton's strategic goals. In 
truth, this was always the 
case for second-tier arms suppliers, but it 
carries ominous implications for the future. 

The recent success of US arms sales 
points to a world where advanced weap- 
ons would be the near-monopoly of one 
country, with all that implies for other na- 
tions’ defence independence and the stra- 
tegic balance. For example, is the future of 
many Asian countries, now the world's 


most: avid buyer of advanced iag air- 
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craft, so totally meshed with US interests 
that they can rely exclusively on this sup- 
plier? 

The Taiwan deal, coming soon after 
China indicated that it considered the 
South China Sea's Spratly Islands to be part 
of its territory, has opened a Pandora's box 
in Asia. Given the Chinese military estab- 
lishment's weight at a time of transition, it 
is self-evident that further deals with Rus- 
sia — beyond the recent purchase of 5u27 
fighters — can be expected. 

Taiwan defence minister's immediate 
reaction to President Géorge Bush's ap- 
proval was to request more advanced ver- 
sions of the F16. Within two days, govern- 
ment controlled media in Taiwan an- 

nounced a deal on 6C 
Mirage fighters, report- 
edly with a 20% discount 
on the price. 

Taiwan's need to re- 
place its ageing F104 and 
F5 fighters is clear. Bui 
blind commercial compe- 
tition and clever bargain- 
ing may upset the bal- 
ance across the Taiwan 
Strait. An isolated 
Dassault sale did nol 
wreck the 1982 US-China 
agreement on arms sales. 
An isolated resupply ol 
US aircraft at least kept 
the lid on Taiwan's abil- 
ity to escalate its de- 
mands for more sophisti- 
cated weapons. The com: 
bination of both change: 
all the rules of the game 

.. The sale will also ben 
efit hardliners in the Chi 
nese military, who ar 
only too ready to resume 
their own often deeply 
destabilising foreigt 
arms sales. | 

By virtually abandon 
ing the  agreemen 
reached with China it 
1982 to restrict future arms sales to Tai 

wan, Bush has unleashed the potential fo 
much wider uncertainties. And by procur 
ing US and French aircraft, Taiwan may 
ultimately get more than it hoped, anc 
upset all other calculations. E 


Francois Godement is a professor at the Orien 
tal School in Paris and a research associate a 
the French Institute of International Relations 




















J ‘Business | in 1 Thailand 


The Thai Board of 
Investment has transformed 
its role from a controller 


and monito, " of invest tors 
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Announcing three eneon programs of the 
Thai Board of Investment: 


Q The BOI Investment Review, a quarterly publication providing timely and relevant 
information to those interested in doing business in Thailand. The Review contains 
regular features on the investment environment and policies and special in-depth articles. | 
on topics of current interest. 





The Match-making Program, an information service bringing together local and foreign 
^ investors to exploit investment opportunities in Thailand. 





-= BUL D- The BOI Unit for Industrial Linkage Development, anew market-oriented. 
-initiative promoting the growth of supporting industries in T aailand, both to support .- : 
assembly activities in Thailand and to supply international markets s for parts and 

components. 








For more information on these programs, complete and return the Review i d Advertising 
Programme card or contact: | 
Office of the Board of Investment Re 

555 Vipavadee-Rangsit Road (Opposite Central Plaza Hotel), Bangkhen, Bangkok 1 10900, Thaila: 

- "fel:(662) 270-1400, 270-1410, 270-1420; Fax:(662) 271-0777 o M 
(o FRANKFURT Tel:(069) 281-091-2; Pax:(069} 292-460 NEW YORK Tek (212) 466-1745/6; Fax212) 466-9548. RON ee A 
A Tokyo Teip 3582- 1806; Fax:(03) 3589-5176 SYDNEY Tel(2) 247-8905/6; Pax:(2) 251-6905 HONG KONG Taasi 810-7570; ; Fax 352) oos 
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Money matters 


State premier's fall deals new blow to ruling party 


By Jacqui Rees in Canberra 


he political demise this month of 
| John Bannon, Australia's longest 
serving state premier and most re- 
spected Labor leader, over an A$3.5 billion 
(US$2.51 billion) scandal involving the 
State Bank of South Australia is a bad 
omen for the federal Labor Government of 
Prime Minister Paul Keating, who must 
face a new election within the next eight 
months. 

Bannon, premier of South Australia 
since 1982, is the latest casualty from a dec- 
ade which saw seven state premiers — four 
of them Labor — stepping down in dis- 
grace and a Labor prime minister — Bob 
Hawke — ousted by his own party. Hawke 
was succeeded by Keating. 

Only two of Australia's present seven 
state government chiefs — Labor's Wayne 
Goss in Queensland and Liberal Ray 
Groom in Tasmania — were elected to 
their positions. All the others were chosen 
by their parliamentary colleagues in the 
wake of scandal and mismanagement im- 
plicating former leaders. 

What brought down all the Labor pre- 
miers was serious financial mismanage- 
ment. Bannon, Brian Burke in Western 
Australia and John Cain in Victoria left 
their state coffers depleted. Burke's succes- 
sor, Peter Dowding, compounded the 
state's problems through his Labor gov- 
ernment's involvement in a stillborn 
multimillion-dollar petrochemical venture 
south of the state capital Perth. No one has 
been able to account for the money in- 
vested. 

Bannon, Burke and Cain had defeated 
long-serving conservative governments to 


come to e nels -83, 
the yaar Ha rept, 
Labogftpower: nationally. 


It wás a golden: decade for 
Lab6r, hich woW18 out of 
22 eleatipns. The ' lead- 
ers lemibyaced an QMtrepre- 


an . . 
neufial;* kusinesslike style p 


and *enjoyed what” lates 
emerga anar tag ifi ` 
mate remfichsiip with 
commercial ifreguls of dü- 
bious worth. 

Freeing up markets and 
riding the early economic 
surge of the times became 
the hallmark of these ad- 
ministrations, and one they 
shared with their soulmates 














Bond: political links. 


in Canberra, the then prime 
minister Hawke and treas- 
urer Keating. 

The sheer size of their fi- 
nancial ventures is remark- 
able. The Bannon govern- 
ment had to raise A$3.15 
billion to bail out its State 
Bank following a spree in 
property and investment 
speculation by the bank’s 
finance company. By the 
time Bannon accepted re- 
sponsibility and resigned at 
the end of August, the state 
debt was over A$6 billion, 
with no guarantee that it 
had stopped climbing. 

In Victoria, Cain resigned in 1989 fol- 
lowing the collapse of the Victorian State 
Bank and other state financial institutions. 
The state also lost some A$3 billion in gov- 
ernment money through the bank debacle. 
Many individuals also lost their life sav- 
ings when leading building societies 
crashed at the same time. 

The most spectacular failure was that of 
Burke in Western Australia. Following his 
resignation as premier in 1988, he was ap- 
pointed ambassador to the Irish Republic 
by his friends in Canberra. But, when a 
royal commission began examining his ad- 
ministration’s record in 1991, he had to 
give up the post. 

The commission continues to expose a 
web of financial deals involving bankrupts, 
billionaires and corporate crooks. The ex- 
tent of government losses are still being as- 
sessed. 

Among other things, the commission 
was told of a minister carrying hundreds 
of thousands of dollars 
around in a briefcase, and 
of business deals with the 
Burke administration in 
which corporate wheeler- 
dealers organised hefty 
commissions for them- 
selves. Alan Bond, Austral- 
ia's most visible corporate 
high flier in the 1980s, was 
convicted in 1992 of 
dishonesty over a A$16 
million commission for his 
part in a Burke-admini- 
stration-sponsored rescue 
bid for the merchant bank 
Rothwells, owned by 
Burke crony, Laurie Con- 
nell. Bond was later re- 
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Keating: bad omen. 


leased from prison after appeal. 

Together with the economic problems 
Hawke left at Canberra — Australia's 
foreign debt is now over A$150 billion — 
and Keating's own image as the treasurer 
who failed to check the country's eco- 
nomic problems and the reckless behav- 
iour of his state-level colleagues, the fall- 
out from the scandals does 
not augur well for a return 
of a Labor government in 
Canberra. 

Keating, who must go 
to the polls before next 
May, will be hard put to 
reverse Australia's prob- 
lems, one of which is un- 
employment. Almost 34% 
of young Australians aged 
15-19 years cannot get jobs, 
and many voters will 
blame Labor for it. 

Only on one electoral 
front — Queensland — can 
Labor feel confident. Pro- 
fiting from the National 
Party's problems there, 
Wayne Goss came to power in December 
1989. But sensitive to the bad odour 
pervading Labor, he has called a snap 
election for 19 September. Goss has not 
asked any of his Labor colleagues from 
Canberra or other states to help him cam- 
paign; nor has he refrained from attacking 
them for their behaviour in his campaign 
speeches. 

In Victoria, Joan Kirner, Cain's succes 
sor, faces her election test on 3 October 
Some observers see Labor winning only 
seven of the 88 legislative seats, though 
Labor supporters are hoping for 20. The 
mood of Victorians was obvious in the 
1990 federal elections, when they ditched 
nine federal Labor members. That mood 
had intensified by February this year wher 
voters in a by-election for the formerly safe 
Labor seat of Wills — vacated by Hawke 
— returned a footballer who stood as ar 
independent. 

In Western Australia, an election is pos 
sible before the end of the year. Premie 
Carmen Lawrence has skilfully distancec 
herself from Dowding and Burke, bu 
damaging revelations by the royal commis 
sion has kept Labor ratings down at 30 
34%. 

The South Australians do not face elec 
tions for at least another year. But 
Bannon’s resignation is likely to have mor 
immediate repercussions for Keating, be 
cause it fuels Australian preoccupation 
with what they see as the duplicity o 
Labor politicians. So, while much of th 
extreme economic rationalism in th 
package offered by federal oppositioi 
leader John Hewson is anathema to Aus 
tralians, they are not going to be as con 
cerned about Hewson's failings as the 
otherwise might. 
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AFGHANISTAN 


Uneasy truce 


Ethnic hostilities simmer under the surface 


By Salamat Ali in Islamabad 


hree weeks of fierce battles in and 

| around Kabul have given way to an 

uneasy truce which has been in ef- 

fect since 29 August. But judging by the 

reaction of Afghans who sought refuge in 

Pakistan when the fighting began, fears 

persist that the present phase could be the 

proverbial lull before yet another series of 

battles — a view shared by many among 
the warring Afghan groups. 

Commander Ahmed Shah Masud, who 
belongs to Afghan President Burhanuddin 
Rabbani's Jamiate Islami, was quoted as 
saying in Kabul on 29 August: "A hundred 
ceasefires were negotiated in the past. They 
were all broken." 

Masud's adversary, Gulbuddin 
Hekmatyar and the latter's Hizbe Islami 
forces battled unsuccessfully for three 
weeks in August to wrest control of Kabul 
from an assortment of pro-government 
forces. From his headquarters outside the 
capital, Hekmatyar has accused Rabbani's 
government of using the truce to stock up 
weapons and ammunition and claimed 
that it violated the truce agreement. 

Under the rather vague terms of the 
agreement, Hekmatyar believes that the 
government should have sent away the 
anti-Hizbe Islami militias — mainly Uzbek 
and Tajik troops — from Kabul, in return 
` for the withdrawal of his forces to a safer 
distance from the capital. Refugee sources 
assert that his forces have stayed put. The 
Rabbani government claims there are no 
militias left in Kabul, as these have been 
absorbed in the regime's regular army. 

The truce has held so far for two rea- 
sons. First, neutral elements among the 
Afghan groups who brokered the truce 
created a buffer zone between the govern- 
ment and Hizbe Islami forces. They also 
threatened to fight any force violating the 
ceasefire. Second, the government seems 
earnest in clearing: Kabul of all armed 
groups and stopping the flow of unauthor- 
ised arms. One armoured personnel carrier 
on a city road refusing to surrender in early 
September was blown up by government 
troops, killing its two occupants. 

Additionally, the peace brokers have 
formed a neutral force of 1,000 troops 
drawn equally from the provinces of Ka- 
bul, Logar, Wardak, Nangarhar and 
Parwan to supervise the truce. Further, a 
commission is to look into the structure of 
the armed forces to determine their com- 
position and to insulate them from parti- 
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san unrest. 

Afghans arriving in Pakistan report the 
formation of armed gangs in villages in the 
vicinity of Kabul. During the August battle 
for Kabul, guerillas and other armed gangs 
in northern Afghanistan split along ethnic 
lines — largely Pashtuns and non- 
Pashtuns. Although the population around 
Kabul is divided between supporters and 
opponents of Hekmatyar, the ethnic virus 
could spread to the capital too if hostilities 
break out again. 

In Pakistan, the unhappiest person dur- 
ing the August battle for Kabul was Prime 
Minister Nawaz Sharif, who came under 





," * 
E o ,,|1 
Masud and Hekmatyar: uneasy truce. 


attack from several political sections. Paki- 
stan's Jamaate Islami, which deserted 
Sharif's coalition regime some months ago, 
still wields considerable clout in the right 
wing of the Pakistani establishment and 
has close links with Hekmatyar. It accused 
Sharif of setting Afghanistan on fire 
through his initial mistake of not accord- 
ing Hekmatyar a central role under the 
Pakistan-sponsored Peshawar accord in 
April, which hammered together an in- 
terim Afghan government. 

Nasim Wali Khan, leader of the Awami 
National Party currently in coalition with 
Sharif, declared that her party had nothing, 
to do with the Peshawar accord and those 
responsible for it must bear the conse- 
quences of their action. In an oblique refer- 
ence to the Jamaate Islami and its patrons, 
she said that some persons in Pakistan 
were continuing to send arms to their al- 
lies in Afghanistan. 
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In the foreign-policy debate in the up- 
per house of the parliament during Au- 
gust, the opposition argued that the 
Peshawar accord was all but dead. Af- 
ghanistan was on the verge of disintegra- 
tion and that could endanger Pakistan it- 
self. The opposition criticised the Islama- 
bad government for not declaring Hek- 
matyar an "undesirable person." 

Even outside the parliament, the oppo- 
sition directed criticism at Sharif. Typical 
was the statement of Nawabzada 
Nasarullah Khan, leader of the All Parties 
Conference — a body comprising several 
opposition parties including the Pakistan 
People's Party and its allies in the Pakistan 
Democratic Alliance. He said that the 
bloodshed in Afghanistan was the result of 
Sharif's lack of sincerity in his dealings 
with the Afghans. 

In the wake of this political flak, the 
Sharif regime took two major steps. First, 
Pakistan closed off its hitherto open border 
with Afghanistan, which meant that refu- 
gees arriving without pass- 
ports and visas at established 
border posts were turned 
back and no goods were al- 
lowed to cross the border 
without official authorisation. 
A convoy of 14 trucks loaded 
with arms and ammunition 
trying to cross into Afghani- 
stan on allegedly forged pa- 
pers was intercepted. The 
blame was put obliquely on 
the Jamaate Islami. 

Second, Islamabad sent à 
peacemaking delegation to 
Kabul. Headed by Minister of 
State for Foreign Affairs 
Siddique Kanju, the delega- 
tion, which travelled by road, 
had one of its drivers shot 
dead. It was later explained 
as a case of mistaken identity. 
Returning from Kabul, Kanju 
claimed credit for the ceasefire. But the 
claim was denied by Afghan guerilla 
commander Mohammad Shomali Khan. 
who formally announced the truce in his 
capacity as the head of peacemaking, group 
of Afghan commanders. Asked about tht 
Pakistani delegation's arrival in Kabu 
hours before the ceasefire, he replied 
“We do not want others to meddle in ou 
affairs." 

Sharif could have drawn some politica 
advantage from Rabbani's aborted visi 
to Islamabad of 5 September. Following 
his two meetings with Sharif in Jakarté 
during the Non-Aligned Movement's sum 
mit, the Afghans made a surprise an 
nouncement that Rabbani would make ¿ 
one-day stop in Islamabad on his way baci 
to Kabul. The visit was called off equalh 
unexpectedly on the excuse that Rabban 
had to rush home because of floods i: 
Afghanistan. 1 
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If you're ambitious and want to move 
up in the world, taking one simple step will 
get your career moving. Fast. That's by 
reading The Asian Wall Street Journal. 
Tostand out from your competition, 
you must be better in- 
formed and speak with 
more authority on a 


variety of topics. 






The Asian Wall 
Street Journal gives 
you timely facts, in- 
telligence and analysis in a clear, lively style on 
everything from technology, marketing and 
banking to world politics and policy. It's 


information you won't read elsewhere. 


So you'll be able to put your newly-gained 


knowledge to practical use daily. It could be getting 
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Why struggle up 
the corporate ladder when 
you can use the escalator? 


a lead on a new client. Or spotting 
developments that indicate a new trend. 
When colleagues and clients see you're 
tuned-in to what's really going on, 
they'll respect you more. And that's 


the first step in moving up. 


















Not surprisingly, 
over 160,000 of Asia's 


key decision-makers, 
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entrepreneurs rely on the 
Asian Journal for faster access to essential news 


and information. And their specific impact on Asia. 


They've reached the top by knowing what's 
happening first. So can you. Why not subscribe to 


The Asian Wall Street Journal now. And watch 


your career escalate. 


ET CR eg ae re ee ae em emos qi. um tih qui Ma on io cm ee a E 
FOR MORE INFORMATION, TELEPHONE OR FAX: - 
| Hong Kong: (852) 573-7121 Malaysia: (60-3) 781-3011 Taiwan: (886-2) 371-0312 l 
i Fax: (852) 834-5291 Fax: (60-3) 781-1516 Fax: (886-2) 382-1270 
| Japan: (81-3) 3219-6588 Indonesia: (62-21) 809-2574 South Korea: (82-2) 734-7611 | 
| Fax: (81-3) 3219-6575 Fax: (62-21) 809-2679 Fax: (82-2) 720-6505 | 
I Singapore: (65) 747-5353 Philippines: (63-2) 818-1936 Thailand: (66-2) 317-1400 l 
i Fax: (65) 746-4853 Fax: (63-2) 818-5385 Fax: (66-2) 317-1409 £ 
L 


=e am — am au as om — ao — am am rn om — uo am —am — a — am so am eee am an —— am am e e am — am am o a e e e ad] 


THE ASIAN WALL STREET JOURNAL 


THE BUSINESS PUBLICATION OF ASIA. 


Subscription Rates (one year and six months respectively): Australia A$430, A$240; Bangladesh US$300, US$165; Brunei B$325, B$180, China US$300, 
US$165,Guam US$250, US$140; Hong Kong HK$1400, HK$770, India R$3400, Rs1870; Indonesia Rp370000, Rp203500; *Japan ¥76000, ¥41800; Korea W145000, 
W79750; Malaysia M$380, M$210; New Zealand US$325, US$180; PakistamRs3300, Rs1815; Philippines P2700, P1485; Singapore S$475, S$260; Sri Lanka Rs5400, 
Rs2970; Taiwan NT$6300, NT$3465; Thailand B4200, B2310; Rest of Asia US$300, US$165; Outside of Asia US$440, US$240. (*Plus 3% Japan consumption tax.) 


STAY IN THE HEART OF SHENZHEN WHERE YOUR WORK 
STATION IS ONLY MINUTES FROM THE TRAIN. 


The Forum Hotel is part of the Inter-Continental Group, a chain business facility and every modern comfort, including a pool, 


of hotels offering the convenience of a city centre location. office suites and the largest conference facilities in Shenzhen. 


In Shenzhen, the heart of China's rapidly developing Stay right where business opportunities are booming. 


economic zone, the Hotel is only minutes from the train Stay Forum / Inter-Continental, and escape to the heart 


station. In one of China's leading hotels, there's every T À of the city. 


A 


: Ep VAT w s 


Forum Hotel Shenzhen 


A Division of Inter * Continental Hotels 


« COLOMBO * JAKARTA * MANILA * NEW DELHI * SEOUL * SHENZHEN * SYDNEY * TOKYO œ YOKOHAMA 
‘OPENING SOON - BALI 1993 © SINGAPORE 1996 * SURABAYA 1995 


BANGKOK * BOMBAY 


For reservations, please call your nearest Inter-¢ ontinental Hotel or travel agent, or any of the following Reservations Centres: AUCKI AND: (64)(9)3091-443 


HONG KONG: (852)827-0000 * SINGAPORE: (65/226-2822 * SYDNEY: (Toll-free number) (008)221-335 * TOKYO: Toll-free number! (0120)}455655 











GERMANY IN ASIA 


he tide of German imports from Asia slowed in early 
1992 to single-digit growth for the first time in a couple 
of years, spawning hopes that the country may be regain- 
ing control over its mounting trade deficit with the region. 
German industry's East Asian Society also reported a sharp 
ise in German exports to the crescent of 24 countries along the 
southern and eastern fringe of Asia. The German deliveries in- 
‘eased by 5.396 to more than Deutschemark (DM) 12 billion 
US$8.57 billion) in the first calendar quarter of this year 
On balance, the opening quarter showed the first clear reversal 
n the pattern of sinking export growth and rising import growth 
vhich has prevailed in German merchandise trade with the Asian 
acific region since 1989. The exchange of goods with this fast- 
jrowing region climbed to a record DM 135 billion last year with 
he German deficit ballooning to more than DM 39 billion. 
Partly because of the import surge uncorked by German uni- 
ication, the 1991 deficit with the region has more than doubled 
ince 1988, widening from just DM 22.24 billion in 1990. 
Apart from Germany's chronic bilateral deficits with Japan, its 
iggest Asian trading partner, German trade 
vith the rest of the region had remained 
oughly in balance for much of the past 
lecade. The distortion of demand patterns 
ipon unification disrupted this balance, aiv- 
1g most of Germany’s smaller Asian trad- 
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ing partners rising bilateral surpluses. 

The domestic consumption boom associated with German 
unification, however, evaporated in the last half of 1991, leaving 
German manufacturers a bit of spare capacity that could be fo 
cused on production for export markets. Coupled with the cyclical 
bottoming out of German business toward the end of 1991, these 
factors helped to mute the trade imbalance in the first quarter 

German exports to the region climbed to DM 12.2 billion in 
the first quarter from DM 11.6 billion in the year-earlier period 
The biggest regional importers of German goods again this year 
have been Japan, South Korea, China, Taiwan and Hongkong, 
Deliveries jumped by 48.4% to China, by 23.4% to Taiwan and 
by 33.4% to Hongkong in the quarter. 

South Korea, Taiwan, Hongkong and Singapore have now 
joined China as the leading German trading partners in the Asian 
Pacific region after Japan. A recent example of the flourishing 
trade with South Korea is an order booked by Krones AG for a 
turnkey brewery, complete with replacement parts and service 
contracts, ready to go straight into production. 

South Korean truck maker Ssangyong 
Motor Company this year also entered into 
close cooperation with Daimler-Benz AG. 
And machinery maker Carl Schenck, afte: 
launching a Chinese joint venture last year, 
was organising a marketing unit in South 
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Korea. 

First-quarter German exports to the Asean countries, however, 
stagnated at a combined DM 2.8 billion. And German shipments 
to several of the reforming economies, though small, dropped 
dramatically in percentage terms from the year-earlier quarter. 

On the other side of the ledger, German imports from the 
region grew to DM 22.8 billion in the first quarter from DM 20.9 
billion in the year-earlier period. Japan's quarterly deliveries to 
unified Germany swelled by 9.696 to DM 9.9 billion, dwarfing the 
DM 3.8 billion flow of goods in the opposite direction. China 
raised its deliveries to Germany by 12.896 to DM 3.2 billion and 
Taiwan shipped an unchanged DM 2 billion. Next in line were 
South Korea, Hongkong and Singapore. 

The Asean countries boosted their exports to Germany by 
two-digit rates. Combined German imports from Asean countries 
reached DM 3.5 billion, or 15.596 of the goods Germany bought 
from the region. Although their combined shipments were still 
under DM 100 million, the biggest gains in percentage terms in 
the German market of 80 million consumers were scored by 
Cambodia, Vietnam and Laos. Starting from a low level, they 
increased their exports to Germany by between 29196 and 7396. 

Another reforming economy, North Korea, shipped 71.396 
more goods to Germany. It is striving to enlist German and other 
European support for the UN-backed Tumen Free Economic Zone, 
which includes parts of Russia, China and North Korea along the 
Tumen River. 

Thus far, German companies have avoided joint ventures in 
North Korea, but the volume of jobber contracts there with Ger- 
man apparel makers and large merchandise trading chains reached 
DM 600 million in 1991. 

Trade between the EC and the Asean countries has grown at 
an annual average rate of 24.596 in the past three years. In 1991, 
this exchange of goods reached a volume of US$50 billion. The 
Asean countries boosted their share of EC imports to 496 last year 
from 2.496 in 1983. 

There is a fly in the ointment for Asean, however. Portugal has 
vetoed the renegotiation of the 
12-year-old EC-Asean coopera- 
tion accord because of what it 
regards as civil rights violations 
by Indonesia on the island of 
Timor, a Portuguese colony until 
1975. A 1991 EC resolution 
made economic cooperation de- 
pendent upon issues of civil rights 
and democracy. 

The stalled revision of the ac- 
cord is expected to be discussed 
by the two trading blocs in Octo- 
ber in Manila. The German De- 
fence Ministry, meanwhile, has 
announced the sale of 39 old war- 
ships to Indonesia. 

In July, Thailand's government 
withdrew from an agreement with 
the international Lavalin consortium for the construction of a 
US$2.8 billion light passenger train project in Bangkok. The failure 
of that consortium to fulfil the contract provisions could revive the 
chances of the rival Asian Euro Consortium, led by Germany's 
AEG AG, to build the 34-kilometre system. The Germany con- 
struction company Bilfinger & Berger had been part of the Lavalin 
consortium, led by Canada's Bombardier. 

VDO Adolf Schindling AG, the automotive instrumentation 
maker controlled by Mannesmann, said it is expanding its business 
in Southeast Asia with its new plants in Thailand and Malaysia, 
currently the two hottest Asean economies. VDO also has plans 
to set up an Indonesian production facility later this year. 

At its annual conference this summer, Asean expressed disap- 
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pointment with the continuing Gatt impasse and supported the 
idea of a sovereign debt write-off. Worst off in Asean are the 
Philippines, with a foreign debt of US$30 billion, and Indonesia, 
which owes US$50 billion. 

The Asian Pacific countries buy around 1096 of their foreign 
machinery and an even higher percentage of their chemicals from 
Germany, which also supplies the region with vehicles, electronic 
equipment and plant engineering services. The developing Asian 
countries typically supply the German market with consumer goods, 
entertainment electronics, textiles, leather goods, toys, plastics 
and raw materials. + 


Germans think global 
for their investments 


C= businessmen are betting increasingly on the economic 
integration of the Asian-Pacific region rather than on the 
potential of individual markets there, according to a study pre- 
pared for the Economic Ministry. 

While most German industrial companies recently surveyed by 
the Federation of German Chambers of Commerce and Industry 
(DIHT) and Munich’s IFO economics research institute still gear 
their Asian production to the local marketplace, the trend is run- 
ning in another direction, Hamburg’s HWWA economics research 
institute found in its study. 

“The share of [German] investment there directed at the do- 
mestic market is falling,” said HWWA. “In Hongkong, Japan and 
the Philippines, it is already under one half.” 

The study concluded that global strategies now play a substan- 
tial role in direct foreign investment decisions of German compa- 
nies. In particular, engagements in Japan, Taiwan, Korea and 
Thailand — in more than half of all instances — were regarded 
as an element of global strategy, 
HWWA found. 

That global outlook is relevant 
for Asian policymakers who seek 
German direct investment in their 
countries because it means that 
allocations of business investment 
capital will not necessarily track 
corporate export share in a par- 
ticular national market. 

Behind this strategic view is a 
growing perception in Germany 
that the world since the collapse 
of the US-led Bretton Woods 
system has fragmented increas- 
ingly into regional economic 
blocs. A still unpublished 
Volkswagen-funded study on 
structural change in the world 
economic order since 1960 and its geopolitical consequences 
documents the trend toward regionalisation through trade pat- 
terns. 

Apart from the fact that the EC and the rest of western Europe 
have developed into a nearly self-sufficient economic sphere over 
the past 30 years, the trade figures show that the US is clearly 
drifting into the orbit of a competing Asian-Pacific economic re- 
gion. 

This helps to explain the predominance of Japanese and US 
industry in direct investment in other Asian-Pacific countries, while 
Germany, the world's No. 2 exporter last year, lags far behind in 
the region. The strong recent growth of cross-border investment 
within East Asia is another sign of rising integration. 
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Zeppelin over Lake Constance, Baden-Württemberg. 


0... 90 years later it remains the largest aircraft 
the world has ever seen. 

In its time, the technology that created it was seen as 
nothing short of revolutionary. Perhaps in many ways it 
was as much a product of the fresh thinking and innova- 
tion that still thrives in the region of Baden-Wiirttemberg. 

Today, technology has gone further, and reached 
levels far beyond the imagination of the age when giant 
airships first flew, yet the attitude they forged remains 
the same. 

The skies still hold the challenge, but now the 
challenges are for faster, more efficient communications, 
and improved management of the earth’s resources. 

Those challenges are still being met, in the area 
where much of today’s advanced technology began - 
Baden-Wiirttemberg. 


For more information about Baden- Württemberg (Germany), 
please contact: 

Agency for International Economic Cooperation 
Baden-Wiirttemberg (GWZ) 

Dr. Hans-Dieter Roth 

Willt-Bleicher-Strasse 19, 7000 Stuttgart 1, Germany 
Telephone (49) (711) 227 8714, Fax (49) (711) 227 8722 


90 years ago our ideas were seen 
as out of this world — they still are. 
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You'll find — dilkaa b" 
the region offers 
all the talents, 
energy, and re- | , 
sources you need mcd ent 


to put advanced technology into practice, and spearhead 
new innovations in science and industry. But equally, 
you'll find it offers a most enjoyable way of life. 

Maybe that's why so many of today's forward thinking 
companies have made their base right here, at the thres- 
hold of the new age in science. 

And perhaps it might be the right time for you to 
think about it too. 
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HWWA said the decisive factor for future German investment 
will be whether companies which do not yet produce there will 
recognise the region's extraordinary potential, which can only be 
enhanced by integration. 

HWWA said there is a certain urgency about these investment 
decisions. Promising market niches in East Asia are getting scarce 
and the foreign companies who have already invested are digging 
in for a protracted stay, the study said. 

The need to defend market share as well as to introduce new 
products or simply gain entry into the dynamic regional market 
call for direct investments. Although some German products have 
export market shares approaching 1096 in the region, German 
industry's direct investment does not exceed 596 in any of the 
developing East Asian countries. 

While US and Japanese industry each invested the equivalent 
of around US$24 billion in developing Asian Pacific countries in 
the period 1989-90, German business earmarked only around 
US$2 billion for the area — only a quarter of the regional invest- 
ment by British companies. 

But the growth of German investment activity in the region, up 
22% from 1985, is much higher than Britain's 6% and compares 
favourably with a 1096 rate for the US and 2096 for Japan. Japan 
itself, of course, gets much more German business investment 
than any other country in the region. 

In terms of total foreign direct investment in developing Asian- 
Pacific countries, the German share is largest in South Korea and 
Singapore, where it is near 596. Thailand and Taiwan follow at a 
distance, while a third group — Hongkong, Malaysia and the 
Philippines — receive only a marginal amount of investment. 

A study by the German government-owned investment and 
development body, DEG, said German direct investment in Thai- 
land amounts to only 1.396 of the foreign total, although the 
country is one of the most attractive locations in Southeast Asia. 
The study said Thailand offers double-digit growth rates, a liber- 
alised economy and production cost advantages of 2096 to 5096 
over Germany for the metalworking industries. With its own 
Thailand investment of over Deutschemark (DM) 110 million 
(US$78.6 million), the DEG is the top German investor. 

According to a study by IKB Deutsche Industriebank AG, the 
direct stake of German business in all foreign economies rose by 
6596 to DM 80 billion by the end of 1990 from 1985 levels. Yet 
all but DM 21 billion of this has been invested in other countries 
of the EC. Other western European countries, North America and 
Japan receive most of what is left. 

Another factor is that the 1993 deadline for EC market inte- 
gration and the continuing industrial reconstruction of eastern 
Germany have left few corporate resources available for deploy- 
ment in distant markets. 

Empirical data show direct investment serves mainly to secure 
and exploit foreign markets and thus tracks export flows. IKB's 
study found that although German industry is the EC's largest 
direct foreign investor, the level of its stake in a country never 
exceeds half the value of its exports to that country. 

This puts German industry's direct investments in Japan, Sin- 
gapore and South Korea in a more favourable perspective, al- 
though other countries have clearly been neglected. The resolu- 
tions adopted by the fourth German Asian-Pacific Conference in 
Seoul last April address this problem. 

"German industry will strengthen its market presence in the 
dynamic Asian-Pacific region through not only exports but invest- 
ment, expertise agreements and cooperation among companies,” 
the conference decreed. 

To offer Germany's many small and mid-sized companies fa- 
cilities for offices, final product assembly and exhibitions, German 
industrial organisations pledged to set up German industrial and 
trade centres in the countries of the Asian-Pacific region. The 
next centre is planned for Singapore. It will follow the successful 
model created at Hakusan Park in Yokohama, Japan. + 
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Eastern Germany: ripe for redevelopment. 


Time to grab a stake 
in new German miracle 


AT businessmen seem to have missed the boat for taking a 
stake in what is likely to be the spectacular economic re- 
covery of eastern Germany. Treuhandanstalt, the government 
agency which is reorganising and privatising the region's formerly 
state-owned industry, plans to finish its work by the end of next 
year. 

The two-year-old Treuhand, headed by its president, Birgit 
Breuel, says it had already sold off 7,613 former East German 
companies to domestic and foreign investors by 1 June and that 
foreign interest was on the rise in the 2,000 remaining. In May, 
companies were being snapped up at a rate of 28 a day. Treuhand's 
proceeds from this spectacular privatisation programme, which 
has run the spectrum of eastern Germany's industries and in- 
volved companies both great and small, has been Deutschemark 
(DM) 29.3 billion (US$20.9 billion). 

But, unfortunately, not a single Asian country, Japan included, 
can be found on the list of the 10 foreign countries which have 
been most active in acquiring eastern German companies from 
Treuhand. Despite the fact that Treuhand last year opened a 
liaison office in Tokyo, the list of foreign buyers is still dominated 
by companies from the US and from Germany's closest western 
European trading partners. French industry alone has pledged 
around DM2.3 billion in investment capital. 

Treuhand sales, of course, do not cover all of the foreign 
investment activity in Germany's eastern states. But there is no 
evidence that Asian business has been particularly active in new 
projects or private joint ventures in the region either. 

The western German and foreign companies which bought a 
stake in eastern companies have in turn pledged to invest a com- 
bined DM 138.5 billion in the region and to provide jobs for 
1.169,983. Treuhand believes these are conservative figures be- 
cause most new owners now report plans to invest even more in 
their eastern interests than they pledged. 

That is not too surprising because the eastern economy this 
year is making a strong comeback from the production crash 
which came with the collapse of the communist Comecon trade 
links and the shock of market pricing and open competition after 
German unification and currency union. Eastern Germany's rav- 
aged GDP — it has shrunk by perhaps 4096 since 1989 — was 
projected to rise by around 1096 this year alone, and recovery is 
only now beginning. 
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The privatisation of the entire food and 
retailing sector will be completed this year. - 
Small or local service enterprises were- 
quickly disposed of. There has been strong - 


private business investment in eastem manu- 


facturing, especially in the automotive and. 


electronics sectors. While East Germany 


a leading global machinery exporter, 


Treuhand still seeks buyers for about half 
of its inventory of mechanical engineering 
companies. 

By mid-1992, said Treuhand, at least 


390 of the privatised eastern companies ` 


had been sold to foreign corporati 
These buyers have committed. themsel 
to invest a collective amount o 
DM 11 billion in their new € 
sidiaries and to provide jobs fo 
100,000 people in the region. 







eign industry will shoulder around one tenth i 
of the total commitment to the unprec- [ 


edented industrial reconstruction. 


“The possibilities for economic growth | 
here are quite enormous. As an investor, | 
you get to participate in this process," says | 
Christoph Reimnitz, deputy chief of | 
Treuhand's New York office. “There is | 
enough backing because it is highly un- | 
likely western Germany will let the five 


eastern states fall." 


The medium and long-term potential for | . 
economic expansion in eastern Germany | 
can be inferred from statistics which show | 
how much regional business activity has. 


contracted the past two years under the 
impact of unification. Although this mostly 
industrialised region contains 2096 of Ger- 
many's population, a 40% drop in produc- 
tion since 1989 has meant that it gener- 


ated only 6.996 of the country's GNP of 


DM 2,806.9 billion last year. 

Since the solemn pledge of the German 
Govemment has been to raise the region's 
standard of living to that of the western 
states as quickly as possible, those figure 
mean the region's economic out 
triple in the foreseeable future: 
government initially believed reco: Ol 


would take five years, independent estimates 
now. suggest 14 years is more realistic: 


Nevertheless, such high growth potential 


of over 10% a year is unmatched even in. 
the hottest emerging economies of the 


Pacific rim. 


Already, the eastern German landscape - 
resembles a gigantic construction site. The - 
transport, energy and telecommunications: 
infrastructure is being thoroughly modern- 


ised; factories are being re-equipped or built 


from scratch; housing stock is being added. 


to or renovated. In addition to gross busi- 
ness investment, estimated at DM 62 bil- 
lion in 1991, the government is now pump- 
ing around DM 150 billion a year of public 
funds into the regional economy. This vast 


capital infusion is unlikely to diminish much 


before the turn of the century when east- 
ern Germany should possess the nucleus 
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YOU WANT TO SPEAK GERMAN, 


SPEAK TO US FIRST! 


155 CULTURAL INSTITUTES IN 73 COUNTRIES. 


16 INSTITUTES IN GERMANY 
100.000 STUDENTS PER YEAR 


-WE ARE NEAR TO YOU TOO. 
JUST CALL US: 


BANGKOK (0066- 2) 286 9002-4 - SINGAPORE (0065) 
337 5111 - JAKARTA (0062-21) 8504798 - BANDUNG 
(0062-22) 43 6440 - SURABAYA (0062-31) 43735/36 

- HONGKONG (00852) 802 0088 - BEIJING (0086-1) 
841 7891 - SEOUL (0082-2) 754 9831-33 - TOKYO 
(0081-3) 3584 3201 - OSAKA (0081-6) 34 13051-53 
- KYOTO (0081-75) 7612188-89 - WELLINGTON 
(0064-4) 499 24 69 - SYDNEY (0061-2) 3287411 - 
MELBOURNE (0061-3) 5108838 - KUALA LUMPUR 
(0060-3) 2422011 - MANILA (0063-2) 7224671-3 
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Increasing efficiency by more than 20% 
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Efficiency - a magic word in power 
generation. Greater efficiency 
means using fewer resources, and 
that in turn is a plus for the environ- 
ment; emissions are reduced and 
our resources conserved, so ther- 
mal and electric power are genera- 
ted with minimum environmental 
impact. New processes and op- 
tions from Siemens are opening 
up new perspectives — in terms of 
cost-effectiveness, too. 


Greater efficiency with combined 


cycles 

Our unfired combined-cycle (GUD®) 
plants have already achieved a 
52.5% efficiency with natural gas 
fuel. For example the Ambarli 
station in Turkey achieves an effi- 
ciency more than 20% higher than 
the maximum attained by conven- 
tional coal-fired steam power plants. 


Brighter future for coal 

Advanced gas turbine technology 
for GUD plants has also helped us 
to open up new perspectives for 
coal-fired power plants. By pro- 
ducing fuel gas from coal, we are 
able to achieve efficiency levels 
significantly higher than in conven- 
tional coal-fired power plants. 


Blading of a 150 MW gas turbine 





Committed to the future. 
Siemens Power Generation 


Clean energy 

Only cost-effective, clean power 
generation will be able to meet the 
growing worldwide energy de- 
mand while conserving resources. 
We are committed to putting this 
principle into practice. In all fields 
of power plant engineering we 
design, develop and supply state- 





Siemens AG, Power Generation Group (KWU) 


of-the-art systems, equipment and Hammerbacherstr. 12+14, D-8520 Erlangen, Germany 
turnkey plants tailored towards Siemens (Pte.) Ltd., Power Generation Group (KWU) 
pollution control and higher cost- 51 Goldhill Plaza, Singapore 1130 
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of the world’s most modern manufacturing 
engine. 

It is undeniable that wages and prices in east- 
ern Germany are spiralling rapidly upward to- 
ward western levels, leaving a huge disparity in 
productivity — a third that of the west. But the 
shock of mass unemployment, which was un- 
known under the defunct communist command 
economy, could eventually moderate these in- 
vestment disincentives. 

Government incentives, which can cover as 
much as half an investment through extraordi- 
nary depreciations, tax breaks and a variety of 
special credits, offset many drawbacks for inves- 
tors. Another crucial selling point is that eastern 
Germany, with its more than 16 million people 
and a long manufacturing tradition, is a base 
within the integrating EC market of 340 mil- 
lion. 

Reimnitz says the labour force in eastern 
German factories is even better motivated and 
disciplined than western Germany's. “The companies already 
producing there have found that absenteeism is only 2% in east- 
ern Germany compared with 12% in western Germany and 6% 
in the US,” he says. 

The enormous cost of rebuilding eastern Germany's economy 
has forced Chancellor Helmut Kohl's government to reconsider its 
stalled privatisation programme in the rest of the country. 

If mass privatisation was the right formula for restructuring 
former East Germany, then it may also be an answer to problems 
currently confronting Germany as a whole. Two of those prob- 
lems are the scarcity of public funds required to rebuild the East 
and the lagging competitiveness of large state enterprises such as 
railways and telecommunications. 

The government has now announced sweeping plans to sell 
off its stakes in coming years in numerous public authorities and 
companies. These includes shares in banks, airport authorities, 
hotels, publishing ventures, engineering companies and Lufthansa, 
planning to reduce the state’s holding in the airline from about 
53% to 25.1%. 

Telekom, the telecommunications arm of the German postal 
services, and elements of Bundesbahn/Reichsbahn, the merged 
railways of east and west Germany, top the Finance Ministry's 
new denationalisation list. Both are currently running deficits and 
the outlook for a bigger deficit at Bundesbahn is truly alarming. 

Since unification, the government's annual total deficit, if one 
rounds up all the various off-budget funds created for projects 
such as eastern reconstruction, well exceeds the 396 ceiling in 
terms of GNP which was set by the EC countries at Maastricht 
last December. Even the labour-oriented opposition Social Demo- 
crats, who have sought to block the selling of public assets in the 
past, are starting to see that this situation cannot be corrected 
without the proceeds from privatisation. 

A total divestiture of Telekom could net an estimated DM 70 
billion for the govemment coffers. Government strategists reason 
that Telekom could become more nimble, efficient and competi- 
tive, if it were no longed hobbled by the constitutional and legal 
strictures on a public agency. Even Telekom Chairman Heinz 
Ricke has called privatisation the key to survival. 

The German railway authority is a tougher nut to crack be- 
cause it makes chronic and mounting operating losses in its core 
business of passengers and freight and must now invest heavily in 
the eastern rail infrastructure. But the new government plan has 
targeted several of its profitable subsidiaries for sale. Those include 
a service monopoly on filling station licensing along federal 
superhighways. The government wants to sell 4996 of this by the 
middle of next year. The German railway also controls an adver- 
tising agency, a bank and even a bus line. 
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Birgit Breuel: sale of the century. 


Rail freight, passenger and infrastructure 
activities would be reorganised as joint stock 
companies and rehabilitated separately for pos- 
sible privatisation later. The rail system's debt is 
expected to balloon to DM 55 billion this year 
and perhaps 10 times that in 10 years unless 
something is done quickly. Bundesbahn/ 
Reichsbahn Chairman Heinz Dürr has threat- 
ened to quit unless the government backs pri- 
vatisation. Powerful public and civil service un- 
ions can be expected to fight this idea for the 
rails and Telekom because of their traditional 
job security, feather-bedding and salary arrange- 
ments. 

The Finance Ministry's plan also calls for the 
sale of the govemment's 68% stake in Berliner 
Industriebank AG by 1993, and immediate dis- 
posal of its 7096 holding in the publisher of 
federal documents. Also on the block in the 
medium term would be a 51.196 interest in 
DSL-Bank, a specialist in rural development 
loans, and stakes in a couple of public housing authorities. 

The cash-strapped Kohl goverment knows something about 
the mechanics and potential of privatisation. It raised DM 10 
billion with its first privatisation wave from 1983 to 1989 when 
it sold federal interests in Volkswagen AG, the giant VEBA AG 
energy conglomerate, metals and chemicals company VIAG AG, 
Peine-Salzgitter steel and some smaller companies. Last year it 
received DM 520 million for its 6596 stake in Deutsche Pfandbrief- 
und Hypothekenbank, Germany's top home loan bank. € 


Time for Tokyo to 
take *hands-on" role 


Ge industry believes Japan should take an active role in 
developing international rules for competition before the 
market mechanism is choked by bilateral political deals between 
rival trading blocks. 

The German Industry Federation, BDI, called it “regrettable” 
that the EC Commission has developed a concept of specific 
trade sanctions to be invoked when it believes EC companies are 
hurt by Japanese competition. 

“It would make more sense to handle trade relations with 
Japan within the framework of international bodies such as OECD 
or Gatt, in order to come up with targeted multilateral solutions,” 
BDI said. It said the EC should at least coordinate its Japan policy 
efforts with the US to avoid “senseless bilateralism. " 

The most recent examples of this are the extension of the 
1986 US-Japanese agreement on semiconductors and an accord 
on deliveries of US vehicles and automotive parts to Japan. EC 
negotiators have reported little progress in their talks with The 
Japanese Ministry of International Trade and Industry (Miti) on 
ensuring that the semiconductor agreement does not result in 
discrimination against EC chip makers. 

Since the US-Japanese deal, the EC semiconductor makers, 
including Siemens AG, have watched their share in the Japanese 
market stagnate at under 196, while US competitors raised theirs 
to 14.596 from 996. Miti has refused to provide the EC with 
information it gives to the US under the agreement. 

BDI said the EC and the US both have identified lingering 
structural barriers as the main problem in their trade relations with 
Japan, but that they are taking separate, bilateral approaches to 
this. Thus, commercial relations degenerate into a form of man- 
aged trade. 
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BDI said it was stepping up its dialogue with Japan’s industry 
and government on the idea of multilateral rules of competition, 
and that “an active role by Japan is called for.” 

BDI President Heinrich Weiss met Keidanren President Gaishi 
Hiraiwa and Japanese government officials in Tokyo in May on 
the issue of competition and market strategy. This followed talks 
conducted with BDI by Prime Minister Kiichi Miyazawa during his 
state visit to Bonn in April 1992. 

Japan is easily Germany's most important trading er in 
Asia. Germany bought Deutschemark (DM) 39.7 billion (US$28.36 
billion) worth of goods from Japan last year, including cars valued 
at around DM 10 billion. It shipped out DM 16.5 billion of its own 
to Japan. 

A prominent example of good links with Japan is the German 
chemical industry, which accounted for half of the DM 4 billion 
of German direct investment in Japan in 1989 and increasingly 
produces there. BASF AG has become the first foreign company 
to be included in a Miti project — the fast optical computing 
project at Tsukuba. And Bayer AG's Japanese group, which in- 
cludes 15 companies, boosted its 1991 profit by 43.896. 

In some industries, competitive frictions among countries and 
blocs may one day be muted by global cooperation pacts among 
companies. Siemens AG, Toshiba Corp. and IBM Corp. recently 
agreed to cooperate in the development and production of a 
future generation of 256-megabit computer chips. IBM and Sie- 
mens are already working together on the next generation 64- 
megabit chip. 

Jürgen Knorr, chief of the Siemens semiconductor division, 
says no company would be able to finance the development of a 
256-megabit chip alone. 

Similarly, Volkswagen announced it would develop a European 
minicar in a joint venture with Japan's Suzuki. The VW-Suzuki 
will take the place of the Marbella model, made by VW's Spanish 
SEAT subsidiary under licence from Fiat. The new car will be 
manufactured by SEAT starting in 1995 and will be marketed in 
- Europe by both VW and Suzuki. 

The pace of car sales has cooled in step with economic con- 
ditions in both Germany and Japan this year. Bayerische Motoren 
Werke AG (BMW) has been the only German manufacturer which 
has been able to maintain its Japanese sales at year-earlier levels. 
A weakened car market is also hurting Japanese imports to 
Germany, where they have 11.596 of the 
market. 

Nissan Motor Co. said its German deliver- 
ies were down 19.696 in the first half of 1992. 
Mitsubishi Motors Corp. said its vehicle sales 
in Germany declined 3.396 in fiscal 1991-92. 
The company participates in the Mitsubishi 
group's strategic cooperation agreement with 
Daimler-Benz. 

Erika Emmerich, president of the German 
Automotive Association, at mid-year identi- 
fied the Japanese carmakers as her industry's 
toughest competition. The German car mak- 
ers, which are trimming staff and streamlining 
production processes to lift sagging profitabil- 
ity, account for 1296 of global car production 
while Japan's output is one third of the total. 

Large Japanese producers, which have 
. traditionally targeted the low-price market 
segment with standard products, are now giv- 
ing the typically smaller German machinery 
makers a run for their money. Thanks partly 
to the weak yen and strong mark, Japanese 
makers ousted the Germans from international 
market leadership in machine tools last year. 
They took 28.496 of the world export market 
against Germany's 22.396. 
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Flags fly for China trade. 


The German machine builders, who dominate half the global 
industry's other 44 subsectors, still held an impressive and steady 
21.596 of the world export market in 1990, but Japan had raised 
its share to 16.996 from only 296 in 1960. Just 296 of German 
machinery exports are bought by Japan, the source of 1196 of 
Germany's machinery imports. 

Japan racked up a whopping trade surplus of US$27.4 billion 
with the EC last year and there seems to be no end in sight. In 
the first six months of this year, Japan's surplus came to US$17.8 
billion for westem Europe, including US$16.6 billion with the EC 
countries. That was close to the surpluses Japan accumulated in 
the same period in the trade with the US and with its Asian 
neighbours. € 





Re-enter the dragon 
as past is buried 


T he German parliament's belated decision to drop its 3-year- 
old economic sanctions against China in mid-year produced 
an immediate thaw in trade relations between the two countries. 
A Chinese procurement delegation celebrated the event by going 
on a shopping tour of German industry in late June. 

Gan Ziyu, vice-chairman of China's State Planning Commis- 
sion, told German businessmen in Cologne that China would 
purchase the equivalent of more than US$500 million in German 
machinery and equipment alone this year. The shopping list in- 
cluded machine tools, measuring instruments, electronics, chemi- 
cal processing plants, metallurgical technology and equipment for 
the printing industry. 

Gan's 21-member delegation spent a week in Germany, visit- 
ing companies and signing sales contracts. Among the recipients 
of Chinese orders were Siemens AG, Mannesmann AG, 
Heidelberger Druckmaschinen AG and Linde AG. 

The summer buying spree appears to be just the beginning of 
a sustained improvement in Germany's China trade. Gan said 
China's new policy line of modernisation, liberalisation and open- 
ing to the outside world will require import volumes estimated at 
, US$300 billion over the next five years. 

With relations normalised, German indus- 
try stands to benefit disproportionately from 
this because Germany is China's biggest trad- 
ing partner in Europe. The volume of Ger- 
man-Chinese trade ranks only behind that 
done by China with Japan, the US and Hong- 
kong. 

Yet Germany was the last country in the 
EC to lift completely the sanctions it imposed 
after the suppression of the pro-democracy 
demonstrations in June 1989. Under the cir- 
cumstances, China's procurement delegation 
to Europe last year placed its orders demon- 
strably with countries which were willing to 
resume government credits. Germany was all 
but ignored. 

This development, plus Chinese austerity 
measures and Bonn's restrictions on what 
could be sold to China, showed up with a 
vengeance in Germany's China trade, which 
had been showing heavy surpluses just a few 
years earlier. China's bilateral surplus with 
Germany reached Deutschemark (DM) 7.5 
billion (US$5.36 billion) in 1991. 

Germany's imports from China, primarily 
textiles, electronics and consumer products, 
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ballooned with pent-up unification demand by 4396 to DM 11.5 
billion. Its exports to China languished at DM 4 billion in 1991. 

Gan assured his German hosts that his government intended 
to strive for balanced trade. Germany's sales to China were im- 
proving this year even before Gan and State Planning Commis- 
sion Vice-Minister Sheng Shuren came to visit. German exports 
to China rose by 48.496 to DM 1.25 billion, while imports were 
up only 1296 to DM 3.25 billion. 

The biggest coup of the year came when China said its Cosco 
shipyard would order three container ships worth DM 800 million 
from Germany's Bremer Vulkan. This was especially good news 
because two of the vessels were to be built in eastem Germany 
at Wismar's Meerestechnik shipyard, which is struggling for sur- 
vival. 


The deal, however, involved subsidies amounting to DM 203 
million from the German government, and EC authorities in 
Brussels have taken exception to this. Economics Minister Jürgen 
Móllemann protested over the EC veto, saying "even the legal 
section of the EC Commission considered the decision illegal." 

After parliament removed its sanctions against China, 
Móllemann sought unsuccessfully to have the ship subsidies de- 
clared as "development aid." The EC decision now makes it doubtful 
the China deal can be carried out, at least in its original form. 

China's economy, meantime, is experiencing a strong upswing. 
The 696 growth projected by the government early in 1992 was 
revised at mid-year to 996 or 1096. Statistics for the first half 
showed even quicker expansion, with GNP growing by 10.696 
and industrial output by 18.296. € 





A North Sea way 
to the silk road 


T he port of Hamburg has become the gateway to Europe for 
much of the Asian goods which have been imported in swell- 
ing volumes in recent years to meet pent-up consumer demand 
unleashed by German unification and the opening of eastern Eu- 
rope. 

Already Germany's largest seaport, the city-state of Hamburg 
has derived more than its share of economic stimulation from the 
collapse of the Soviet empire and Europe's vastly improved geo- 
political environment. Among the 16 German states, only the 
city-state of Berlin topped Hamburg 's 4% real growth in gross 
domestic product in 1991. 

Overall cargo tonnage handled by Hamburg’s harbour increased 
by around 7% last year with incoming goods easily dominating in 
volume. As Europe’s second-largest container port and the world’s 
seventh, Hamburg’s 11.2% increase in container turnover ex- 
ceeded that of all European ports except Antwerp. 

In terms of 20-foot equivalent units, or TEUs, Hamburg, on 
the lower reaches of the River Elbe, handled close to 2.2 million 
boxes, or 21.4 million containerised metric tons, in 1991. Cur- 
rent projections suggest this throughput could reach 4 million 
TEUs by the year 2000. 

Perhaps the most promising news is that Hamburg’s Asian 
container traffic increased by an above-average 13.296 in TEU 
terms. An important reason is that Asian shippers have discov- 
ered that Hamburg, with its easy access to both the North Sea 
and the Baltic, is an ideal 
EC base from which to 
serve central and northern 
Europe. 

The 1987 decision by 
Evergreen, Taiwan's giant 
container line, to relocate 
its main European base in 
Hamburg handed the city's 
industry-sponsored deve- 
lopment agency, Ham- 
burgische Gesellschaft für 
Wirtschaftsfórderung mbH 
(HWF), perhaps its biggest 
coup. 

Evergreen is certainly 
not alone on the Elbe. 
Hanjin Shipping, China's 
Cosco Shipping and K Line 
are among the 270 lines 
operating out of Hamburg, 


Tugboat dance in Hamburg harbour. 
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and many Asian manufacturers have set up their European distri- 
bution points around the harbour, which offers 16 square kilome- 
tres of duty free port facilities. 

Here, Yamaha completes the final assembly of motor cycles 
for forwarding to all markets of western Europe. Panasonic, Sharp, 
Nippon Electric and Japanese sewing machine makers Juki and 
Yamato maintain distribution centres here. Among other promi- 
nent Asian companies in residence are the Sumitomo shipping 
and trading unit, Yiu foods of Hongkong and Himanshu Oza of 
India. 

Sony chose Hamburg, Germany's leading media and publish- 
ing centre, as the base for its European CD original music record- 
ing unit, Sony Classical GmbH. In recent years, HWF has also 
assisted in the birth of local operations of Sikosha, Hitachi, Olym- 
pus and Taiyo-Kobe Bank, as well as Cosco, Panasonic and Sharp. 

HWF has focused its foreign business recruiting activities on 
Japan, Hongkong, Taiwan and Korea in addition to the north- 
eastern US, Britain and Scandinavia, said HWF Executive Direc- 
tor Urda Mertens-Jeebe. Recent commitments of at least Deut- 
schemark 2.3 billion (US$1.64 billion) in new business investment 
make a scarcity of commercial space a problem. 

A 1,000-year-old tradition of sea trade and services has made 
Hamburg Germany's richest city, with per capita GDP 7396 above 
even the affluent western German average. Now the fall of the 
Iron Curtain, which had cut off Hamburg's economic hinterland 
only 50 kilometres up the Elbe, has restored the port to its 
traditional position as the commercial hub of northern Europe. 

The end of the division of Europe makes Hamburg the obvious 
deep-water port for such central European industrial centres as 
Dresden and Prague, both upriver on the Elbe. Hamburg’s North 
Sea access and its canal to the Baltic Sea also make the harbour 
, attractive for shippers who 
once used Baltic ports from 
Rostock and Danzig to 
Leningrad (now St 
Petersburg again) and 
Reval. 

Hamburg is also the 
main base of Deutsche 
Airbus GmbH and the fi- 
nal assembly point for its 
short-range passenger air- 
liners. The decline of the 
local shipbuilding industry 
has been offset by a rise in 
manufacturing, research 
and applied technologies. 
Along with a famous uni- 
versity and technical col- 
leges, Hamburg hosts Eu- 
rope's DESY particle phys- 
ics research centre. € 
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Giving a new spark 
to electric energy. 


Meeting the growing demand 
for energy in congested metro- 
politan areas is more than a 
technical problem. It's also an 
environmental challenge. 
That's why we are continually 
working hard to provide safe, 
efficient energy solutions. We 
design and build gas-insulated 
high voltage switchgear to 
provide maximum safety while 
minimizing space require- 
ments. This is just one of 
many advanced technologies 
from AEG. 


AEG's areas of activity: 


Automation 
[4 


Electrotechnical Systems 
and Components 


* 
Rail Systems 
a 
Domestic Appliances 
kd 


Microelectronics 


AEG 


A member of the Daimler-Benz Group 





The piston of Germany's 
industrial machine 


W hen global demand for capital goods finally snaps out of its 
current lethargy, the German state of Baden-Wiirttemberg 
will be first to notice. That is because Germany rivals the US as 
the world champion exporter, and its top two exporting industries 
are concentrated in this southwestern state. 

Baden-Wiirttemberg, Germany's second-largest state, ships 
about as many machines and vehicles abroad as do Britain or 
Italy, and the value of the state's exports tops that of Spain or 
Denmark. At least 10% of the capital goods exported by the 
entire EC are made in Baden-Wiirttemberg. 

Take the automotive industry for a start. Last year, Germany 
exported trucks, cars, motorcycles and buses worth Deutsche- 
mark (DM) 111 billion (US$79.3 billion), and a large part of these 
vehicles were manufactured in Baden-Württemberg. 

Stuttgart, the state capital, is the home of Daimler-Benz AG, 
Germany's biggest manufacturing company. Not far from Daim- 
lers Mercedes-Benz assembly lines are the plants of sports-car 
maker Porsche AG and of Robert Bosch GmbH, the market 
leading manufacturer of automotive electronics and equipment. 
Volkswagen's Audi division is plan- 
ning a research centre at Neckar- 


Not surprisingly, the state’s vast 
automotive supplies industry boasts 
800 companies. Baden-Wiirt- 
temberg s automotive and aircraft 
industry, which employs about 
235,000 people, typically exports 
around 4496 of its output. 

Or take the machinery industry, 
— which accounted for DM 98 billion 
of Germany's 1991 exports. 
Machinery is Baden-Württemberg's 
No. 1 business. The industrial 
landscape is studded with 1,623 
small or medium-sized family-owned 
machinery makers, which provide 
jobs for around 290,000 workers. 
They turn out everything from 
pumps, compressors, armatures, cranes, elevators and turbines 
to equipment for printing, textile making, woodworking and 
metalworking. The industry exports around 4496 of its produc- 
tion. 

IBM Deutschland GmbH, the largest subsidiary of the US 
mother company, is located in Stuttgart. So is French-owned 
SEL. The state also hosts German bases of Sony, Kodak, 
Comparex and Hewlett Packard, which has plans for a new 
semiconductor plant there. 

With about 10 million people, or 12.596 of the unified Ger- 
many's population, Baden-Württemberg has been generating a 
third of western Germany's export turnover, about 1696 of its 
GNP and about 2096 of manufacturing income before unification. 
The state's foreign deliveries rose by 9096 in the past decade 
when its export market share reached 17.796 of the former West 
German total. Economic diversification is provided by secondary 
industries based on chemicals, pharmaceuticals, precision instru- 
ments and optics, jewellery making and vacation resorts. 

All this industrial energy is concentrated in a surprisingly un- 
spoiled 37,500-square-kilometre rectangle of territory separated 
from France on the west by the Rhine River and from Switzerland 
. in the south by Lake Constance. It nudges Bavaria on the east 
` and Hesse's bustling Rhine-Main region to the north. The fabled 
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Mercedes in China's Shenzhen. 





Black Forest and other mountains ranges give the interior a pic- 
turesque charm. 

The state's alpine southwestern tip is a stone's throw from 
Austria. The close proximity of France, Switzerland and Austria 
makes EC integration and EC economic union with the European 
Free Trade Association (Efta) countries a major thrust of Baden- 
Wiirttemberg’s strategic planning. Western European economic 
integration means cross-border cooperation because new industrial 
regions will ignore national borders. Geographically, Baden- 
Württemberg is at the centre of the EC-Efta market of 380 million 
consumers. 

With the highest industrial density of any German state, Baden- 
Württemberg has attracted more than its share of foreign direct 
business investment. The state has procured 17.996 of Germany's 
total, with the US and nearby Switzerland accounting for 7096 of 
it The government is now scouting for technological companies 
from Asia, which is relatively underrepresented. 

A programme developed by state Economics Minister Dieter 
Spóri to buttress Baden-Württemberg's competitive position fo- 
cuses on advanced technologies, the state's forte. And it includes 
measures to help local exporters penetrate the promising markets 
of the Asean countries, Japan and eastern Europe. 

"Baden-Württemberg is prepared to exploit the opportunities 
from EC integration and the opening of eastern Europe and ac- 
cepts the challenge of the East Asian sphere," a spokesman for 
Spóri's ministry says. The private, 
$ state-supported Agency for Interna- 
tional Economic Cooperation (GWZ), 
offers literature, data bases, contacts, 
advice and active assistance to po- 
tential business investors from abroad 
on every aspect of setting up a local 
operation. Chaired by Spori, the 
GWZ maintains Asian liaison bureaux 
or liaison officers in Nanjing, Tokyo 
and Taipei. 

More and more Asian companies 
have recognised the advantages of 
Baden-Württemberg as a base in the 
EC. Japan's Fanuc, the world market 
leader in industrial controls, now does 
business in Stuttgart, where Japan's 
Omron group has just purchased 
Schónbuch Elektronik GmbH. 

Takata, a Japanese maker of 
automobile safety air bags and seat belts, established a research 
and development centre in the state and plans to build a crash test 
track there. And Japan's Citizen watch company recently pur- 
chased a local tool manufacturer. 

South Korea's Ssangyong Motor Co. set up a liaison office to 
strengthen its global cooperation with Mercedes-Benz, and fellow 
South Korean Hyundai established its German car distribution 
base at Heilbronn. Newcomers from Taiwan include a distribution 
base of Alpha Tech personal computers and a production unit of 
Futai Hera, an umbrella maker. 

Part of the state's industrial might can be traced to the govern- 
ment's promotion of applied research as well as education in 
engineering and technologies. The state's industries contribute more 
than one fifth — about DM 10 billion in 1989 — of Germany's 
investment in modem technology. 

The local Swabian people have a reputation for thrift and hard 
work — productivity is 2496 above the EC average. And they are 
uncommonly inventive. Baden-Wiirttemberg easily tops all Ger- 
man states in patent registrations — 80 per 100,000 residents in 
1991. 

That tradition includes motor pioneers Carl Benz and Gottlieb 
Daimler and balloon designer Ferdinand, Count von Zeppelin — 
not to mention the genius of Albert Einstein. € 
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Public flight path 
but shrinking sky 


F or many years now, the white and blue Lufthansa planes with 
their yellow motif showing a silhouetted crane in flight have 
been familiar callers in Asia as elsewhere all over the world, 
exploiting rising post-war affluence to make Germans amongst 
the world champions of globe-trotting. 

With a virtual monopoly in the home market and a premium 
price structure made possible by tight European airline regulation, 
Germany's national carrier recorded consistent profits and built a 
reputation for reliability and superior service. Lufthansa grew and 
grew, becoming the world's 11th-largest airline and No. 3 after 
British Airways and Japan Airlines in terms of international pas- 
senger movement by 1990. 

Now the intemational air travel environment has changed 
dramatically and Lufthansa, like most of its European competitors 
and the whole US industry before them, has been plunged into 
a phase of wrenching adjustment. 

Last year, partly because of the Gulf crisis, Lufthansa's oper- 
ating result swung to a deficit of around Deutschemark (DM) 850 
million, and only the sale of old planes and other extraordinary 
income allowed it to whittle its net deficit down to DM 444 
million. This year the uncharacteristic operating losses have con- 
tinued, forcing Chairman Jürgen Weber to impose a stringent 
austerity plan. 

Major layoffs have been scheduled, loss-making routes are 
being eliminated, more aircraft are being sold and orders for 
some new ones have been 
cancelled. Starting in Oc- 
tober, Lufthansa will drop 
its four flights a week to 
Charlotte, North Carolina, 
and delete Philadelphia as 
a further destination on its 
daily Frankfurt flights via 
Montreal. 

Lufthansa blames the 
rising losses on ruinous 
competition in the air travel 
industry and its own exces- 
sive expansion under 
former Chairman Heinz 
Ruhnau. With European 
airline deregulation waiting 
in the wings and nimble 
privatised competitors, 
such as British Airways, flying high, the German carrier must 
streamline its business and get its financial act together very quickly. 

Lufthansa's major stockholder, the German Government, is in 
no position to provide large infusions of capital because of its 
own mounting deficits from the unification effort. In fact, the 
govemment proposed this summer to halve direct 51.496 stake 
in the airline to 25.196, with the remainder earmarked for sale 
later. 

Some experts have said Lufthansa's ultimate salvation lies in 
privatisation because the more competitive deregulated airline 
environment of the future demands a leaner and meaner com- 
pany. But perhaps the biggest handicaps for the German carrier 
comes from what it considers discriminatory treatment on the 
vital transatlantic routes to the US. And this is a political, not a 
commercial, problem. 

While France simply abrogated its bilateral air agreement with 
Washington last spring over some of the same grievances, the 
German Govemment has been patiently renegotiating its air trans- 


Lufthansa Airbus A320: rough ride. 
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portation treaty with the US to get a fairer deal for Lufthansa. 

At issue is the fact that competing US carriers can easily 
undercut Lufthansa prices on the transatlantic routes because they 
make up the losses on US connecting flights, which the air agree- 
ment bars Lufthansa from doing. The German airline brands 
bargain-basement tickets offered by such US giants as Delta and 
American Airlines as dumping. 

Lufthansa flights only land at a few US destinations and the 
German planes may not fly from point to point within the US. 
Yet eight US scheduled airlines and seven charter companies are 
currently allowed to fly to Germany. 

"Lufthansa never gets a chance to compete fairly in the US. 
We can't because the Americans can offer dumping prices on 
their transatlantic flights, offering tickets at below cost," says 
Lufthansa spokesman Peter Hóbel. "The American carriers lure 
passengers off the North Atlantic routes for their domestic flights. 
We can't do that." 

Adding insult to injury, Lufthansa is effectively shut out of the 
US countrywide ticket reservation system. Hóbel said the whole 
system appears designed to secure special advantages for the US 
flag carriers. 

But as an EC carrier, Lufthansa may hold good bargaininc 
chips in the transatlantic row. When EC airline decontrol open: 
the national skies of western Europe to all EC carriers in 1993 
the EC could easily resort to US-style restrictions within its terri 
tory unless Washington offers reciprocity. 

Another alternative for Lufthansa would be to buy into a US 
airline. Hóbel says a cooperative deal is being negotiated witt 
"one of the largest" US airlines. 

Lufthansa has already forged global cooperation arrangement 
with Japan Air Lines, Air France, FinnAir and Canadian Pacific 
Apart from its affiliate 
hotel chain, Penta, arx 
other travel and service 
subsidiaries, Lufthansa i 
moving quickly into the in 
ternational courier busi 
nesses with the support c 
Japanese partners. 

Lufthansa, Japan Air 
lines and Japan's Nissh: 
Iwai trading company eat 
lier this year jointly booste 
their combined stake in th 
DHL, the world's bigge: 
air courier service, t 
57.596, The two airline 
now hold 2596 each. 

The three partners ha 
taken a minority particip: 
tion in 1990 with an option to increase their stakes. DHL. Chai 
man Patrick Lupo has projected the service's global revenue w 
rise by 2096 to $2.5 billion this year. 

DHL revenue in Germany, one of its three main Europee 
bases, jumped last spring during the country's 11-day postal striki 
The business will look even better in 1995 when Germany 
federal postal services must forego its traditional subsidies f 
parcel deliveries. 

In its struggle to end the red ink and respond to deregulatioi 
Lufthansa benefits from a comparatively young fleet, strong route 
in Europe and Asia, dominance on the eastern European rout 
and a solid reputation. 

The opening of Munich's large new Franz Josef Strauss Ai 
port on May 17, 1992, permits the German airline to develop i 
intemational routing from another base besides overcrowded Fran 
furt. Malaysia Airlines and Japan Airlines are among the 91 ce 
riers operating from Munich. Direct flights to Singapore, Toky 
Bombay and Hongkong are now available from Munich. + 
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Too quick for the eye, but not for Agfa. A golf ball is deformed 
on impact in a fraction of a second. A superfast Agfa film captures 
the moment. Diamond sharp, for all time. Film is Agfa's visiting 
card. Everbody knows it. Everybody loves it. Professionals and 
amateurs alike. But Agfa is more than just film. For over a hundred 
years Agfa has been setting milestones along the road to today's 
hi-tech world of text and images. Photographic paper and 


photocopiers, X-ray film and cine-film, computer controlled 
photo composition systems, digital art printers and mini-labs 
("1 hour labs") - Agfa provides vital stimulus in all areas of 
progress. The Agfa rhombus is a shining light in more than 140 
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company 


countries on all five continents. 
A symbol of quality in a world of 
light. Pointing the way to the future. 
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A fair wind blows 
for the fair trade 


J apan is destined to grab a larger slice of the global exposition 
trade when the new Tokyo Intemational Convention Centre is 
. completed in 1996. Yet in this particular business, the Japanese 
have many more years of hard running before they can catch up 
with the Germans. 

As the venue of an estimated two thirds of the most important 
intemational trade fairs and exhibitions for industry and com- 
merce, Germany is the undisputed world leader. Hanover's giant 
capital goods extravaganzas and its CeBIT computer fairs, along 
with Frankfurt's prestigious annual Book Fair and its motor shows 
are just a few of the more publicised examples. 

The 250,000 square metres of display space the new Tokyo 
- centre will offer, for example, still makes this Asian contender no 
bigaer than the fairgrounds of Cologne, which is only third in size 
in Germany. The sprawling Hanover Fair boasts 461,000 square 
metres of indoor exposition space, while Frankfurt has 263,000. 

In fact, 10 of the 20 largest trade fair venues in the world are 
in Germany, including eastern Germany's venerable Leipzig Fair 
site. Until German unification and the collapse of the Soviet 
empire, Leipzig was known to a generation of Western and Asian 
businessmen as the premier venue for cutting deals with the East 
bloc countries. Now it is staging a capitalist comeback with a new 
fairground being built for Deutschemark (DM) 1.2 billion (US$857 
million) and another DM 2 billion earmarked for local transpor- 
tation infrastructure. 

With CeBIT and the industrial fair, Hanover would probably 
have to be ranked as Germany's most important exhibition cen- 
tre. But Frankfurt, where the popular IAA car show is held every 
other year, draws more visitors — 6.7 million in the period 1986- 
89 against 5.1 million in Hanover. Other leading contenders in 
this decentralised, municipally-supported industry currently are 
Cologne, Düsseldorf and Munich, although there are many 
others. 

All of the big fairgrounds already have crowded schedules of 
exhibitions, but there is also a move to expand and diversify. 
Hamburg did so well its first Asia Expo that it staged a second 
one last May. This time, 500 companies from 15 Asian countries 
exhibited their wares in what was hailed as Europe's biggest trade 
fair for Asian consumer products. 

The Federation of German Trade Fair and Exhibitions said the 
number of exhibitors at Germany's 102 major fairs increased 
9.196 last year to 120,000. Rented exhibition space rose 11.696 
to 5.7 million square metres, and there was a 17.396 increase in 
visitors to 9.5 million. It was another record year for a German 
arowth industry. 

The revenues taken by the fair organisers are only a part of 
the benefits to the local economies. In Cologne, for example, 
over 1 million visitors attended 24 trade fairs last year, generating 
space rental or admission revenue of DM 260 million. But that 
did not include the DM 400 million the fairgoers spent on loda- 
ing, an equal amount for catering and services, DM 280 million 
for shopping and cultural or recreational activities and DM 100 
million for transportation. Thus Cologne's economy was actually 
enriched by DM 1.5 billion in 1991. 

While a primary thrust of the international trade exhibitions is 
to enhance Germany's export performance, the domestic fair 
organisers have discovered they also have an exportable product. 
The same skills which have made German fairs so successful are 
in great demand abroad, particularly in Asia. 

Perhaps the most widely discussed examples of this in recent 
years were the TechnoGerma exhibitions held in India in 1988 
and in Seoul last year. These foreign fairs were jointly sponsored 
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by the host countries and German industry with organisational and 
technical support from Munich's fair organisation. Similarly, the 
Cologne fair organisation is handling Germany's participation in 
Seoul's Taejon Expo 93 next year. Cologne had previously organ- 
ised the German part of Vancouver's Expo 86 and Brisbane's 
Expo 88. 

The Frankfurt fair organisation, Frankfurter Messe GmbH, has 
also been very active in the growing field of exhibitions in Asia. 
This year's offering includes the sixth Interstoff Asia-International 
Fabric Show in Hongkong and the first Techtextil Asia in Osaka, 
both to be held from 4-6 November. The latter, a joint venture 
with the Osaka international Trade Fair Commission, has two 
aims: it gives East Asian producers of industrial textiles a central 
marketing forum and European and American manufacturers a 
vehicle for exports and communication. 

Karl Meyer Maschinenfabrik GmbH, a textile machinery maker 
in Obertshausen, recognised the importance of this fair for its 
export growth in Asian markets. Its 24-year-old Japanese subsidi- 
ary, Nippon Mayer Co. of Fukui, is handling the group's exhibit, 
which is aimed at exploiting regional marketing potential. 

Marketing Director Hans M. Lehner said the company detected 
a strong requirement for new textile machinery in Japan as well 
as in the expanding textile industries of Korea and Taiwan. "With 
Techtextil Asia it will be possible to reach an audience we could 
not reach from Europe," Lehner said. 

Another German exhibitor, Airtex GmbH of Grefrath, will 
present the first air duct system made of textiles. The equipment 
is designed mainly for more efficient cooling, heating or humidi- 
fying of air in enclosed spaces of commercial buildings and refrig- 
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Frankfurt: DM 330 million fair turnover. 


eration trucks. 

Interstoff Asia is also designed as a forum for regional clothinc 
and fabric purveyors and an opportunity for western makers tc 
penetrate East Asian markets. The Interstoff fairs are a semi 
annual feature of the Frankfurt exhibition programme, which turnec 
over DM 330 million for the fair organisation last year for a gair 
of 2896. Only Hanover did better in 1991 with a 4296 rise ir 
turnover to DM 402 million. 

Düsseldorf, which counts the Igedo show and an internationa 
boat show among its 25 annual offerings, recorded revenues o: 
DM 195 million, down by 45% because it was an off-year for c 
couple of large periodic exhibitions such as the DRUPA printing 
and paper fair, Interpack and the Interkama show for controls anc 
automation. 

Cologne turned over a 496 higher DM 260 million on a pro 
gramme of traditional exhibitions featuring clothing, furniture anc 
metal products as well as the IFMA bicycle and motorcycle exhi: 
bition and Photokina for media professionals. € 
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The First Step is Education. 


THUNDERBIRD 


The American Graduate School Of International Management 


From the four corners of the 
world, the men and women who 
manage nations and the fortunes of 
global business acknowledge that 
The American Graduate School of 
International Management sets the 
standard for global business 
education. Every year since 1946, 
THUNDERBIRD, as the school is 
known in international circles, 
graduates a very special breed of 
people who become major players in 
global business. 

The M.I.M., Master of 
International Management, offered by 
THUNDERBIRD is à rigorous 
three-part program. It has set the 
educational standard which many 
prestigious institutions now follow. 


e Focus: World Business — To 
understand the intricacies of 
multinational finance, marketing, 
economics and management. 

e Focus: International Studies — 


To understand how different cultures. 


politics, and economies shape global 
business practices. 

e Focus: Modern Languages - To 
master the business and social 
language of the target country. 

The program is supported with 
relevant experience through 
partnerships with foreign universities 
and internships with global 
companies. 


More than an M.B.A., the M.I.M. 
provides a unique competitive edge 
for your company or for your own 
career — domestic or foreign. 
Wherever you seek to compete, you 
owe it to yourself to learn more 
about THUNDERBIRD and its Master 
of International Management degree. 

There's a world of difference. 
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+ Editor oF local ms.» piper 
^n:Suphanbufi;a provineial capi- 


talsjust or Bangkok, is 
si imped. The quéstion is; which 


parties ar&jputtihg, up candidates against 
the Chart '* Banharn Silpa-archa 
and his running. mates in the elections on 
Sunday? 


The editor, 78-year-old Manas Ophakul, 
has to consult a copy of his paper to find 
out. In Thailand, it’s easy to understand 
why even a newspaper editor didn’t know 
which parties were contesting an election. 
Banharn, after all, has been returned to par- 
liament for the past two decades, and 
chances are he will be again this time, re- 
gardless of who is running against him. 

Further to the northeast, in Nakhon 
Ratchasima, former Prime Minister 
Chatichai Choonhavan of the Chart 
Pattana party is so confident of winning he 
has made few visits to his constituency, but 
has readily accepted invitations to visit 
Phnom Penh and Tokyo. 

These two examples highlight a fact of 
life in Thai politics: many legislators are re- 
elected because of the patronage they have 
dispensed, rather than anything they have 
done for the country. 

Suphanburi has benefited from almost 
an overdose of largesse from Banharn over 
the years, with schools, roads and numer- 
ous buildings named after him. He is such 
an odds-on favourite to win that he hardly 
needs to campaign. 

Likewise, Chatichai does not have to 
concern himself with campaigning in 
Nakhon Ratchasima, which he has repre- 
sented since 1975. The infrastructural up- 
grading, new industry and high land 
prices he ensured when he was prime min- 
ister from 1988-91 will garner him all the 
votes he needs. As a minister in several 
governments before that, he was also able 
to lay the foundations for the prosperity of 
the provincial capital, if not that of poorer 
rural areas. 

Banharn and Chatichai do not have to 
buy votes; patronage all but assures their 
re-election. But their parties, nonetheless, 
will assuredly engage in vote-buying. The 
combination of patronage and vote-buying 
will ensure the return of 70-80% of the in- 
cumbents in the 13 September election. 

This is likely to be the case despite ef- 
forts by a new, independent group, 
PollWatch, to police the election, Numer- 
ous pro-democracy activist groups are also 
exhorting Thai voters not to succumb to 
temptation to sell their votes. 

"| don't expect to solve this vote-buy- 
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ing problem in the near future — it's too 
much part of Thai society," comments the 
PollWatch chairman for the four northeast 
provinces, Preecha Uitragool, a lecturer at 
Nakhon Ratchasima teachers’ college. 

Voter coercion through hand-outs of 
money or goodies by candidates has been 
going on in Thailand since elections were 
first held. The time-honoured way is for 
money to be passed to corrupt local Minis- 
try of Interior officials, district leaders or 
village headmen. They, in turn, make sure 
voters vote as they are paid, checking poll 
results against numbers paid. 

Such practices occur mainly in the 
northeast, north and central plains area. 
People in Bangkok and the south tend to 
reject the election bribery system. 


Election poster of Banharn Silpa-archa. 


Before, evidence of voter coercion was 
rife. In a mid-1970s election, for instance, a 
voter went into a polling booth to find a 
voting pad with the attached pencil so 
tightly strung that he could only reach the 
name of the first candidate on the form. 

But there is a growing mood of outrage 
against manipulating elections following 
the May tragedy, in which at least 52 peo- 
ple died and hundreds are still missing af- 
ter demonstrating for the removal of 
unelected prime minister and former mili- 
tary chief Suchinda Kraprayoon. This, to- 
gether with the efforts of PollWatch and 
others, may mean that things are not quite 
the same this time around. 

Actually, in Southeast Asia, Thailand 
and the Philippines are the only countries 
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Traveller's Tales 


with anything approaching plarafity in 
their political systems 

Singapore has a British-style election 
system for parliament, but the ruling Peo- 
ple's Action Party makes sure the odds are 
heavily weighted in its favour, Malaysia 
also has fair elections but ethnic considera- 
tions ensure that the predominant Malays 
there — just over 50% at last count — 
maintain paramount political power. 

Communist — or semi-communist — 
Indochina has its own way of rigging elec- 
tions to allow the ruling parties in Vietnam 
and Laos to remain supreme, with Cambo- 
dia about to go through its first real elec- 
tion in May 1993. 

Burma had a real election in 1990 — the 
first since Ne Win seized power in 1962. 
The opposition National League for De- 
mocracy won hands down, but the ruling 
military junta, the State Law and Order 
Restoration Council, decided to ignore the 
results and carry on its dictatorial rule. 

In Thailand, in the past, voter coercion 
was usually viewed as part and parcel of 
an election. Those spending the most 
money normally won. Patronage was also 
paramount. Now, the average voter may 
have second thoughts about whether to 
take the money — Baht 100-500 (US$3.90- 
5.85) on average this time — or vote ac- 
cording to his conscience. 

In some areas of rural Thailand, par- 
ticularly in the poor northeast, canvassers 
for a candidate give voters Baht 100 and 
take their identity cards in return. After the 
election the voters are given back their 
identity cards together with an additional 
Baht 200 for voting the right way. 

Others receive money in their mail 
boxes on the eve of the election in 
envelopes carrying the number of the can- 
didate they are expected to vote for. In the 
elections last March some officers in outly- 
ing areas stamped the number of pro-mili- 
tary candidates on their soldiers’ hands, 
just in case they didn't know for whom to 
vote. 

It is all a rather tacky process of pro- 
ducing a "popular" vote. But in Thailand 
poor farmers and villagers need money 
badly, and the centre of political power is 
very remote from their understanding, let 
alone any concept of real democracy. 

So why not take the money and vote 
for any candidate seen to be the source of 
the generosity? Maybe the candidates 
elected in this way will provide a bonus by 
returning the favour in terms of new roads, 
irrigation and bridges. But, then again, 
maybe not. E 


17 SEPTEMBER 1992 


Swissair Customer Portrait 161: André Roth, photog 


- = ~g - 2 
i" V T TE XR d 





— z- —— ———sssáÀ——————— — 


rapher, Zurich, photographed by Marc Schmid. 





As a photographer, André Roth is used to registering everything at a glance. And he sets standards that are far 


above the average. His assignments take him to all parts of the world. That's how he's come to know - and appreciate - 
Swissairs MD-1l. He reckons it's great to have only one seat next to him in the spacious Business Class. Now he 


really has room to stretch out. 
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Writer Ai Bei wants to emulate the spirit of 19th-century Chinese immigrants who were imprisoned on Angel Island. 


UNITED STATES 


Chinese writers in exile 


Free at last, they face alienation and economic worries 


By Fan Yuan in San Francisco 


utting out of San Francisco Bay, fac- 

ing the Golden Gate Bridge, is the 

infamous Angel Island where, at the 

turn of the century, thousands of 
Chinese immigrants were jailed before be- 
ing allowed into the city they called “Old 
Gold Mountain.” 

“We exiles today are like those in- 
mates,” said Ai Bei, a 34-year-old woman 
writer, after seeing the prison walls cov- 
ered with poems expressing sorrow and 
homesickness. “We ran away from a des- 
potic nation only to be stranded, psycho- 
logically, on a larger island, an island of 
alienation.” 

“The Chinese on the island still created 
a literary world, even under such harsh cir- 
cumstances,” Ai Bei said admiringly. “1 
hope I can maintain a spirit like theirs.” 

Ai Bei is one of roughly 30 Chinese writ- 
ers who, over the past several years, have 
preferred exile in the West to political per- 
secution at home. Unlike the old Chinese 


54 


immigrants, who were imprisoned on An- 
gel Island for long periods, the new arriv- 
als enjoy freedom immediately upon land- 
ing. But they have not been spared another 
problem confronted by their predecessors: 
how to survive in a strange and, in many 
ways, harsh land. 

For centuries, Chinese writers who got 
into political trouble were banished to the 
nation’s far-flung regions. During the Cul- 
tural Revolution literary figures such as Liu 
Binyan were sent to labour camps. Many 
writers committed suicide. 

Today, however, suicide is not the only 
way out. Writers such as Liu Binyan and 
Ai Bei have chosen to accept exile as an 
alternative to death or imprisonment. In 
fact some, including Ai Bei and her male 
colleagues Su Xiaokang and Kong 
Jiesheng, have earned respect as exiled 
writers, creating a new emigre literature. 
Their experiences reflect the ordeals and 
frustrations, successes and failures of the 
exiled Chinese literary community. 

Ai Bei came to the United States in Sep- 
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tember 1988 to participate in a writers’ ex- 
change programme. Afterwards, she vis- 
ited her husband in Salt Lake City, where 
he was a graduate student in the perform- 
ing arts. When student demonstrators be- 
sieged Tiananmen Square, she joined in an 
appeal to the Chinese authorities for a 
peaceful settlement. After the tanks moved 
in, Ai Bei denounced the authorities in an 
interview with the Voice of America. 
Broadcast to China eight times, the inter- 
view left Ai Bei no choice but to stay in the 
US indefinitely. 

“I regret doing that interview,” she said 
as she stroked her shoulder-length hair. “1 
haven't changed my mind about the mas- 
sacre, but I was not aware I was throwing 
myself into the swirl of a stormy life be- 
yond my control." 

Born in Shanghai, Ai Bei showed liter- 
ary promise at age 13, when her poems 
appeared in the local newspapers. In the 
early 1980s she became editor of The Shield, 
a liter rary magazine for the armed forces 
By June 1989, she had published 30 short 
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stories and novellas on such subjects as 
adolescent romance, women’s sexuality 
and marital relations. 

When Ai Bei first arrived in the United 
States, she found it exciting. She was 
treated with respect as a visiting writer 
from China. But with her decision to stay 
in the country, things changed. 

“I found myself transformed overnight 
from a respected writer into a second-, 
maybe third-class citizen,” she said. “It was 
devastating.” 

As a professional writer in China, Ai 
Bei enjoyed a wide range of privileges. 
China's writers get a salary whether or not 
they produce anything, and also receive 
housing, transportation and health care. 
“We became so dependent on the system 
we didn't know how to stand on our own 
feet,” said Ai Bei. "Overseas, we've found 
everything is gone. We feel caught in a 
sudden weightlessness — free, but scared.” 

Beginning life as an exile was difficult 
for Ai Bei, especially since it coincided with 
a split with her husband. She found a job 
tutoring a doctor’s daughter in Chinese, 
but found the job humiliating and quit. 

She then landed a position as writer-in- 
residence at Stanford University, where she 
had the first English translation of her writ- 
ing published. Red Ivy, Green Earth Mother 
includes Ai Bei's recent works on contem- 
porary Chinese women. She is now half- 
way through a novel, a saga covering a 
hundred years of revolutionary upheaval 
in China. 

Despite her success and the money she 
earns from royalties both in the US and 
Taiwan, Ai Bei is far from happy. She com- 
plains bitterly about everything, from 
America's "lack of history and culture" and 
the "tasteless Western food" to the Bay 
Area's "boring weather," and her own in- 
ability to produce "a work of genius." Ai 
Bei is not interested in what she calls “bull- 
sessions over political issues," her term for 
dissident political involvement. 

She used to worship everything West- 
ern. She ate at Western restaurants in Pe- 
king, wore brand-name clothing and was 
one of the first writers to 
abandon the pen for a com- 
puter. Since leaving China, 
however, she has lost her 
longing for Western cul- 
ture. "I am disillusioned," 
she said. "America claims 
to be the world's richest 
nation, but nobody seems 
to care about the home- 
less." 

"| dislike America," she 
continued angrily, "I've 
travelled to many beautiful 
places in my own country. 
Every rock has a story be- 
hind it. I may never return, 
out I'll never stop longing 
tor my homeland." 
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Kong Jiesheng. 


Ai Bei has lived in America for more 
than three years but, like many exiled Chi- 
nese writers, she has been reluctant to 
learn English. This inevitably hampers her 
contact with American society, but she 
doesn't seem to mind. 

“A writer needs to live in seclusion to 
create," she said. Indeed, she appears 
content to be left alone in her own world, 
brooding and writing in a swirl of cigarette 
smoke. 

For 43-year-old Su 
Xiaokang, the path to exile 
was much more dramatic. 
After the crackdown on 
student protesters, the gov- 
ernment accused Su of be- 
ing a "counter-revolution- 
ary instigator" and ordered 
his arrest. He hid for weeks 
before a pro-democracy or- 
ganisation in Hongkong 
and sympathizers within 
the navy helped him es- 
cape. He arrived in France 
via Hongkong and later 
settled in the US. 

Now a visiting scholar 
at Princeton University, 
Su was joined recently by 
his wife, Fu Li, a physician, and their 11- 
year-old son. 

He is editor of the Chinese-language 
bimonthly, Democratic China, a leading 
voice of the exiled Chinese community. 
"Exiled writers need to undergo a process 
of rebirth,” said Su while relaxing over a 
cup of tea in his first-floor apartment, close 
to the campus. "Before leaving China, | 
was a simple-minded idealist. I always 
thought I was writing for the people, 
speaking for the people." 

Like Ai Bei, Su was born into the family 
of a senior official. His father, Su Pei, is a 
leading ideologue in Peking's Central Party 
School, a bastion of diehard Marxism. 

Su's most explosive work was a six-part 
TV documentary, He Shang (River Elegy), 
which links the country's economic back- 
wardness and the decline of Chinese civili- 
sation to the nation's cul- 
tural roots. He Shang won 
admiration from reform- 
minded senior Chinese of- 
ficials, including then- 
Communist Party General 
Secretary Zhao Ziyang. Su 
won several literary prizes 
but his audacious ideas 
also made him a heretic in 
the eyes of conservatives. 
When Zhao Ziyang was 
disgraced in the wake of 
Tiananmen, Su was forced 
to flee and all his works 
were banned. 

Perhaps surprisingly, 
Su now accepts much of 
the criticism of He Shang as 


Su Xiaokang. 
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valid. "In writing the TV documentary, I 
was trying to attract attention to the vari- 
ous crises facing the nation, but it was 
wrong to attribute China's backwardness 
and many other problems entirely to the 
traditional and cultural roots of Chinese 
civilization," he said. "Modernisation 
doesn't mean a rejection of national char- 
acteristics, as He Shang suggests." 

Su said He Shang was also flawed in 
idealising Western culture. 
"ld never been to the 
West," he explained, “so I 
didn’t understand Western 
society at all, especially its 
deep-rooted problems.” He 
is returning to traditional 
Chinese values, including 
Confucianism, for answers 
to some of the questions he 
raised in He Shang. 

Among Su's closest as- 
sociates in Princeton is 40- 
year-old Kong Jiesheng, a 
popular novelist from 
Guangdong who fled 
China together with Su. 
Kong, like Su, is a visiting 
scholar at Princeton and 
lives with his wife and son 
in an apartment a stone's throw away from 
Su's. 

Kong's short story, Yinyuan (Marriage), 
which explores the distorted relations be- 
tween young men and women during the 
Cultural Revolution, captivated his con- 
temporaries with its depictions of love, 
tragedy, loss and hope. 

"The sight of gunfire and tanks rum- 
bling in Tiananmen can never be erased 
from my memory," he said, sitting in his 
cozy apartment. "I saw how the young stu- 
dents' blood stained the square. I don't 
think anyone experiencing such trauma 
can recover quickly and concentrate on lit- 
erature." 

For a year after leaving China, he was 
unable to write anything significant. But 
Kong has begun writing his first novella in 
exile — a serious literary work that he says 
will end with the Tiananmen episode. 
Kong also contributes regularly to Hong- 
kong magazines. 

He has already felt the sting of a market 
economy. A few months after arriving in 
the US, he launched a Chinese-language 
literary magazine, Guangchang (The 
Square), with the support of friends and 
private donors. However, it shut down af- 
ter only a few issues. 

While Kong is worried about his eco- 
nomic situation, he insists he will continue 
to be a writer. No matter what happens, he 
said, "I am committed to literature." 

Ai Bei and Su share Kong's resolve. All 
agree that their challenge is to turn the vi- 
cissitudes of their lives into literary assets. 

"We must and can do better than the 
people on Angel Island,” Ai Bei said. — m8 
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Anticipating the five-star needs of 
the business traveler tops our list 
of priorities. 





With comforting, luxurious rooms...Health 
club and outdoor heated pool... 





Excellent restaurants serving Cal-Asian 
to Chinese cuisine. 


Above all, it's our service — 
the ultimate luxury - that 
shapes the way you 
do business while in 
Hong Kong. 


JW MARRIOTT HOTEL. 


HONG KONG 


For reservations, call The IW Marrion Hotel, Pacific Place 
88 Queensway, Hong Kong Island, Hong Kong, Tel 810 8366, Pax 8450737, 
The 66899 MARTT HX. In Asia Pacific KUL 238 7059, SIN 291 7300 
SYD Toll Free 008 251259, TYO 3215 7285 
In US and Canada: Toll Free 800 228 9290 
Contact your local travel professional or the nearest Marrion hotel 
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ON THE THAI! 


Going nowhere 


Some Khmer refugees refuse to return home 





By Jay Solomon in Khao-I-Dang 
I t is a blustery morning in this shrink- 


ing refugee camp on the Thai border 

and 33-year-old Seng Sophon, his five- 
member family and a few family friends 
struggle around a small, UN-provided 
bamboo shack and engage in the unenvi- 
able task of moving. 

It would seem quite normal that a fam- 
ily is moving in Khao-I-Dang, as thousands 
of Cambodians along the border are pack- 
ing up and heading home. What is pecu- 
liar about Sophon and his family is that 
their destination is not Cambodia; it is sim- 
ply another shack down the road, one va- 
cated by a previously repatriated family. 

Sophon and his family, residents of 
Khao-I-Dang for 13 years, are an example 
of a small minority of the border popula- 
tion that isn't eager to return to their home- 
land. Still filled with a fear that the war 
will resume and continuing to dream of 
living in a Western country, Sophon and 
his family have decided to try and wait out 
the repatriation in the hope that they will 
be resettled in a third country. 

Some 370,000 Cambodian refugees in 
camps along the-Thai border are to be re- 
patriated to Cambodia before UN-super- 
vised elections in May 1993. By the end of 
August 100,000 had already been returned. 

More than 200,000 Khmer refugees have 
gone to Western countries in the 1970s and 
1980s, the majority of them from Khao-I- 
Dang, the only camp run by the UN High 
Commissioner for Refugees. As a result, 
Khmer families risked their lives to gain 
admission into the camp and acquire a UN 
"family card." But in 1989, the majority of 
Western countries stopped accepting reset- 
tlement applications from Khmer refugees; 
only those with family already in a third 
country would be accepted. 

And in early 1992 this avenue, too, was 
cut off as the Thai Government said such 
cases could only be processed in Cambo- 
dia. As a result, nearly 11,000 people re- 
main in Khao-I-Dang, cut off painfully 
close to their dreams. Of these, 3,000 to 
4,000 have not registered for repatriation. 
It is this population that Sophon represents. 

The main reason Sophon and his family 
give for not wanting to return to Cambo- 
dia is safety. "You must remember, I was 
nearly killed in Pol Pot time," Sophon says 
in a soft voice. "And I hear from the radio 
and TV that the fighting is spreading." 

But as Sophon continues to talk in his 
nearly flawless English, one gets a sense 
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that his decision is related to more than 
just fear. Khao-I-Dang has offered oppor- 
tunities for resettlement and enormous 
amounts of aid for more than 10 years. It is 
apparent Sophon isn't willing to give this 
up, even though the UN and the resettle- 
ment countries have told him he must. 

Sophon speaks particularly of his chil- 
dren's inability to gain a good education in 
Cambodia. “The educational situation in 
Cambodia is not good," he says. "It is not 
like the USA. In America, the government 
supports the poor family. But in Cambo- 
dia, when I have no money, my children 
cannot go to school." 

Although he has attached himself to 
Western ideas and dreams of resettlement, 
Sophon almost certainly will not find 
himself overseas in the near future. 
Sophon's parents and siblings have all re- 
settled in the US, but for the last 10 years 





Seng Sophon and child. 


they have been unable to raise the funds 
by which to sponsor him. There is very 
little chance that they will be able to do so 
in the future. 

And while Sophon stays in camp, op- 
portunities in Cambodia are passing him 
by. Stories consistently come into Khao-l- 
Dang of former refugees who are prosper- 
ing there. Some have found good jobs with 
the UN, some with relief organisations and 
some with business. But this does not 
impress Sophon. "People are different," he 
says. "Some want power; some want 
money. We just want a safe place to stay." 

Sophon says he will just ^wait and see." 
He seems confident that the UN will con- 
tinue to support him until by some magi- 
cal stroke of luck he will find himself on 
the way to the US. * 
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N fter fifty years of trading around the world, Samsung Co. has learned 
LN everything there is to know about international business. Our clients 
respond favorably to this knowledge. Because, if they wish to sell 
needles in Senegal, manufacture computers in Silicon Valley, buy jet aircraft, or 
develop their nation's natural resources, they know the Samsung 
ability to arrange the components necessary for the most financially 
successful deal, large or small, is invaluable to them. 


The International Division of Samsung Group 


SAMSUNG CO.. LTD. 
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China dustbowl elegy 








The Yellow Earth: A Film by Chen Kaige 
with a Complete Translation of the 
Filmscript by Bonnie S. McDougall. The 
Chinese University Press, Hongkong. 
HK$75, US$11. 


When Chen Kaige’s The Yellow Earth 
blazed its way from China around the 
world’s film festivals, communist party 
censure, controversy and critical acclaim 
lay heaped in its trail. Initially banned at 
home, it created a sensation when it was 
released outside China. 

It heralded an exciting new wave in 
China’s film history and paved the way for 
other films from the Fifth Generation, the 
name for the first graduates from the Pe- 
king Film Academy, which re-opened in 
1978 after the chaotic years of the Cultural 
Revolution. 








Cuiqiao on the edge. 


The shock of its pioneering thematic 
and visual aesthetics sent echoes reaching 
far up the echelons of power. In a nation in 
which the film media is considered to be 
an integral part of the propaganda effort 
and a means of communicating desirable 
or acceptable aspects of party policy, the 
film was perceived to be a devastating cri- 
tique of the party's failures. The Yellow 
Earth's ambiguous schema, characterisation 
and choice of imagery were regarded as 
subversive by official critics. 

The book by sinologist Bonnie Mc- 
Dougall includes, along with the transla- 
tion of the shooting script, a detailed study 
of various interpretations of the film since 
its first screening. 

It is a scholarly treatise which largely 
draws on reviews and analyses in the Chi- 
nese and Western press as well as other 
unpublished sources. The readings are di- 
verse and contentious, elaborating on the 
film's connotative values and metaphori- 


cal allusions to ideological realities in 
present-day China. McDougall sets the 
cross-cultural discourse in the wider con- 
text of the general renaissance in the arts 
that flourished underground during the 
Cultural Revolution and that began to sur- 
face after Mao's death and his supporters' 
fall from power. 

The plot of The Yellow Earth is simply 
structured and paints a naturalistic picture 
of life in the arid, poverty-stricken, loess 
plateau of northern Shaanxi province. The 
strongly-hued, dramatic landscape, where 
Chinese civilisation began, was the in- 
spiration for the title. Feudal beliefs and 
practices underscore the peasants' rhythm 
of life. It is 1939 and the political winds of 
change seem hardly to have touched 
them. 

The story in microcosm throws into re- 
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lief the plight of teenaged Cuiqiao, her 
younger brother and their taciturn, philo- 
sophical father, a widower. An Eighth 
Route Army soldier from the communists’ 
Yan'an stronghold is billeted briefly with 
them. Through him, Cuiqiao learns of the 
party's educational and social reforms 
which free women from cruel and feudal- 
istic customs. Her forced marriage to an 
elderly farmer a few months later impels 
Cuiqiao to take control of her own fate. 
However, it is not Yan'an and all that it 
stands for but the Yellow River which 
claims her. The translated script captures 
the lyrical quality of the film and is marred 
only by the few inaccurately rendered 
screen directions and the occasional lapse 
into verbatim decoding. 

The book could have been better served 
by a more relevant selection of stills illus- 
trating some of the thematic concerns men- 
tioned in the text. The banality of the cap- 
tions is disappointing given the finely 
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drawn observations made in the book. 
The final statement must come from the 
author, who proclaimed The Yellow Earth a 
“moving poetic essay on human dignity.” 
m Angela Lee 





Walking the 
plank 


Trouble on Board: The Plight of International 
Seafarers by Paul K. Chapman. ILR Press, 
Ithaca, NY. US$32. 


To haul the cargo of expanded world 
trade more efficiently, the shipping indus- 
try has sharply increased the size of its 
ocean-going vessels. Even so, because of a 
host of technological innovations, ships 
carry smaller crews than before. They draw 
their workers from a global labour market 
that is more open and competitive than 
ever before. Today about three fourths of 
the estimated 1.2 million seafarers in the 
world are from developing nations, and 
the majority of them are Asians: from the 
Philippines mostly, as well as Korea, India, 
Burma, Pakistan and Indonesia. 

Have these Third World workers 
reaped substantial benefits from their new- 
found place in the global economy? No, 
answers Paul Chapman, an ordained Bap- 
tist minister who founded the Center for 
Seafarers' Rights in New York City and 
served as its director for nine years. Draw- 
ing on written reports from port chaplains 
across the world and on his own research 
in Halifax, London and Manila, Chapman 
concludes that most seafarers today endure 
many of the same abuses that plagued 
shipping in the days of the windjammer. 
Their wage rates are low (seafarers from 
China earn as little as US$29 a month), but 
poor pay is just the beginning of their prob- 
lems. 

Their hardships include physical pun- 
ishment, inadequate and unhealthy food 
and water, lack of health care, assignments 
to far-away jobs that don't exist, work with 
incompetent crews, confinement to unsea- 
worthy ships, and being left stranded at 
distant ports with no money to return 
home. Chapman illustrates each problem 
with horror stories, but one problem tran- 
scends them all: most seafarers have no 
system of voicing their grievances, either 
within their own shipping company or 
outside. 

Recruiters in some countries force sea- 
farers to sign an affidavit not to join a un- 
ion or complain about abuses to a port 
chaplain or any other outsider. The pen- 
alty for "any slight violations," a Manila 
recruiting agency reassuringly wrote a 
shipowner, means outright dismissal, for- 
feiture of all remaining wages, cancellation 
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of seaman certificates, and loss of reim- 
»ursement for repatriation. 

Chapman's indictment does not cover 
the dwindling number of vessels belong- 
ng to large ship operators with a reputa- 
tion to protect, but applies for the most part 
to those ships — half of the commercial 
vessels in the world — that fly flags of con- 
venience. Flying another country's flag has 
long given vessel owners special advan- 
tages — US-owned ships could serve whis- 
«ey to travellers in the Prohibition era if 
they registered their vessels in Panama. 
Today ship registration in Panama, Libe- 
ria, Honduras and some 35 other countries 
enables shipowners to escape taxes, health 
ind safety rules, unionisation and a wide 
range of other responsibilities. The impact 
on accountability is drastic, especially re- 
zarding treatment of workers. 

"In the past,” Chapman writes, “ship- 
»wners, whether gentlemen or rogues, 
were at least human beings with names, 
in office address, and a responsibility . . . 
»eople to whom one could appeal." The 
»wners' true home country does not hold 
hem accountable for violating the rights 
Xf the crew, but neither does the coun- 
ry of registration (with very few excep- 
ions). Nor do port cities, where shortened 
urn-around times of ships hinder the 
iuthorities, even if they can or want to 
ntervene. 

As an example of how some owners 
Hude responsibility, Chapman cites what 
! court uncovered about a vessel that ran 
iground in New Zealand. The registered 
ywner was a Liberian company, a subsidi- 
iry of a Japanese steamship firm. The 
:hip's documents were signed by another 
apanese company. In charge of operations 
vas a London firm. A firm registered in 
?anama but located in Taipei managed the 
ihip, but subcontracted the hiring of offic- 
'rs to a Taiwanese company and the hiring 
Xf ordinary seafarers to a Hongkong firm, 
vhich in turn relied completely on the 
Marine Department of the Burmese Gov- 
'rnment. No wonder the welfare of seafar- 
'rs gets lost in the maze. 

Somebody does care. The International 
[ransport Workers Federation and some 
f its affiliates have long tried to help, as 
'as the International Labour Organisation. 
Jf the 166 conventions adopted by the ILO, 
5 deal specifically with the problems of 
eafarers, but ILO standards are widely ig- 
red, even by many countries that have 
atified them. 

"There has been much praise recently 
or the benefits of the free market 
‘conomy,” Chapman writes, but, he asks, 
‘freedom for whom?" Not for seafarers. 
they move more than 98% of world trade, 
ind their industry is expanding despite 
he competition of air transport. Yet 
hey are caught in a legal black hole that 
eaves them utterly vulnerable. 

m Robert A. Senser 
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The domino 
stops here 


Asia and the Decline of Communism 
edited by Young C. Kim and Gaston 
]. Sigur. Transaction Publishers, New 
Brunswick, New Jersey. US$39.95. 


The collapse of European communism 
shook the world like no event since World 
War II, as the world we long knew disap- 
peared. But the shape of the new world is 
uncertain. Nowhere is this more true than 
in Asia, home to nearly all of the world’s 
surviving communist governments. 

Though staggered, the Far East's ruling 
communists have proven more durable 
than their Eastern European and Soviet 
counterparts. Only in Cambodia and Mon- 
golia have ruling communist parties given 
up the ghost. In China, North Korea and 
Vietnam, the will to hold onto power 
seems undiminished by winds of change. 

Some reasons for the 
different reaction of Asian 








and European communist 
parties to the changes set : 
into motion by former x 
Soviet leader Mikhail | 
Gorbachov should be obvi- : 
ous. Unlike in Europe, the 
emergence of communist 

rule in Asia did not result 

from international agree- " 
ments, nor have East Asian 
communists depended on 

the Soviet military to coun- 

ter domestic opposition. 
Most of Asia's ruling com- 


munists skilfully rode a ris- Ie eie | 


ing tide of class and na- 
tional resentment to power, 
and they have used a mix of indigenous 
repression and lingering popularity to re- 
main in government. 

Despite the ageing of the communist 
leadership in China, North Korea, Vietnam 
and elsewhere in the Far East and their 
political sclerosis, these regimes remain 
closer to their revolutionary roots than did 
the Soviet leadership and its imitators. And 
communist movements outside of govern- 
ment continue to play a larger role in the 
political life of several Asian countries — 
widespread poverty, inequality and pow- 
erlessness prevail through much of Asia, 
despite the region's economic growth. 

That said, Asia's communists cannot 
avoid being affected by the changes in the 
old Soviet Union and Eastern Europe. 
Asia's ruling communists have relied on 
Soviet economic and military assistance, 
technology, trade and political guidance. 
In addition, the economic paralysis that 
gripped late European communism has 
taken hold in Asia. In response, even China 
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and Vietnam have implemented market- 
oriented economic reforms. 

A book pondering the impact of the 
demise of European Communism on Asia 
is certainly called for. Unfortunately, this 
book does not fill the void. In part, this is 
the fault of history. The book went to press 
before the aborted Moscow coup and the 
final collapse of the Soviet Union. This 
problem affects the entire product; moreso, 
however, the lengthy discussion of Eastern 
Europe than that of Asia. 

But the book is also hindered by weak 
conceptualisation and a failure to tap a 
wider range of scholars. The voice of the 
Beltway intelligentsia — scholars who float 
between Washington's academic institu- 
tions and government offices — dominates 
the book. This voice is all too familiar, fill- 
ing, as it does, the mass media. The inclu- 
sion of dissenting intellectuals would have 
made for a more provocative volume. 

Conceptually, the book falters early on. 
A dated discussion of the demise of com- 
munism in Europe and the Soviet Union 
fills 100 pages. Little of the information or 

- analysis will enlighten the 

reasonably well-informed 
reader. And when an au- 
thor does hint at some- 
thing beyond conventional 
wisdom, as James Miller, 
director of the US Institute 
of Sino-Soviet Affairs, does 
in warning against exces- 
sive economic freedom, he 
has too little space to de- 
velop his arguments. 

The book improves 
when the discussion shifts 
to Asia. Though still ham- 
pered by the rapid pace of 
events, the book at least 
provides an overview of 
some of the key areas of 
Asian concern in the wake of commu- 
nism's demise: changes in US attitudes (i.e., 
away from concern about Soviet military 
strength towards concern about Japanese 
economic power), the military balance of 
power in the region, and the economic op- 
portunities and challenges posed by the 
opening of a new world. 

But this part of the discussion is hin- 
dered by its lack of breadth. Discussion of 
Indochina is glaringly absent. And the edi- 
tors' approach excludes discussion of com- 
munism as a political movement and of 
people as players in the act of democrati- 
zation. Only in the closing chapter, a dis- 
cussion of Taiwan, are parallels sketched 
between the pro-democracy movements in 
Eastern Europe and Asia. 

In the opening chapter, Gaston Sigur 
asks, "Can we expect to see the type of 
drama taking place in Europe on the stage 
in Asia?" A book that starts to answer that 
question remains to be written. 

m James Goodno 
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Politically important fertiliser subsidies should stay within budget. 


POLICIES 





Treading gingerly 


New Delhi lifts price controls on two types of fertiliser in a move to cut 
costly subsidies. But some economists are disappointed that it shirked 


more radical reforms. 


By Hamish McDonald in New Delhi 


ertiliser is not the sort of thing that 
normally stirs debate, but in India 
it holds a special place in the coun- 
try’s political economy. The gov- 
ernment has long subsidised the use of fer- 
tiliser in an attempt to boost agricultural 
production and to placate rural voters. 
Now at last, the administration of P. V. 
Narasimha Rao has pricked the ballooning 
cost of the subsidies — but in a way that 
has left many wondering whether the 
measure is a step in the right direction. 

“Worse than doing nothing,” was the 
verdict of one foreign analyst of the Indian 
economy. “One step forwards, two steps 
back,” said Ashok Gulati, director of New 
Delhi's National Council of Applied Eco- 
nomic Research. 

The step forward was the government's 
decision, announced on 25 August, to lift 
price and distribution controls on two 
types of fertiliser, phosphatic and potassic. 


However, the price of nitrogen-based urea 
is to remain controlled and will be cut by 
10%. In addition, price controls on low-con- 
tent nitrogenous fertilisers, removed in July 
last year, will be reinstated. 

While altering input prices, the cabinet 
also raised output prices for certain crops. 
It has not yet said whether the increase will 
be passed on to consumers. 

The fertiliser measures, adopted by the 
government, formed the main recommen- 
dations of a Joint Parliamentary Commit- 
tee set up to mollify MPs who were 
alarmed by a 30% increase in the price of 
urea in the July 1991 budget (for the 1991- 
92 fiscal year). 

With his consensual approach — exces- 
sively so, say some — Rao took the lead by 
giving blanket approval to the committee's 
report. As one government source put it: 
“The prime minister himself said the com- 
mittee had done wonderful work and it 
would be an insult to their intelligence if 
he rejected it. After that there was hardly 
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any scope for anyone to say anything.” 

New Delhi hopes the new measure: 
will keep the overall fertiliser subsidy 
within the budgeted Rs 50 billion (US$1.ś 
billion) for 1992-93. In the absence of the 
cuts in subsidies, outlays would have beer 
nearly Rs 65 billion plus a carry-over of R: 
14 billion from the previous year, sa 
finance officials. The subsidies totalled R: 
52 billion in 1991-92 and only Rs 19 billior 
in 1984-85. In the remaining six months o 
this fiscal year, the changes will achiev: 
savings of up to Rs 20 billion, leaving abou 
Rs 10 billion to be carried over to nex 
year. 

India is under strong pressure from th 
IMF to curb its government spending 
Finance officials now say they are confi 
dent that the latest reforms will enable th 
government to meet its target of reducin; 
the deficit to 5% of GDP. They say this wil 
be achieved thanks to a total saving in ; 
full year of Rs 44.8 billion by removin; 
fertiliser subsidies: Rs 36 billion for phos 
phate subsidies and Rs 8.8 billion for po 
tassium. 

But these savings will be offset b' 
higher subsidies on urea and by the rein 
statement of price controls on other nitro 
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genous chemicals. This could cut savings 
on the subsidy programme to about Rs 35 
billion in a full fiscal year, according to of- 
ficial estimates. Some outside specialists 
think the savings could turn out to be less 
than Rs 30 billion. 

The major criticism of the programme 
is the government's increase in the urea 
subsidy. Economists say there is no politi- 
cal reason for doing so as farmers have al- 
ready adjusted to a 30% increase in July 
1991. They also deride the government's 
decision to leave intact the current 
subsidisation scheme, despite strong rec- 
ommendations by the Finance Ministry 
that it be replaced. 

Called the retention-price scheme, this 
programme gives varying subsidies to In- 
dia's 30 major urea-producing plants. The 
size of the subsidy depends on their amor- 
tisation costs and assumes a 90% capacity- 
utilisation rate. Such a system encourages 
producers to overstate capital costs and 
understate capacity, as plants with higher 
per-unit costs receive a higher subsidy. 

Many of India's fertiliser plants are un- 
economic. In the past, the sourcing of 
equipment for the plants was determined 
by factors such as the availability of credit. 
In one extreme case, a government-run 
plant at Haldia in West Bengal has pro- 
duced not an ounce of fertiliser since its 
completion in 1980 because of mismatched 
machinery. 

In recent years, five urea plants have 
been built, drawing on gas piped from the 
Bombay High offshore fields. Gulati from 
the economic research council says that the 
cost of building similar factories in Indone- 
sia is 35% lower. 

Finance officials say they tried for two 
days to impress upon the parliamentary 
committee the shortcomings of the system. 
"It subsidises inefficient producers," one 
official said. “It would be very easy to get 
iway from it by giving a flat-rate subsidy.” 

The committee did propose a limit on 
he amount of “hidden” capacity on which 
?roducers could claim a subsidy, but said 
iny move away from the retention-price 
icheme should be studied by another com- 
nittee. 

"Industrialists have been given a free 
'and, irrespective of efficiency, to keep on 
"oducing," says Gulati. “They must be 
elebrating in five-star hotels." 

The government has retained other pro- 
ectionist measures designed to cosset the 
lomestic fertiliser industry. One is the de- 
ision to continue importing raw materials 
or phosphatic and potassic fertilisers by 
ne Minerals and Metals Trading Corp. at 
1e official rate of exchange of Rs 25.80 per 
JS dollar. The market rate under India's 
artially convertible currency is Rs 31.50, 

nplying these imports receive an 18% sub- 
dy. 


"y 
Finished fertilisers, except urea, will 
ow be imported at the market rate. The 


7 SEPTEMBER 1992 


government is also dismantling the 15% 
tariff on phosphoric acid, a raw material, 
which will lead to a cut in duty revenues 
of Rs 2.3 billion. 

Since the deregulation that took effect 
on 24 August, affected fertiliser prices have 
skyrocketed. The price of di-ammonium 
phosphate has risen 92% and that of 
muriate of potassium 194% 

Many farmers may cut back on these 
chemicals and use more urea instead. The 
result would undo decades of rural exten- 
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sion work which has stressed employing 
the appropriate mix of chemicals for opti- 
mum production. 

Some officials claim that the decon- 
trolled chemicals are used mostly for plan- 
tation crops and tubers, rather than for the 
staple cereals. However Gulati's surveys 
show that wheat farmers in the northern 
states of Punjab, Haryana and Uttar 
Pradesh — India's bread basket — use sub- 
stantial amounts of phosphates because the 
soil lacks this element. 

For the typical cereal farmer maintain- 
ing the right mix, the price deregulation 
and urea price cut will lead to an overall 
increase of 40% in the fertiliser bill, says 
Gulati. Fertiliser use could fall by 12% from 
the current level of 13 million tonnes and 
could lead to a possible 5% drop in annual 
cereal production or about 8 million 
tonnes. 

This forecast, however, ignores the ef- 
fects of a rise in producer prices, approved 
by the cabinet on 25 August. It decided on 
a 17% increase in the support price for rice 
and other crops grown during the mid- 
year monsoon season. Gulati said this 
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would offset the fertiliser cost increase to 


farmers. 

The higher procurement price could 
cost the government an extra Rs 3.6 billion 
if consumer prices are not allowed to rise 
proportionately. At the moment, there is a 


rice subsidy of Rs 400 a tonne and there is - 
no mention in the current budget of higher - 


food subsidies. These are officially ex- 


pected to total Rs 25 billion in 1992-93, . 


equivalent to 0.4% of GDP. 

Critics of this twin subsidy system point 
out that it fails to benefit either of its two 
main target groups: the agricultural small- 
holder and the very poor. Small-holders 
are essentially subsistence farmers who 
cannot produce sufficient surplus grain in 
order to buy fertiliser, subsidised or not. 
On the consumers' side, ration cards are 
available mainly in the four biggest cities, 
where they are used mostly by established 
residents and their servants, not the urban 

r. 

Another pitfall of the current scheme is 
the system of government procurement. 


Wealthier farmers are effectively taxed by | 


forcing them to sell their grain to the gov- 
ernment at prices half the global level. 
Pro-marketeers think the government 
should free domestic prices to allow grow- 
ers the opportunity to earn better returns. 
Rather than paying subsidies to farmers for 
inputs like fertiliser, water and electricity, 


the government should buy grain at mar- - 


ket prices and then sell it at subsidised 
prices to the poor. 


The government is said to be consider- _ 


ing a new agricultural policy to stimulate 
farm output that has grown slowly since 
the steep gains of the Green Revolution in 
the 1965-85. But the cabinet’s performance 


on the fertiliser issue does not suggest there 


will be bold moves on the issue. 

Finance officials at least feel confident 
they have stalled one of the parliamentary 
committee's more nonsensical proposals. 
The parliamentary committee had recom- 
mended a 35% cut in the price of gas 
feedstock for fertiliser plants, and that rail 
freight and gas pipeline charges be cut for 
the industry. This would merely shift the 
subsidy from one pocket to the other. 

The landfall price of gas for fertilisers is 
already 22.5% below the long-term level 
set in April 1992 by the Petroleum Minis- 
try. The World Bank says that subsidies on 
naphtha, another feedstock for fertiliser, 
cost the government US$1.1 billion (0.4% 
of GDP) in 1991-92. The suggested price cut 
would erase profitability in the state oil 
firms and discourage petroleum invest- 
ment, says Gulati. 

The officials think it will be “quite some 
time” before the government can return to 
the recurring problem of the urea subsid 
but that it cannot be put off indefinitely. 
“We have postponed the return to health 
of the urea industry,” one official said. “But 
it is better than nothing.” * 
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By Mark Clifford 
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exas Instruments had a simple ra- 
tionale for setting up a factory in 
! Malaysia in 1972: it wanted low- 
paid labourers to operate uncomplicated 
machinery. But the staff who have worked 
for the US electronics company during the 
past 20 years have witnessed a revolution. 
The factory is no longer just another Asian 
sweatshop; instead, it has become a cruci- 
ble for new techniques in industrial man- 
agement. 

The shake-up in work practices intro- 
duced at the plant in Penang in the past 
few years is emblematic of a new approach 
to Asia by Texas Instruments. While it is 
closing factories in the US and laying off 
|... workers, it is forging strategic alliances in 
|. Asia and taking stakes in new showpiece 
==> factories. (This is from a company so 
proud of its roots that its logo is in 
_. the shape of the state of Texas.) Re- 
~ search and development facilities, as 
= well as design centres, are also being 
-> opened in the region. 

Asia has become crucial to the 
Dallas-based company as a growing 
market as well as a cost-efficient pro- 

.. duction base. The company's sales 
.. in the region will total about US$1.5 
billion this year. Asia accounts for 
80% of the company's total non-mili- 
tary turnover (the company also has 
defence sales worth US$2 billion a 
year). 
^^ All of the firm's new capacity is 
being added in Asia, with the excep- 
. tion of a semiconductor plant in 
. Italy. In the past decade, Texas In- 
. struments has invested more than 
--US$1.5 billion in the region, and now 
has 15,000 workers on its payrolls. 
Marco Landi, the Hongkong-based 
president of Texas Instruments Asia, 
says the company plans to pour in “an- 
other billion dollars or more” in capital 
spending during the rest of the 1990s. 
— At its existing plants in Asia, Texas In- 
struments is trying to mould loyal, reliable 
workforces. The Penang operation for in- 
stance, has attracted a stream of visiting 
executives from the more developed coun- 
tries where Texas Instruments has manu- 
facturing plants. They are eager to see why 
staff turnover is only about half the level of 
that for other multinational electronics 
companies in Malaysia. 
About 85% of the 2,800 employees have 
worked at the Malaysian unit for at least 

































US electronics firm expands in Asia 


five years. Six hundred of them have been 
on the payroll since the assembly lines first 
started rolling, and they will be present this 
month at the plant’s 20th anniversary cele- 
brations. 

The managing director of the Malaysian 
operation, Jerry Lee, says the key to em- 
ployee loyalty lies not in offering higher 
wages or better amenities, but in giving 
workers more control over their jobs. Gone 
is the hierarchical style of management of 
the early days, when decision-making 
power was vested in overseas executives 
several stages removed from the shopfloor. 
(Lee is one of only three expatriates now at 
the plant.) 

Workers are encouraged to become in- 
volved in various aspects of the produc- 
tion process, and they are able to take their 
problems and suggestions direct to man- 
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agement. More than 90 intermediate or su- 
pervisory jobs have been eliminated. Now, 
fewer than 10 supervisors monitor produc- 
tion flows at a factory operating 24 hours a 
day, seven days a week. 

For its new ventures in Asia, Texas In- 
struments has had to acknowledge its cur- 
rent straitened financial circumstances. 
Cash-rich partners in Taiwan, Japan and 
Singapore have put up about US$700 mil- 
lion for three major facilities: 

p A US$300 million plant in Taiwan, in 
which Texas Instruments has a 26% stake, 
began volume production of memory chips 
earlier this year. The venture's other inves- 
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tors are Acer, the island's 


_ e Matsumoto - 






mpu- 


ter maker, and China Development Corp., 
which is controlled by the. ruling 


Kuomintang. 


py A US$426 million state-of-the-art semi- 


conductor venture in Japan, in which the 
US producer has a 25% stake, will be in 


production by the end of the year. It has 
the capacity to handle eight-inch wafers, 
which have about twice the memory ca- 
pacity of the current generation of six-inch 
wafers. Initial production will concentrate 
on leading-edge 16-megabit memory chips, 
but the company wants to shift to more 
custom-oriented chips over the next few 
years. 

P A US$330 million wafer-fabrication fa- 
cility in Singapore gives Texas Instru- 
ments substantial new capacity while shar 
ing the heavy capital risk of building new 
semiconductor facilities with three part 
ners. It also allows the company to lever 
age its technological expertise. 

The equity in the Singapore venture i: 
split between Texas Instruments and thi 
Singapore Government (26% each) anc 
Canon of Japan and Hewlett-Packard o 
the US (24% each). The wafer output wil 
be sold exclusively to Texas Instruments 
which is responsible for final assem 
bly and packaging. Hewlett-Packarc 
and Canon have the right to buy fin 
ished chips from Texas Instrument: 
The facility will be in volume prc 
duction next year. 

As another mark of its commi! 
ment to Asia, Texas Instruments la: 
year opened a wholly owned R& 
centre in Tsukuba, near Tokyo. H 
purpose is to bring researcher 
closer to the company's Asian cu: 
tomers. Scientists are drawing on th 
company's expertise in speech syr 
thesis and voice recognition to de 
velop products for the Japanes 
market. Voice samples are being co 
lected throughout Japan to develo 
the complex equations necessary fc 
computers to recognise huma 
|. voices. 

Texas Instruments has been 
pioneer of the shift into Asia t 
overseas producers — it set up i 
first semiconductor plant in Japan 
1968 — and it has long been a technolos 
leader. But it has been slow to seize mark 
opportunities. 

Perhaps the most dramatic example 
this came in the early 1980s when a grot 
of executives left the company and start 
producing IBM clones. This operatio 
Compaq Computer, was one of the bigg 
success stories of the decade. Meanwhi 
Texas Instruments was losing its way, pt 
ferring to stick with proprietary techn 
ogy instead of embracing the indust 
standard. 

The company that virtually spawn 
the semiconductor industry — with Ja 
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The key to the. monumental gate of the temple in Augusta Raurica. 
Weighing I 5 kg, this. bronze key typifies the power and strength of the Roman empire. 
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ilby's 1958 patent of the integrated 
was left trailing as demand shifted to 
ew low-power chip technologies. Rivals 
like Intel, Motorola and Hewlett-Packard 
carved out large, profitable niche markets. 
Texas Instruments was also hurt by a de- 
‘line in military spending. 

> As a result, the company’s global op- 
rations last year lost US$409 million on 
urnover of US$6.7 billion. Almost half of 
hat loss reflected non-recurring expenses, 
ostly associated with the streamlining of 
ts US facilities. But the company has also 
been hurt by a price-cutting war. Japanese 
and South Korean competitors, who have 
been particularly aggressive in the mass- 
market for computer memories. 

The bottom-line would have looked 
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BANKING 






o understand how the China con- 

nection is transforming Hongkong’s 
d banking scene, look no further than 
- -Ka Wah Bank. On the surface, Ka Wah is 
"an unlikely example. Only a few years ago 
| it was in deep trouble and was rescued 
. only by a government-orchestrated bailout. 
_ Today, however, no bank stock is more fa- 
- voured by analysts. 
“It is the purest China play around,” 
_. says Carmel Wellso, an investment analyst 
at Baring Securities in Hongkong. 
< The reason for such enthusiasm is sim- 
ple: Ka Wah has influential connections 
and access to deep pockets. It is 60%- 
owned by China International Trust & In- 
vestment Corp. (Citic), Peking's main over- 
seas investment arm. Other main share- 
holders are the People's Construction Bank 
of China, with 7.8%, and China Travel 
Service, with 4.696. 
.. In 1991, Ka Wah had assets of HK$12.5 
billion (US$1.6 billion), which made it the 
15th-largest bank in the colony. Its net 
profit for the first half of this year rose 41% 
from a year earlier to HK$60 million. 
." The walls of Ka Wah's international sec- 
tion are lined with "tombstones" recording 
transactions that the bank either led, or 
participated in, to raise funds for China- 
based companies. Ka Wah "is a market 
leader in a niche business," says John 
Mulcahy, regional head of research at Per- 
egrine. 
. Because of its connections, Ka Wah has 
à direct line to companies in China. As a 
result, the bank has become expert in ar- 
ranging debt for them as they expand. It 




























hina purist 


Hongkong lender prospers from Peking links _ 


has been especially active in project financ- 
ing, mainly through arranging loans for 
power plants, dams and manufacturing 
concerns. Generally, these credits have not 
been large, with most loans being in the 
order of US$15-30 million. 

Ka Wah is also looking abroad for busi- 
ness. The bank's US branches — one in Los 
Angeles, the other in New York — are in- 
volved in Citic-related projects, such as a 
steel mill in the US. It also plans to expand 
in Europe and has a representative office 
in London. 

Its syndications have been so oversub- 
scribed that Ka Wah can keep as much or 
as little as it wishes on its own books while 
pocketing the fees that make such transac- 
tions profitable. Moreover, Ka Wah has no 
worries about the foreign-exchange risk on 
such infrastructure projects, as the Bank of 
China provides guarantees to make foreign 
exchange available. 

Possibly one explanation for the Bank 
of China's receptive attitude is that the 
chairman of Ka Wah, Jin Deqin, was for- 
merly a high official at the bank and is cur- 
rently a Citic vice-chairman. "The best 
thing about [Ka Wah] is that they know 
where the deals are; they have the infor- 
mation," says Laura Grening, a bank ana- 
lyst at Smith New Court Far East. "Others 
have been trying for 10 years to find the 
appropriate business connections." 

But to explain Ka Wah's success as a 
result of such strategic relationships is to 
short-change the bank. "The top people are 
from Peking," Peregrine's Mulcahy points 
out, "but they do not just rely on their con- 
nections. They speak the language of 
Hongkong bankers; they don't just wait for 
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income from royalties and pi 






lion. During the first half: f this year, when 


the company made a net profit of US$112 
million on sales of US$3.6 billion, royalties 
totalled US$219 million. Most of the pay- 
ments come from Asian companies, and 
the company's lawyers are vigilant in try- 
ing to maximise income from these 
sources. 

Texas Instruments has always been 
strong in basic technology but it has con- 
sistently missed niche markets. Now that it 
has made a greater commitment to Asia, 
its challenge is to capitalise on the oppor- 
tunities offered by the world's fastest- 
growing electronics market. ui 


the deals to descend from Peking." 

Ka Wah's most recent initiative is a 
US$100 million China Fund managed by 
its brokerage arm, Ka Wah Capital, and 
N. M. Rothschild & Sons (Hongkong). Next 
on the agenda is a plan for Ka Wah Capital 
to get companies based in the Pearl River 
Delta to list on Hongkong's stock exchange 
by year-end. 

Few analysts would have predicted 
such a direction for Ka Wah just a few 
years ago. The bank was taken over by 
Citic in 1986 after it fell into severe finan- 
cial difficulties as a result of managers lin- 
ing their own pockets. Moreover despite 
its ownership, Ka Wah still has exposure 
to Hongkong. The bank has 30 branche: 
involved in retail banking and mortgage 
lending. In fact, to many analysts, it ap 
pears to have the best of both worlds 
Hongkong’s lucrative margins and China’s 
opportunities. 

As the deposit base of local bank: 
shrinks, thanks to negative real interes! 
rates, they are turning to fee income. As 
they do so, they must look with envy upor 
Ka Wah, which relies on fees for as muct 
as 30% of its income. Another large slice o 
its revenue comes from trade finance, par 
ticularly with China. And Ka Wah has fur 
ther expansion plans. The bank is believec 
to be among those in Hongkong which an 
lining up to bid for locally based Oversea 
Trust Bank. 

Ka Wah's energetic style, which resem 
bles that of Citic, contrasts markedly wit] 
the strategies of other China-related finan 
cial institutions. At the same time, Kal 
Wah is not stifled by the restrictions tha 
China has put on institutions based in th 
country. "They are smart and nimble,” say 
Richard Margolis, managing director o 
Smith New Court. "They are structured t 
minimise bureaucratic interference." 

But best of all from the perspective o 
fund managers, Ka Wah, unlike othe 
China plays, does not put much of its ow) 
money into the Hongkong propert: 
market. i 
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Philippine Airlines 


provides 
down to 
earth 
information 
while you're 
up in the 


As one of the world’s iéiding 
airlines Philippine Airlines 
understands that the 
frequent business traveller 
needs to keep in touch 
with what’s going on in the 
Asian region. 


That’s why it provides 
executive passengers with the 
most authoritative 
publication in Asia. 

The Far Eastern Economic Review. 
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| Delivers Asia’s Most Important Issues 
To Asia’s Most Important People. 
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Asia holds up major aircraft maker 
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the first half of this year show just 
how reliant the world's leading air- 


| TE allies of global jet-aircraft orders for 


| craft makers have become on Asia-Pacific 
| business. With orders in other regions con- 
| tinuing to fall after a disastrous retreat in 
| the past two years, Asia was one of the few 
; bright spots for aircraft salesmen. 


Asian carriers ordered 70 jet airliners in 
the first six months of 1992. This was just 
one more than in the same period a year 
earlier. However, Asia's share of manufac- 
turers’ order books rose to 42% from 31% 
in the whole of 1991. The latest orders 
amounted to US$6.1 billion and were 
placed by 10 airlines and one leasing com- 
pany: 

As recently as 1989, when worldwide 
orders peaked at 1,696, Asia accounted for 
only 13% of the total. In part, this reflected 
Asian carriers’ purchases of wide-body air- 
craft; airlines elsewhere tended to buy nar- 
row-body jets for shorter routes and there- 
fore bought more of them. 

The apparent consistency of the Asian 
orders in 1991 and this year is a reflection 
of the world's travel markets. While out- 
bound travel from Japan has yet to recover 
fully from the effects of the Gulf War be- 
cause of economic problems, intra-regional 
markets are mostly profitable. 

Even though yields are down because 


of competition, Asian carriers are generally 


far better off than their counterparts in the 
US and Europe. As a result of the financial 
problems of airlines outside Asia fighting 
the effects of the world economic slow- 
down with fare wars, the world's top four 
jet-transport manufacturers in the first half 
of this year racked up their lowest sales in 
nine years. Since November 1991, the four 
major US carriers — American Airlines, 
United, Delta and Northwest — have can- 
celled or deferred options and deliveries of 
around 340 aircraft ordered for the 1992-95 
period. 

Still further damage to order books is 


, expected from cancellations and deferrals 
| to come from the world's largest aircraft- 


leasing company, Ireland-based GPA 
Group. GPA was forced to abort a US$1 bil- 
lion share flotation in June because of a 
lack of investor response. The company is 
now holding talks with manufacturers 
about what is to happen to its orders and 
options to the year 2000 for several hun- 


| dred aircraft valued at US$11.9 billion. 


Some US$7.1 billion of this bill is scheduled 
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-to be paid before the end of 1994. 


In the first half of this year, only 39 o 
the Asian orders were new. Of the othe 
31, 10 were announced last year but onh 
formalised this year, while the remainde 
were conversions to firm orders of option: 
placed previously. 

The orders put Boeing way ahead of it: 
competition with 53 aircraft ordered fron 
Asia out of 111 worldwide. Fokker fol 
lowed with 10 from the region out of it: 
total of 11, while Airbus Industries had sb 
out of its total of 27 and McDonnell Doug. 


las had one out of its total of 13. 


The boom in worldwide aircraft order: 
in the late 1980s was based mainly on ex 
pectations that growth in travel market: 
would continue uninterrupted. Part of the 
scramble to place orders also resulted frorr 
concerns that busy production lines woulc 





be booked for years to come, possibly kill- 
ing airlines' growth unless they took a 
chance on ordering more capacity. 

Asian carriers’ orders peaked in 1990 
with 235, or 19% of the orders placed 
worldwide. From 1989 to 30 June this year, 
Boeing took 360 orders from Asia, followed 
by Airbus with 165 and McDonnell Dou- 
glas with 92. 

But these numbers are suspect because 
of double and triple-counting. In severa 
instances, an announcement by a manufac- 
turer of an intention to order was included 
in a year's figures, only to be placed again 
in the next vear's figures when a letter of 
intent was signed. It might also have been 
included in a third year's orders when a 
firm contract was reached. Observers say 
this accounting procedure not only gives 
manufacturers three bites at public rela- 
tions opportunities but also enables them 
to issue three statements about how the 









One of the foundations we've built 


our business on is confidentiality for 


our clients. 

Take this ad for example. Even 
though they could assist in attracting 
clients like yourself, we would not 
reveal our clients’ names. 

If you could talk to any of them, 
however, they would make no secret 
about our strengths. | 

Some would tell you we're a truly 
international bank with over 130 years' 
experience in Asia, and that because of 
our network's size, we can provide you 


with assistance in more countries than — | 


most other banks. 

Quite a few would talk about the 
variety of foreign currencies with high 
interest rates, and that we're a pioneer 
in the Asian Dollar market. While others 


would stress the economic and political 


soundness of Singapore. 


. Visit any of our international offices: * Singa 
* Brunei 51-55 falan Sultan Bandar Seri Begawan 


IDR 100,000,000 | a 
| 12.0000060p.a. | 


To open a Foreign Currency... [7 i 
Yes, I'm interested in investing in Foreign 


Deposit account, call (65) 530 3092 


or (65) 530 3087. Alternatively, visit - 


any of our branches worldwide. 


And in no time you'll be joining: 


our list of clients, 
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(6-month deposit) 














| ESP 10,000,000 
ECU 50,000 








| 9.875096 p.a. 
| 9.625096 p.a. 
| 9.125096 p.a. 
M$ 50,000 |  6250096p.a. 
iius | asics 


* Above are rates for deposits in Singapore, valid at press time. 


Standard % Chartered 
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j Currencies, Please send me details on how | 

. .l.feepenanaccount. - | 
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: Counityi. s | 

| Company: oss d 
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Designation: EOT up AE E MEL TA | 

pr enantio See (O) | 

Send to: i 

Standard Chartered Bank, _ | 

Foreign Currency Deposit Centre, gi 

6 Battery Road, Singapore 0104. x | 

Republic of Singapore. 5 | 

P TERRE 


pore 6 Battery Road, 1 Scotts Road 401-01 Shaw Centre or any of our 18 other branches 

2085 * Channel Islands Standard Chartered House Conway Street St Helier Jersey JE4 8PY 

* Hong Kong The Landmark 15 Queen's Road Central * Labuan 151 Jalan Tun Mustapha 87007 Labuan Federal Territory Malaysia 
De * London Mavíair 107/108 Park Lane London W1Y 4HY. Ms 















introduced YOUR 








Edu: People are noted and remembered in It's complete control of all your financi: 





















business for one of only two things. affairs at the touch of a button. 24 hou: 


Success or failure. a day, 365 days a year. 
a nee millions of dollars | ind it jas the noténtisl to entirel 
in a year and you'll be famous. Lose revolutionise the efficiency, productivi! 
the equivalent amount and you will and profitability of the way your compar 
be about as popular as a lamb chop - banks. Not because it's such a brilliant id: 
in a vegetarian restaurant. but because it's such a simple one. 
It's just one of the reasons. "d Destined, we believe, to become as indi 
why we'd strongly recommend you a pensable as the fax machine and mobi 
investigate Hexagon. T phone. (Only much less annoying). 
It may not, in fact, save (aie A more attractive bottom line 
company millions of dollars. But He i By handling affairs electronically, muc 
5 : point is, it cósild. And that, is a chance E of the inconvenience anode with norm 
au really ae t afford to miss. administration simply disappears. 


So what's the big deal? An obvious advantage for any busine 








Hexagon, quite simply, is desktop banking. E but possibly indispensable in the area | 


It takes all the essential facilities a bank international trade finance. 
can provide and puts them on your desk. Take the actual example of a sma 
Or, indeed, anywhere else you have trading company with less than 100 sta 


access to a computer and a phone line. "The added efficiency of Hexagc 














-in in opening Documentary Credits, slashed r 


: the telecommunications bill and im proved 
“the usage of bank trade credit to the n 
extent more Documentary Credits 
could be opened each day, 
Which in turn helped to accelera 
shipment cycles, turnover and profi 
| The sky's. the lini dg 
In the first year nd Ped 
US$150,000. That's US$150,000. 
Depending on your company size, 


the savings could be even greater. 


Consider the major financial | 


institution that streamlined its forex 
procedures, reduced its interest rates 
and increased staff prod uctivity two and 
a half times. It saved over US$2.2 million 
in a year through Hexagon, ] | 

Imagine how the person who introduced 


Hexagon there will be remembered? 
























| reduced the number of amendments needed ; 





The bottom line savings may actually only be 


the tip of the iceberg. (Albeit a very important tip). 


You'll also have created a ee that can 

react to, and match, the speed of the 
financial world it exists in. 

You'll have created a system that gives 

\ youa direct advantage over your competitors. 
And you'll have created a more efficient, 
leseesiluie ini profitable way of doing 
| business into the bargain. Or, of course, 
you could be the man who did absolutely 


| none of these things. 







And then you may 
be known for entirely 
different reasons. 


For more detailed 


information, please The Desktop Bank 


contact your nearest 





HongkongBank 


. The Hongkong and Shanghai Banking Corporation Limited —— 
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Hyatt Regency Singapore A Grand Room at Hyatt Regency Singapore is 
an altogether different experience for those travelling 
on a corporate budget. Each comes with lounge and 
bedroom areas that are as large as they are luxurious. 
Yet costs no more than most deluxe rooms. A shrewd 
economy. For with a Grand Room you'll find the 
luxury of space concentrates the mind wonderfully 
for business. 


HYATT 


AREE M 
AX AL Bn AP ORE 1562 " 





10-12 Scotts Road, Singapore 0922. Tel:(65) 738 1234 Fax: (65) 732 1696 


ee eee ee id iii RR 
For reservations and more information about Hyatt Hotels and Resorts worldwide, call your travel planner or your nearest Hyatt. 





order shows the market is picking up. 

The orders in the first half of this year 
show the domination of Boeing through its 
exclusive hold on the ultra-long-range mar- 
ket with its 747-400 model. Boeing has sold 
144 of these large airliners since 1989. 

The latest orders also show the advan- 
tage of continuity of development of a sin- 
gle type, as in the case of Boeing's small, 
twin-engined 737. The 737-200 is a short- 
range workhorse for various carriers such 
as Malaysia Airlines which have domestic 
services. Stepping up to stretched versions 
such as the 737-300 and 737-400 is less of a 
jump than switching manufacturers. 


One unusual development is the paral- 
lel ordering of similar types by Hong- 
kong's Cathay Pacific Airways and Thai 
Airways International. Both carriers or- 
dered the Boeing 777 and the Airbus A330, 
the future wide-body twins, in the expecta- 
tion that the airliners will be developed 
into larger versions than those initially of- 
fered. The real test of the airlines’ inten- 
tions will come when deadlines for con- 
verting options into firm orders arrive. 

There is more business expected from 
Asia this year, at least for Boeing and Air- 
bus, with probably 24 firm orders valued 
at US$3.4 billion. Not included in Airbus' 
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Change of pilot 


Civilian management installed at Thai Airways 


By Paul Handley in Bangkok 
hai Airways International's gloomy 
] skies cleared partly with the ap- 
pointment of a new civilian-domi- 
nated board on 7 September. The move 
ends a dark five years of control by the 
Thai air force and may set the stage for a 
financial turnaround at the carrier. 

Pandit Bunyapana, a senior official of 
the Finance Ministry, which controls over 
90% of Thai Airways’ shares, was ap- 
pointed chairman, replacing air-force chief 
Gun Pimarnthip. Chatrachai Bunya- 
ananta, the airline's longstanding executive 
vice-president and overall manager, was 
named president. He succeeds Air Force 
Chief Marshall Veera Kitchathorn. 

The appointments followed two weeks 
»f tension, during which the air force joc- 
«eyed to keep its grip on the airline, or at 
east the president's slot. 

Before the military's brief challenge, 
"rime Minister Anand Panyarachun ap- 
»eared to have won a free hand in his cam- 
Jaign to remove military nominees from 
he boards of state enterprises. The air 
orce, after all, had not objected when the 
;overnment decided in July to scrap an 
irticle of association that gave the airline's 
‘hairmanship to the head of the air force. 

Gun's abrupt decision to halt a 26 Au- 
just board meeting before it could name 
us replacement therefore came as a sur- 
ise. He later attacked Transport and 
-ommunications Minister — Nukul 
‘rachuabmoh for allegedly forcing outgo- 
ng president Veera to resign. 

These actions appeared to break a tacit 
greement between Anand and the mili- 
ary, leaving observers worried that Anand 
ad not, in fact, got the military under con- 
‘ol. Moreover, Gun was Anand's own ap- 
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Thai Airways: possible turnaround. 


pointment, having been made head of the 
air force on 1 August, when the prime min- 
ister sacked military leaders blamed for 
Bangkok's May massacre. One senior tech- 
nocrat speculated that Gun's challenge had 
been authorised by Supreme Commander 
Gen. Voranart Apichari. 

Such fears were short-lived. Gun did 
not even show up for the extraordinary 
shareholders' meeting that was held on 7 
September to accomplish what the earlier 
meeting had failed to do. At the meeting, 
shareholders elected a new board of 12 di- 
rectors that took office immediately. While 
Gun and another air force representative 
remain members, the military's presence 
contrasts sharply with the seven seats (out 
of 15) that it had before Anand became 
prime minister. 

Chatrachai's promotion to president 
could set the stage for the airline's recov- 
ery after its worst year. Thai Airways has 
been beset by planning problems and low 
staff morale for the past three years, as well 
as by constant allegations of management 
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figures is a 1991 order for five ultra-long- 
range, four-engined A340s that has yet to 
be announced officially by Shanghai-based 
China Eastern. 

China Southern, which is based in Can- 
ton, is also expected to order up to six of 
either the A330 or the 777, or both, by year- 
end. In addition, up to six firm orders and 
four options for A340s are likely from Phi- 
lippine Airlines, as well as four firm orders 
and two options for 747-4005. 

A further boost for Airbus could come 
if Singapore Airlines follows through with 
its stated intention to place seven firm or- 
ders and 13 options for A340s. " 


corruption. Both the carrier's international 
image and the quality of its services have 
suffered. 

Financially, things have been even 
worse. In the year to 30 September 1991, 
the airline posted its first-ever operating 
loss. Its bottom line, though, was dressed 
up with extraordinary items to show a 
profit of Baht 3.5 billion (US$139 million). 

In the first six months of the present 
fiscal year, the airline’s profit came in at 
only Baht 1.3 billion — 50% below projec- 
tions — though turnover met forecasts at 
Baht 294 billion. It has not explained a 
sharp increase in operating costs, which 
analysts say could not have been caused 
by wage and cost inflation alone. Crosby 
Securities forecasts that the carrier's profit 
for the full financial year will be only about 
Baht 2.3 billion. 

Chatrachai is widely credited with 
building Thai Airways into a solid interna- 
tional competitor that — in the mid-1980s, 
at least — compared favourably with re- 
gional stars like Singapore International 
Airlines and Hongkong's Cathay Pacific 
Airways. His rise was halted in late 1988 
when the new government of Chatichai 
Choonhavan and air-force chief Voranart 
combined to push Chatrachai and his team 
of professionals aside. 

The board changes, and Chatrachai's 
elevation, have not cleared the air com- 
pletely, however. Someone — possibly 
Gun — left behind a landmine in the form 
of damaging evidence of possibly corrupt 
dealings that implicates Chatrachai in 
particular. The material has been given 
to the Counter Corruption Commission. 
Chatrachai denies the allegations, but 
many believe they could force him out be- 
fore his mandatory retirement date next 
September. 

Changes are already afoot at Thai Air- 
ways, however. The carrier has announced 
plans for services to Cambodia, a market it 
had been locked out of by its own man- 
agement for the past 18 months. During 
that time, two private carriers with strong 
military connections have been registering 
high profits on the Bangkok-Phnom Penh 
route. * 
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Bumpy road ahead 


Japan's car makers hit by slumping demand 








By Louise do Rosario in Tokyo - 


() n à busy Sunday afternoon in cen- 
tral Tokyo, salesmen at a spacious 
Nissan showroom sit in a corner 
reading magazines. Only occasionally are 
they interrupted by the arrival of a poten- 
tial customer. “I hope sales will pick up 
later this year,” says one salesman, stirring 
from his languor. “If not, we'll be in trou- 
ble." 

Japan's biggest car makers are already 
in trouble. Most are expected to lose money 
this year, with demand weak at home and 
abroad. The domestic market, which ac- 
counts for 60% of sales, is not expected to 
recover for at least a year or two. Produc- 
tion and investment have been cut back, 
and the industry's implicit guarantees of 
lifetime employment are under threat. Nis- 
san has already announced that 3,000 jobs 
will disappear at its plants through natural 
wastage. 

“It’s the worst slump since 1945 because 
there are virtually no major growth oppor- 
tunities for Japanese car makers [in the 
foreseeable future] notes Steve Usher, a 
car specialist at Kleinwort Benson in To- 
kyo. This is ominous for the Japanese 
economy. The motor industry and related 
businesses employ 10% of the industrial 
workforce and account for 13% of total 
manufacturing output. 

Some analysts believe the car makers 
are facing more than just a cyclical down- 
turn, and that a fundamental shift in in- 
dustrial strategy is required. Critics have 
accused the firms of spending too much on 
the development of new models to win 
more customers at the expense of profit 
margins. Cost-efficiency, they say, should 
have primacy over market share. 

Sales of automobiles in Japan have been 
declining since May 1991. Showrooms 
moved only 288,682 units in August, à 
month-on-month decline of 16% and the 
lowest figure in 12 years. Sales of passen- 
ger cars with a capacity of less than 2 litres 
fared the worst. 

Factory inventories of cars have risen 
from a quarterly average of 310-370,000 
units in 1990-91 to an average of 400- 
600,000 units in the first six months of this 
year — a level not seen since the last down- 
turn in 1986. 

Car makers are not revealing the extent 
of their individual cutbacks in production. 
But output figures indicate the severity of 
the industry's problems. From April to 
June this year, car makers produced 3.07 











million units, a 10% fall compared with the 
earlier quarter. 

Despite the gloomy domestic and over- 
seas picture, and despite a scaling down of 
some expansion plans, car makers are com- 
mitted to bringing new capacity on stream. 
By 1995, says the Mitsubishi Research In- 
stitute, total Japanese production capacity 
worldwide will grow to 1.67 billion cars, 
up 8.4% from the 1990 level. 

But Richard Ko, an analyst at Barclays 
de Zoete Wedd in Tokyo, believes domes- 
tic car sales will not start to rebound until 
1994, and then will only show annual 
growth of 1.7%. This is a far cry from the 
record expansion of 10.4% achieved in the 
year ending March 1990. 

Then, the "bubble economy" of soaring 





Hard on the brakes 
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.— 1891 Total: 13.3 million units — 
Source: JAMA, Japan Automobile Dealers Association, BZW 


property and stock values fostered a cli- 
mate of rising expectations. A further im- 
petus to demand was the replacement in 
April 1989 of a 10-20% commodity tax on 
car sales with a 6% consumption tax. The 
consumption tax has been lowered to 4.5% 
this year, but it has not offset other nega- 
tive factors: a collapse in asset values, lower 
bonus pay-outs for Japanese workers and 
stricter parking regulations. 

Almost all the major car companies re- 
cently reported heavy declines in net prof- 
its in the most recent fiscal year, in contrast 
with the double-digit growth of previous 
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years. “[The recent figures] show how vul- 
nerable Japanese car makers can be: when 
volume comes down, so does profit,” says 
Usher of Kleinworth Benson. “It also 
shows the Japanese auto industry cannot 
be immune from economic cycles. Like 
other industries, it cannot grow forever.” 

The parent company of industry leader 
Toyota Motor showed a year-on-year de- 
cline in net profit of 40%, to ¥200 billior 
(US$1.6 billion), in the year to June. Sale: 
rose 4.4% to ¥8.9 trillion. Nissan's net prof 
it dropped 30.6%, to ¥54 billion, in the yea; 
to March, with turnover of ¥4.3 trillion 
Mazda Motor and Honda performed nc 
better during their financial years: net prof 
its dropped by 65.6% and 30.2% respec 
tively. 

Mitsubishi Motors bucked the trenc 
with a 7.2% increase in net profit to Y2; 
billion. Sales rose 10.4% to Y2.5 trillion i1 
the year ending in March. This improve 
earnings performance, though historical 
modest, was largely on the back of th 
company's strength in recreational vehi 
cles. These are larger family cars used fo 
camping and other outdoor activities. Eve 
so, Mitsubishi is expecting reduced earn 
ings for next year. 

Usher predicts that the current fisce 
year will bring worse news. Isuzu Motor: 
Mazda Motors, Fuji Heavy Industries an 
others may declare losses, as opposed t 
reduced earnings. Nissan has already ar 
nounced that it expects to suffer a first-eve 
loss of an estimated Y20 billion in the cu 
rent fiscal year. 

A major part of the industry's probler 
is that costs have soared and margins hav 
shrivelled since the late 1980s. Wages hav 
risen in an economy where labour is i 
short supply: the average Japanese work 
received a pay rise of Y10-15,000 a year b: 
tween 1988-91, compared with an annu; 
average of Y8-10,000 in earlier years. 

Car makers were big spenders on pla! 
and machinery during the cheap-mone 
era of the late 1980s. Such investments, e 
pecially those at home, were based on 0} 
timistic forecasts made when the econor 
was booming in 1988-89. "They were a; 
gressively retooling for the next cycle, b 
are now caught in a bind because all maj 
markets have grown weak at the san 
time," says one industry observer. 

Depreciation costs of machinery w 
peak in the next 12-18 months. Nissan, f 
example, will write down the value of fix 
assets by Y160 billion in the current fisc 
year, compared with Y25.6 billion in €t 
most recent 12 months. 

Another headache for car makers is t 
estimated US$6 billion worth of equit 
linked and other debts that need refinar 
ing. Some of the warrant bonds and co 
vertibles, issued by manufacturers durii 
the euphoric rise of the stockmarket, a 
almost certain to retire out of the money 

The car companies needing to cov 
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x a Perhaps he's read the Fortune 500 article, It buys security, privacy, confidentiality and saves 
which states that "Top US companies operating that most valuable of commodities — time. 

their own aircraft consistently outperform those An argument which may convince the financial 
who don't? fraternity. But will The Board buy it? 


Or perhaps he’s calculated that increasingly ——w—— In order to evaluate the business advantages of 





overcrowded airports equals delavs. equals Z operating a corporate jet, we've compiled The 
] y 8 J 


valuable time lost, equals postponed meetings, BAe Guide to Corporate Travel. 


equals inefficiency, and lost profits. For your copy, fax or send us your business card. 


With a corporate jet you decide your business It could be just the CORPORATE JETS F b. 


schedule, and the airports you take off and land at. sort of air mail you've been waiting for. 


Corporate Jets Limited (HTF29), Comet Way, Hatfield AL10 9TL, England. Fax: (0707) 253807. 


“I THINK FOSTER from FINANCE IS TRYING TO tell US SOMETHING? 
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- their cash-flow needs can borrow from the 
. banks or issue straight bonds to cover their 
. cash-flow needs. Either way, the days of 
© raising funds in the stockmarket at near- 
- zero cost are over for the foreseeable fu- 
' ture. Alternatively, they can generate cash 
internally, either by liquidating some of 
their hidden assets and risking capital 
losses or by digging into their reserves. 
Company executives have offered some 
evidence that they are re-thinking aspects 
= of their business operations. Nissan is con- 
sidering extending the current model cycle 
. from the average four to five years. Indus- 
- try specialists are also suggesting that the 
© procurement of parts should be re-organ- 
ised more efficiently. Currently, compo- 
. nents are tailor-made for each model; in 
. future, more parts may be standardised to 
fit different models. 
| So far, though, no manufacturer has 
- announced any radical changes to its in- 
. dustrial strategy. "Everyone is waiting for 
< Toyota to take the lead, and Toyota is prob- 
- ably holding out until things get worse,” 
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says one source. 5o far, Toyota has con- 
tented itself with announcing that capital 
spending will be chopped by 29% in the 
current fiscal year, to ¥410 billion. Nissan is 
to cut investment by 16.7%, to Y200 billion. 

One cost-cutting measure that is already 
on the agenda is the possible slashing of 
jobs. Other car makers have yet to an- 
nounce plans to follow Nissan's example 
of pruning the workforce, but overtime 
work and the number of part-time staff are 
being reduced at most factories. 

During the 1980s, Japan's motor indus- 
try was able to expand its way out of do- 
mestic downturns in sales by seeking 
greater penetration of overseas markets. 
Japanese cars increased their share of the 
US market to 30% during the decade, from 
20%. The Japanese share of the EC markets 
rose steadily though less dramatically dur- 
ing the same period. 

But overseas sales stagnated in the first 
seven months of this year, as a result of 
declining demand and import ceilings: 3.36 
million units were exported, compared 
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with 3.32 million units in the year-earlier 
period. A fall in orders from traditional 
markets has been disguised by greater 
penetration of new markets in Latin 
America and the Middle East, though this 
trend may not be sustainable in the long 
run. 

Asia is potentially a big market, but il 
accounted for only 9.8% of Japanese cai 
exports last year, compared with 36% ir 
the US and 22% in the EC. Exports to the 
US dropped by 13.2% in the first sever 
months of this year to 978,334 units. Dur 
ing the same period, exports to Germany 
the biggest European market, plunged by 
16% to 265,000 units. Exports to Asia fel 
by 0.3% to 329,392 units. 

Japanese companies with manufactur. 
ing bases in the US have seen sales fall a: 
rival domestic producers offer discount: 
and enjoy the benefits of a "Buy America 
campaign. The transplanted producers are 
now also subject to stricter local-conten: 
rules if they want their cars to be classed a: 
domestic products. u 
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THAILAND : Still on track 





Vying For The World's Exports: 
Thailand's Export Promotion Drive 


Thai export goods are widely 
spread across the world. The 
products with the made in Thailand 
label can be found in most of the 
countries. The blossom of Thai 
export industry is dynamic. 


Thailand's exports have maintained one 
of the world's highest growth rates over the 
past four years, averaging almost 2596. Exports 
in 1991 totalled more than US$28 billion making 
Thailand the world's 25th largest exporter. 
While the export growth should slow during 
1992 in response to global economic conditions, 
projections still see a respectable increase to 
roughly $34 billion. 


The key to Thailand's export growth has 
been the country's aggressive policy to diversify 
its export base over the past decade. Farm 
shipments have dropped from 6896 of total 
exports to 1796. Today, Thailand's exports 
consist more of textiles, computers and 
components, integrated circuits and jewellery, 
than rice, its traditional export mainstay. 


The Director-General of the Department 
of Export Promotion, Oranuj Osatananda, 
is confident about the continued strong growth 
of exports. On the other hand, she warns, “At 
this point we cannot be complacent. We are at 
the edge. There is more world competition. We 





have to adjust, improve our products without 
adding to the cost." 


"This," she says "involves the use of 
more hi-tech equipment in production so that 
we can increase quality even more." 


It is here that the role of the DEP grows 
in importance. It is the Thai Government's 
designated export promotion agency, under the 
Ministry of Commerce and, thus, is responsible 
for advising the government on all matters 
relating to promoting export efficiency. 
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Overseas, the DEP operates through its 
own network; through Thai Trade Centres 
in Europe, America, Australia, Japan and 
Hong Kong, as well as through Commercial 
Counsellors’ offices. 


Department of Export Promotion 
Ministry of Commerce, Royal Thai Government 
22/77 Rachadapisek Road, Bangkok 10900, Thailand. 
Tel: 511-5066-77, 513-1909 Telex: 82354 DEPEP TH 
Fax: (662) 512-1079, 513-1917 
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Eastern promise 


Hongkong developers flock to Shanghai 





By Henny Sender in Hongkong 


ongkong businessmen attending 
H official ceremonies to inaugurate 

new projects in Shanghai are easily 
identified: they are the ones carrying their 
ties. "We used to wear them," says Selwyn 
Mar, president of Sincere Co., which is con- 
structing a department store in Shanghai. 
"But we were the only ones." 

These signing ceremonies are becoming 
more frequent as the nexus grows between 
Hongkong money and Shanghai develop- 
ment. A year ago, Hongkong property de- 
velopers kept their distance from China. 
No longer. Hutchison Whampoa, for in- 
stance, on 3 September announced the lat- 
est in a series of deals: a 50% stake worth 
HK$1.4 billion (US$180 million) in Shang- 
hai's container port. 

Virtually all the major Hongkong 
property developers have a foot in 
the door, including Sun Hung Kai 
Properties, Shun Tak Holdings, Sino 
Land and Hang Lung Development 
Corp., as well as Li Ka-shing's 
Cheung Kong Holdings and 
Hutchison Whampoa. "Having 
eaten southern China, Hongkong is 
now eating the rest of China," says 
one Bankers' Trust staffer. 

Whether the new enthusiasm for 
Shanghai is justified remains to be 
seen. This is the second wave of in- 
vestment to take place away from 
booming Guangdong province. The 
first round, in the mid-1980s, left 
Shanghai (and Peking) with too 
many hotels and occupancy rates as 
low as 30%. 

So severe was price discounting that 
one general manager confessed to a Ja- 
panese banker that the theft of a single 
towel would make the difference between 
a profit and a loss on a booking. 

During the same period, the large-scale 
construction of office properties on the 
western side of Shanghai, near the air- 
port, seemed sensible. That was until the 
municipal authorities suddenly decreed 
that the thrust of development should 
lie to the east, in the city’s Pudong 
district. 

Hongkong investors claim to have 
learned from the unhappy experiences of 
the early pioneers. They have even worked 
out how to tackle China's chaotic transport 
system. Flights to Shanghai are booked 
several months in advance, though return 
flights are simpler to arrange. To guaran- 
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tee themselves a seat on a Shanghai-bound 
aircraft, most Hongkong interests keep an 
employee of China Eastern Airlines on a 
retainer. 

Hongkong developers are insisting on 
greater control of construction standards to 
avoid repeating the mistakes made by 
other foreign companies. For example, one 
French developer pulled out of a hotel 
project in Peking, claiming that shoddy 
materials and slipshod workmanship 
would cause the structure to collapse 
within a few years. 

In some ways, Shanghai is not the obvi- 
ous investment choice. But southern China 
is losing its appeal. “Every province builds 
in Shenzhen. Even remote provinces are 
putting up high-rises,” complains one 
Hongkong developer. “Why do they need 


us?” 





Shanghai: world of murky legal rights. 


As Shenzhen becomes saturated, 
would-be property magnates are moving 
beyond the boundaries of the special eco- 
nomic zones into a world of murky legal 
rights. “The people who are doing things 
[just outside Shenzhen] aren't experts," 
says S. C. Liu, managing director of Hang 
Cheong Surveyors in Hongkong. "They are 
mostly in trade. There are bound to be 
problems." 

In contrast, Shanghai has the political 
blessing of Peking, a more extensive 
(though some would say antiquated) infra- 
structure and superior human capital. 
Moreover, potential joint-venture parties in 
Shanghai seem more professional than 
their southern counterparts. 

Hongkong-based Hang Lung, for exam- 
ple, has a 70% stake in a Shanghai residen- 
tial property development. Its partners are 
a real-estate company under the auspices 
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of the municipal government, with 25% o! 
the equity, and its district equivalent, witt 
the remaining 5*6. 

Finding partners can be tricky; negotia 
tions over the duration and terms of lease 
holds can be far more difficult. Hotels suct 
as the Shanghai Garden (a joint ventur 
involving a subsidiary of Nomura Securi 
ties and the Hotel Okura chain of Japan 
have been restricted to a 20-year leasehok 
in which to recoup their investment. How 
ever, the Shanghai authorities are becom 
ing more accommodating, and leasehold 
of 50 years, sometimes 70 years, are bein; 
granted. 

The lack of market information can als 
be problematic. Supply and demand are 
matter of guesswork. Signs have sproute 
up all over Shanghai promising that con 
struction projects will be finished in 9 
days, or less. Even Hongkong developer 
accustomed to the territory's frenzie: 
building activity feel uneasy at thes 
claims. 

The alternative for the more cautiou 
developers is to wait to see how thei 
competitors fare, but that poses its ow 
risks. Prices in Shenzhen for commercii 
property can amount to as much a 
, HK$21,500 per square metre, ac 
cording to Hang Cheong Surveyor 
Many observers believe that in onl 
two years prices in Shanghai hav 
approached this level. "Two yea! 
ago, you could wait for capital aj 
preciation," warns one broke 
"Now it is dangerous." 

One businessman has assumed 
worst-case scenario in mapping ot 
his strategy: to acquire the best loc. 
tions and build as quickly as poss 
ble. “Pudong will be overbuilt," I 
says. “When you hear the plans, 
scares you to death.” 

It is for that reason that Hon; 
kong money prefers the old city - 
the Pudong development zor 
which the authorities are promotin 
Hang Lung, for example, intends to beg 
construction of its residential complex 
the centre of Shanghai. 

In the near term, developers can on 
hope for an attractive return on their i 
vestment if they cater to overseas deman 
However, developers must solve the pro 
lem of existing tenants. They are now bu 
ing marginal land to which they intend 
transfer those occupying prime develo 
ment space. 

There are other uncertainties ahead. T 
authorities have the right to repossess re 
estate at any time, and to determine t 
amount of compensation. At the end of t 
day, there are two conceivable nightmar 
Either the projects will be so unattracti 
that the authorities will have no desire 
claim them or they will be so lucrative tt 
the temptation to confiscate will be 
resistible. 
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INDUSTRY 


Russian 
roulette 


South Koreans wary of 
Moscow gamble 


By Tai Ming Cheung in Moscow 


outh Korea formally agreed on 1 Sep- 
tember to help Russia convert much 


of its defence industry to peaceful 
purposes. But while some South Korean 
companies are rushing to capitalise on 
early investments, most are taking a cau- 
tious strategy. 

The agreement, signed by the former 
Cold War rivals’ industry ministers, calls 
for the establishment of information, train- 
ing and other exchanges to inform South 


Korean companies of business opportuni- | 


ties in Russia. Seoul and Moscow especially 
want to promote joint ventures and hi-tech 
transfers in the defence sector. 

Russian officials hope that the strengths 
of each country's industrial base will help 
forge a close working relationship. Presi- 
dent Boris Yeltsin will visit Seoul on 16 
September. 

“We have the technology, know-how 
and cheap labour, while South Korea has 
the manufacturing capacity and financial 
resources," says Mikhail Bazhanov, chair- 
man of the Russian Government's Conver- 
sion Committee. 

The defence industry was regarded as 
the most advanced and efficient economic 
sector in the former Soviet Union. It ac- 
counted for more than one third of Soviet 
economic output and employed the coun- 
try’s top scientists and most educated 
workers. Much of this industry is located 
in Russia. 

Gennady Kotchetkov, a conversion spe- 
cialist at the Institute of USA and Canada 
in Moscow, says executives from South Ko- 
rea and Taiwan have been active in explor- 
ing investment opportunities in Russia's 
arms industry while businessmen from 
other Asian countries have mostly ignored 
the sector. Bazhanov says Japanese compa- 
nies are primarily interested in acquiring 
natural gas and mineral resources. But he 
admits that interest by Japanese companies 
has been low even in these areas because 
of strained diplomatic relations between 
Moscow and Tokyo resulting from Japan's 
claim to the Kurile Islands. 
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S on the beach overlooking the Gulf of Siam, close by 


two of Thailand's best 18-hole golf courses, our new five- 
star resort, Meliá Hua Hin, is the perfect incentive getaway 
for your high achievers. Luxury facilities include 297 spacious 
sea view rooms, Spanish, Continental and regional cuisine, 
landscaped pools, myriad sports activities, a kiddies' club 
- even a roof-top helipad. Guests combining business 
with leisure benefit from superior convention facilities 
including a 625-seat ballroom. Naturally, Meliá's inspired 
fusion of Spanish hospitality and the cultural heritage of 
Thailand's royal resort creates winning theme parties that 
can be tailored to your taste. At Meliá Hua Hin we give 


you the best of both worlds. 


Melid Hua Hin 
Meliá Hoteles 


€ Grupo Sol 








South Korea is keen to exploit Russia's 33/3 Naresdamri Road, Hua Hin 77110, Thailand. Tel: (66-32) 511210 Fax: (66-32) 511211 


metal-processing sector, one of the world's Meliá hotels in Asia: Meliá Bali Sol (INDONESIA) * Meliá Hua Hin (THAILAND) * Meliá Kuala Lumpur (MALAYSIA) 
eading developers of advanced metal al- Meliá at Scotts (SINGAPORE) * Meliá Jakarta, Meliá Purosani, Yogyakarta (INDONESIA 1993) 

Am PE ; Other hotels in: ANDORRA * BRAZIL * COLOMBIA * CUBA * DOMINICAN REPUBLIC 
oys. Among the companies seeking Rus- | MEXICO © RUSSIA « SPAIN + VENEZUELA 
šan expertise is Samsung Aerospace, For information and reservations in Asia, please call (65) 3343332, UTELL International, Delton Reservations or your 
travel consultant. Toll free reservations in North America: Tel. 800-3363542 and UK: Tel. 800-282720 
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which has been cooperating with the Cen- 
tral Aero-hydrodynamics Institute in Mos- 
cow to develop advanced composite mate- 
rials for aircraft. Lucky Goldstar has also 
held talks with Russian arms makers in a 
bid to acquire advanced metal-manufactur- 
ing methods. 

In addition, South Korea is interested in 
aerospace, telecommunications and elec- 
tronics technology. Analysts believe the 
acquisition of aviation technology from 
Russia would significantly bolster South 
Korea's aviation industry. Thedor 
Timofegev, commercial director of Mos- 
cow Aircraft Production Group, one of 
Russia's largest makers of jet fighters, says 
South Korean companies have approached 
his concern to discuss making the Iluyshin 
114, a business jet. 


TRADE 


Just deserts 


By Shada Islam in Brussels 


It may seem odd to offer trade privileges 
meant for poor countries to exporters 
that are, in some cases, richer than the 
importers. But that is the case for the 
Generalised System of Privileges granted 
by the EC to Hongkong, Singapore and 
South Korea. The 21-year-old scheme 
was intended to help the world's poorest 
countries gain preferential access to the 
EC by means of low tariffs, but some of 
the beneficiaries have come a long way 
since then. By 1989, Singapore and 
Hongkong enjoyed a living standard 
10% higher than Britain's. 

Now, the EC is planning to drop the 
three countries from the list of deserving 

— countries as part of a preferential-trade 

deal due to be announced by the Euro- 
pean Commission in the next few weeks. 
If all were to go according to plan, the 
. trade revisions would go into effect in 
.. 1994. Some officials say the three NICs 
should be elbowed out so that the EC 
can be more generous in the tariff con- 
cessions offered to poor countries. (The 
other Asian NIC, Taiwan, was never in- 
cluded in the scheme, because it was not 
officially recognised by the EC.) 

But bureaucrats fear that any move to 
` "graduate" the NICs could strain the EC's 
" commercial'and diplomatic links with 
s Asia. The US excluded the three coun- 

fries ‘from its preferential trade regime in 
1989, but for the EC — which imports 
US$30 billion worth of,goods under its 
schemi&each year — it is one of the few 
such measures it has to offer Asia. As a 
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Daewoo Heavy Industries has already 
acquired the technology to build pilotless 
helicopters. The company is also undertak- 
ing to manufacture aircraft disk brakes 
with Russian companies. 

South Korean companies have ex- 
pressed interest in setting up joint ventures 
to produce consumer goods for the Rus- 
sian market. Analysts say the Hyundai 
group is exploring the possibility of open- 
ing a car-assembly factory in partnership 
with a former arms plant in Volga. 

But while some South Korean compa- 
nies have shown great interest in investing 
in Russia, analysts point out that most are 
reluctant to do so because of growing con- 
cerns about the country's economy. Even 
companies that have invested large sums 


pulling back. Indeed, President Roh Ta: 
Woo met with heads of the country's lead 
ing conglomerates in August in an effort tı 
get them to invest in Russia. 

Russia's defence industry has been par 
ticularly hurt this year by the government 
slashing 85% of orders for military good: 
As a result, many arms makers are on th 
verge of closing their doors. 

“In such a volatile environment, 
would be foolish for any company to jum 
in," a South Korean businessman says. 

Russian officials, however, warn that 
Asian companies continue to wait on th 
sidelines, they could lose out on opportt 
nities in the defence industry. The officia 
say US and European companies are als 
showing interest in forming joint venture 


in Russia are beginning to show signs of 


result, the system has taken on dispro- 
portionate significance for many Asians. 
East European and North African states 
have signed special agreements under 
which they will be charged even lower 
tariffs by the EC. 

It is not known what impact the loss 
of trade privileges will have for the three 
NICs. The scheme covers a wide range of 
exports from processed pineapples to 
computer memory boards and has 
helped the three countries expand their 
exports to the EC. South Korea and Tai- 
wan enjoyed a combined surplus with 
the EC of US$8.8 billion last year. Singa- 
pore had a US$645 million deficit. 

The removal of trade privileges could 
provide a fillip for several EC industries, 
notably electronics manufacturers which 
are lobbying hard for the removal of 


Hongkong exporters facing higher tariffs. 
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with Russian arms makers. 


trade privileges. Tariffs on most electron- 
ics goods are 14%, while under the 
scheme, electronics firms can export to 
the EC duty-free but are subject to quo- 
tas. "We think the EC should stop giving 
benefits under the Generalised System of 
Privileges to countries with advanced 
manufacturing facilities," says Eckhard 
Runge, secretary-general of the European 
Electronic Component Manufacturers 
Association. 

South Korea lost its EC trade prefer- 
ences for 18 months because of its lack of 
copyright protection for EC pharmaceu- 
tical products. But it was restored in 
January, after Seoul agreed to improve 
its protection of intellectual property. 

If outright exclusion of the Asian NICs 
is regarded as too controversial, some 
trade officials have suggested that Brus- 
sels should “modulate” its trade conces- 
sions, according to the “sensitivity” of 
the product and the competitiveness of 
the exporting country. 

“Highly advanced nations” whose ex- 
ports directly compete with EC products 
(such as electronics, steel and some 
chemicals) would be given less generous 
trade concessions. In contrast, non-com- 
petitive exports (such as brushes, um- 
brellas and gloves) from poor Asian 
countries would be given completely 
duty-free entry. But this idea may be too 
complex to administer, in view of the 
competitiveness of certain products even 
from poorer countries, such as China. 

The graduation debate has overshad- 
owed one significant improvement be- 
ing considered by Brussels. There are 
suggestions that the current system of 
special zero-duty quotas on certain items 
imported by the EC from the developing 
world should be replaced by a more lib- 
eral regime under which all quantitative 
limits would be abolished. a 
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IMD. has. designed a four-week pro- 
gram, “Managing Corporate Resources” 
(MCR), to provide senior business unit 
and corporate managers with the perspec- 
tive needed to mobilize a business unit. 


This intensive program builds on the 


experience of participating managers 


-. (usually 15- 20 years of business experi- 
ence) and is based on inter-active and 
action-oriented. learning methods. 


"The first week of the program concen- 
trateson identifying the key success factors 
that generate competitive and cooperative 
advantage within an industry sector. 

Week two develops the linkages 


between corporate business policies and 
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business unit strategy. In addition, parti- 
cipants select among optional course 
streams to create a tailor-made opportun- 
ity to develop basic skills in one or two 
functional areas of expertise which are of 


interest to them. 


Weeks three and four examine how to 


mobilize a business unit through organi- 


zational structure and people's talents. 
"I consider my new found IMD experi- 
ence a major survival factor,” was how 
one participant summed up the program. 
Recent program sessions have been 


attended by up to 50 Business Unit and | 


Senior C -orporate Managers, from over. 
twenty countries across all continents, e 


For a copy of our MCR ebon lease write or pial ae Registrar, 


| E (Direct line ++ 41 21 6180255). 
International hi stitute for Management Development (IMD), PO. Box 9 , 1001 Lausan: 
icc coc febre ar 2 SISO. Faxit 41-21 6180707. |. Tix: 4 | 45587 














information is essentia 





"Opportunities 
can stare you 
in the face 
one day...and 


| blow up in your 
z face the next." 


Vietnam today represents one of the most exciting business 
opportunities of the decade. Many talk of it being more promising 
than China. None talk of it as being easy. True to form, the Far 
Eastern Economic Review recognised the potential E... 

early and is the only international publication with 

a permanently manned bureau in Vietnam. A constant [therice bow! 
flow of invaluable information is now generated BÍ S 
through the knowledge and intimate contacts of | Way 
Review correspondents. This often vital information ve | 
on Vietnam is unavailable through any other sources. 





Didn't you want to make a deal 
in Taipei recently ? 
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Global business contacts are merely national expertise is in-depth familiarity 
local business contacts spread out over a with local conditions. 
wider area. Are you planning sales, production or 
This is particularly true in banking. For investment outside your own market? 
international activities, it i5 normal to con- Speak to UBS, Switzerland's leading bank 
sult a bank with international experience. and one of only a few AAA banks world- 
And the most important part of inter- wide. 


UBS. The bank of experts. 





UBS in Asia, Australia and India: Tokyo, Osaka, Hong Kong, Singapore, Taipei, Bering, Seoul, Sydney, Bombay. Head Office: Union Bank of Switzerlanc 
Bahnhofstrasse 45, CH-8X021 Zurich. 
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— edges towards bank bail-out plan 


he debate over whether Japanese 
T taxpayers should bail out troubled 
private financial institutions has be- 
un in earnest in the wake of the an- 
ouncement in late August of a fiscal- 
timulus package. The proposed ¥10.7 tril- 
on (US$86 billion) programme of new 
ash, tax cuts and redirected funding in- 
luded endorsement of the idea of setting 
p a quasi-public entity that would buy 
eal estate held by banks as collateral 
gainst their non-performing loans. 
Lenders' stability is less at risk now that 
1€ Nikkei index of Tokyo stocks has risen 
9% above its mid-August floor of 14,300. 
ut a clear consensus exists that some 
Yechanism is necessary to clean up the 
wess left by aggressive domestic lending 
uring the 1980s. This is needed to prevent 


1e economy from slowing further as well 


s to shore up the banking system. Busi- 
ess confidence, as shown in the Bank of 
ipan's quarterly survey of sentiment 
mong corporate managers, has been 
umping. Private economists say Japan 
ill be lucky if GDP grows by 2% in the 
ear to March 1993 after expanding by 
3% in the previous year. 

Mitsubishi Bank and Industrial Bank of 
ipan, two supposedly stronger financial 
istitutions, have been asked by the Fed- 
'ation of Bankers Associations of Japan to 
'ork with the Ministry of Finance to pro- 
uce a plan for the new company by the 
id of the year. No details have emerged 
1 the size of the institution, on who will 
wn it, on how it is to be financed and 
ianaged, or on what criteria will be used 
1 the pricing of land to be purchased by 


Nonetheless, senior bureaucrats, bank- 
s and politicians agree that the govern- 
ent will be forced to provide some form 
‘subsidy to the new organisation if it is to 
'hieve its goal of helping to alleviate pres- 
ire on banks' balance sheets. "Banks have 
ough non-performing loans now to war- 
nt this type of approach," says one sen- 
r finance official, who adds that the re- 
nt slowdown in loan growth has added 
'gency to the matter. 

Tacit agreement on tax incentives has 
ready been achieved. Once collateral is 
ld by a bank to the new organisation at 
‘low the value it is held on the bank's 
Oks — a near certainty in the present 
operty market — the bank will be able to 
aim a tax deduction against its non-per- 
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forming loan. The tough nettle remains the 
question of direct government funding for 
the organisation, which has been dubbed 
the "Real Estate Resolution Corp." in the 
local press. 

Japanese banks are doing their best to 
shape the debate to their benefit. Since the 
beginning of September, Dai-Ichi Kangyo 
Bank, Sakura Bank and Kyowa Saitama 
Bank have all announced cuts in expendi- 
ture, either through a reduction in salaries 
and expense accounts or through the con- 
solidation of branch networks. Most secu- 
rities analysts see the steps taken, however, 
as largely superficial and unlikely to con- 
vince the public that banks deserve to be 
able to dip into the public purse. 

Analysts say that public opposition to 
any direct bail out is particularly strong 
and emotional because most Japanese hold 


Sentiment slumps 





the financial institutions responsible for 
driving up home prices to stratospheric 
levels during the 1980s. “Most people be- 
lievésthat the whole price should be paid 
by the banks themselves,” says Keisuke 
Iwasake, a senior economist at Sanwa Re- 
search Institute. 

Nonetheless, say analysts who have 
studied the extent of non-performing loans 
held by the banks, there is little chance pri- 
vate financial institutions could put up suf- 
ficient cash by themselves to make the new 
organisation effective. 

“Tt is unlikely that the private financial 
sector could provide more than Y1-2 tril- 


lion in capital, far less than even the most. 


conservative estimates of non-performing 


loans," suggests Robert Feldman, an econo- 
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tral bank, which was the most profitable: 


ONCHT CONI 


: pany will further delay the restructuring - 


the scope of the problem." 





mist at ano Brothers in Tous 3 

Loans held by financial institutions on. 
which no interest is being paid, are esti- 
mated to total Y20-30 trillion. Losses after 
liquidation from domestic real-estate lend- 
ing alone are calculated by Jardine Fleming 
Securities analyst Bernard Siman at ¥7 tril- 
lion. The true amount of bad debt carried 
by the banks should become clearer in the 
next few weeks; Finance Minister 
Tsutsomu Hata pledged in late August that 
his ministry would soon provide more 
complete figures on the real level of none 
performing bank loans. : 

Most bankers and analysts believe tha 
a number of public bodies will eventually. 
be tapped to finance the new company. 
These include: the Bank of Japan, the cen-: 


























entity in the country last year; the postal: 
savings network; and the public pension. 
system. The latter two have sufficient sur-: 
plus funds to provide capital to the. 
scheme, unlike the central g government it- 
self. It is already expected to issue deficit- 
financing bonds to pay for the growth in. 
public investment committed to under the. 
28 August emergency package. j 

Another key issue that must be ad- 
dressed in the negotiations is the question 
of which institutions will benefit most from 
the scheme. It remains unclear whether .. 
housing-loan companies and other non- 
bank financial intermediaries with close 
ties to the banks, some of which are in deep — 
trouble, will be allowed to participate. 
Many analysts worry that the new come 


that is needed in the overcrowded finan- 
cial industry by keeping alive lenderg 
which are effectiv ely insolvent. i 
“The incentive structure is key,” says - 
Salomon's Feldman. “You want to buy at 
prices which make sense and you do not. 
want to reward bad investment decisions —__ 
or excessively risky behaviour." The worry 
is that the establishment of the new. 
company will seriously hinder, rather than- 
advance, the cause of financial-sector re- 
form. | 
Bureaucratic politics is also complicat- - 
ing matters. Analysts at broker W. I. Carr- 
say that à wide range of organisations - 
could be brought into the negotiations on 
the structure of the new entity. These 
include: the Ministry of Finance and the- 
Bank of Japan, which regulate banks; the- 
Ministry of International Trade and Indus 
try, which regulates non-banks; the Post | 
and Telecommunications Ministry; Fisher- . 
ies and Agricultural Cooperatives; and- 
various Liberal Democratic Party commit- 
tees. 
“The prospect of a neatly-packaged, s 
politically palatable solution is not that - 
good in the short-term," says one Ameri- 
can banker in Tokyo. "They are just at the 
stage where they are getting to grips with 































COMPANIES: 


In safe hands 


inancial expert Chumpol Na 
F Lamlieng has been named to take 

one of the plum jobs in Thai busi- 
ness: the presidency of Siam Cement Co., 
one of the country’s leading blue chips. 

The 45-year-old Chumpol, currently 
. one of two executive vice-presidents, will 
.. assume the post on 1 January. By taking 
over at Siam Cement, he will also become 
head of an industrial group that has an- 
nual sales of Baht 85 billion (US$3.4 bil- 
lion). 

He will replace Paron Israsena, who is 
retiring after eight years in the job. At 65, 
Paron had his retirement postponed twice 
so that he could lead the group through 
Thailand's rapid economic expansion in 
1987-91. His legacy is one of clean business 
ethics and high standards of quality and 
accountability. Together, these have made 
Siam Cement one of the most respected 
companies in Southeast Asia. 

Chumpol, who has been with the com- 
pany for two decades, is highly thought of 
in Thai business and government circles for 
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THAILAND 


his financial skills and conservatism. How- 
ever, he had been considered the under- 
dog in the succession stakes because of his 
relative youth and his less-than-outgoing 
personality. 

The favourite had been Siam Cement's 
other executive vice-president, 30-year vet- 
eran Tawee Butsunthorn. In the past few 
years, Tawee has been more open in dis- 
cussing Siam Cement's development plans 
and its views on national economic policy. 

Nevertheless, few if any question 
Chumpol's ability to lead the group. Nor is 
it seen as likely to stray, under his hand, 
from the steady course it has followed 
since it was established nearly 80 years ago. 
The company still bears a royal imprima- 
tur, with the Crown Property Bureau hold- 
ing a 37% stake. (Another significant stake 
is owned by Siam Commercial Bank, in 
which the crown agency is also a major 
shareholder.) 

Even though it has diversified over the 
past five years, the group has retained its 
unofficial role as a leading expression of 
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Thai industrial-development policy. I 
August, for example, it took up a share in 
state-backed aromatics plant — the centre 
piece of a new petrochemical complex - 
after two other investors, the US-base 
Exxon group and Thai Oil, backed out. 

Paron’s legacy, however, includes som 
significant challenges for Chumpol. Th 
biggest will be maintaining profitability i 
a difficult economic environment. Th 
cement and construction-materials indu: 
try is adding capacity while demand | 
slowing. Siam Cement executives have sai 
that some expansion plans might be de 
layed. 

At the same time, a challenge has bee 
presented by the entry into the cemer 
market of Thailand's TPI group. The mov 
by TPI threatens Siam Cement's 60% shar 
of the cement market. 

The group also faces financial threat 
One is interest costs, which have climbe 
as the group's debt-equity ratio has rise 
to roughly 2:1. Rising depreciation charge 
are cutting into profit, too. 

Chumpol will also inherit Paron's ter 
tative plans to invest oversees. The grou 
will soon open a ceramic tile plant in tł 
US. It is also exploring markets and man 
facturing opportunities throughout Ind 
china. m Paul Handie 
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The world is now on a fast track towards economic regionalism, while multilateral 
trade negotiations have been put on the back burner. If that is where political 
forces are headed, so be it. But it is no reason to accept specious economic argu- 
ments that seek to justify the formation of regional trading blocs. 
.. Principal among these is that regionalism is a stepping stone to globalism — 
that trade creation within regional arrangements will serve the cause of world 
trade expansion. The beauty of this argument is that it is difficult to prove or 
disprove. 

There is no concrete evidence yet to suggest that the formation of the North 
American Free Trade Agreement (Nafta) among the US, Canada and Mexico will 
inhibit inter-regional trade or divert investment away from other regions. The 


same is true of the EC, whose single market is not due to come into operation until 


January 1993. 

Developing countries are playing atchup to these two super blocs, reviving 
various schemes for regional integration: By the time these structures are 
completed, it may be too late to discover whether regionalism results in an inward- 
looking iim mar creates fortresses rather than islands of enhanced mutual 

— | . commerce. World Bank officials, however, 


: “clear limits to the progress that regional 
arrangements can make in liberalising the 
most difficult and most heavily protected 
areas" of world trade. 


needs to be conveyed more forcefully to 
the negotiators of regional pacts. They 


cosy local arrangements on the wider 
world. 

World Bank officials would do well to 
broadcast more emphatically their concern 
that regional initiatives' diversion of effort 
from multilateral trade negotiations could 
weaken the latter's prospects for success. 
Evidence of this is obvious in the sorry 
state of Gatt's Uruguay Round. Officials 
of the Washington-based Bretton Woods 
institutions (the World Bank and IMF) now privately suggest that the “political 
will" no longer exists to complete the round successfully. 

"Asean's mooted free-trade agreement aside, Asia is as yet mercifully free of any 
kind of formalised economic arrangement. What if, instead of following the herd 
down the road to regionalism, protectionism and ultimate perdition, Asia were to 
seize from the US the torch of free multilateral trade? 
ome in the Bretton Woods camp believe this is now the only hope for the 
world « economy. After all, trade among East Asian countries advanced by no less 
than 17% in US dollar terms in 1991. Growth in world trade, meanwhile, slipped to 
just 3%, compared with around 8% during the late 1980s. East Asia's share of total 
world trade is now around 20%. 
~ It might be argued that this shows East Asia is ready for its own form of 
regional trade and economic integration. The size of East Asia's imports relative to 
those of other regions certainly suggests it has economic if not political leverage 
against the outside world. 

Yet, as Bretton Woods officials also point out, Asia's economic success has been 
predicated largely upon a kind of borderless production which has flowed fairly 
freely among nations. Openness will continue to serve Asia better than protection- 
ism. The region has a chance to demonstrate this boldly by eschewing retaliation 
against more timid and fear ul actions elsewhere. @ Anthony Rowley 
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“say. experience has shown that there are 


This is an important message which - 


frequently know little — and perhaps — 
care less — about the impact of their 
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The Hotel Royal Taipei. 
Contemporary refinement and 
sophistication that’s 


reminiscent of Old World charms. 


Along with uniquely 
personalized service that helps 
make a stay memorable. 
Experience it. 


hotel royal taipei 


37-1, Section 2, Chung Shan North Road, Taipei, Taiwan 


Tel: 2-542.3266 Telex: 23915 Fax: 2-543-4897 


s nikko hotels international 


For reservations, call your travel agent, 
the nearest Japan Airlines office, LRI office 
or Nikko Hotels international, 

Hong Kong 7394321, Tokyo 03-5441-4321, 
Toll free in U.S. and Canada 
1-800-NIKKO-US (645-5687), 

Toll free in UK. 0800-282502 


THE GRANDE COLLECTION OF HOTELS 
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Subscription Service Form 


7 Start my subscription for one year. 
Please return the below coupon with your 
payment to your local office. 


^J Change my address. 
For fast service, enter your new address and 
subscription number below and fax or mail 
the coupon to our Hong Kong office. 


ao Kita-Otemà 
| Chiyoda-ku, Toky 
die ae 32700251 F 
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ietnam's economy made a sur- 
prisingly strong recovery in the 
first eight months of 1992. A year 
ago, it was reeling from the 
abrupt loss of Soviet aid and trade with the 
Soviet-led former communist bloc. This 
year, the currency has rallied, inflation has 
been reined in and the country has chalked 
up its first foreign-trade surplus in decades. 

The currency has risen nearly 35% since 
the beginning of the year, to Dong 10,900 
to the US dollar. Late last year, it was trad- 


| ing at 14,700 to the dollar as Vietnam strug- 
| gled to find hard currency to buy imports. 


The dong’s recovery reflects Vietnam's 
success in balancing its trade account, to- 
gether with massive support operations by 
the central bank. Earlier this year, the State 
Bank of Vietnam sold locally over US$200 
million in foreign exchange and gold to 
halt the currency’s collapse. | 

However, Hanoi may have been too 
successful. Trading companies which 
bought goods for export when the dong 
was weak have suffered enormous losses 
because of its appreciation. Exporters of 
rice and industrial products argue that they 
need an exchange rate of Dong 11,200- 
11,500 to the dollar to make a profit. 

Some economists fear that further cur- 
rency strengthening could cause exports to 
fall, possibly even prompting a recession. 
Ironically, the State Bank is now spending 
hundreds of billions of dong to buy up sur- 
plus hard currency in an attempt to pre- 
vent the dong from going higher. 

Inflation, which averaged over 60% in 
1990 and 1991, had fallen to an annualised 
rate of 25% by August. Economists at- 
tribute the sharp drop to the government's 
efforts to reduce the budget deficit and end 
subsidised credit for money-losing state 
enterprises. The government also sold 
Dong 800 billion (US$73 million) of treas- 
ury bonds in the first half, which raised 
funds for capital projects and soaked up 
excess liquidity. 

Exports in the first six months reached 
US$1 billion, up 28% from a year earlier, 
when the trade crisis was at its height. Im- 
ports fell slightly to US$870 million, result- 
ing in a US$155 million trade surplus, the 
first in recent memory. 

Export growth was fuelled by crude-oil 
sales, which rose 46% to 2.5 million tonnes 
in the first half. Vietnam aims to produce 
5.4 million tonnes of crude this year, up 
from 3.9 million tonnes in 1991. Almost all 
of it will be exported. 

Rice exports reached 950,000 tonnes by 
the end of August, just 50,000 tonnes less 
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VIETNAM 
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Bumpy recovery 


than the total for all of 1991. Officials : 
pect to export 1.6-1.9 million tonnes of r 
by the end of the year. Grain output is: 
pected to surpass last year's record harv 
of 21.7 million tonnes by roughly 2 milli 
tonnes. 

This bumper crop is a mixed blessi: 
however. The government's efforts to c 
trol monetary growth caused a shortage 
capital to buy rice, either for export or 
internal use. As a result, huge surplu: 
have built up, particularly in the fer! 
Mekong Delta. Rice prices have fallen to 
low as Dong 800 a kilogramme. 

While this has played a major role 
stabilising inflation, it has also anger 
farmers. Food prices have fallen 7.4% sit 
December, while prices for manufactur 


Inflation abate 





products, including agricultural inpi 
such as fertiliser, have risen 13.8%. 

Industrial production, which dropp 
by more than 5% from 1989 to 1991, ralli 
by nearly 17% nationwide in the first 
months of this year. But it plunged 10% 
July in Ho Chi Minh City, Vietnam's e 
nomic hub, before rising by 1.4% in Z 
gust, due to a flood of cheap smugg! 
goods, mostly from China. 

Despite Vietnam's success in overco 
ing last year's crisis, many economi 
doubt it can achieve the 6.4% GDP grow 
projected for 1992. With the collapse of 
former Soviet ally and the continued - 
embargo, it has a hard time attracting 1 
investment needed to boost growth. 

The government has issued licences . 
461 projects worth US$3.5 billion over | 
past five years. But by the end of July, o1 
US$900 million had actually been spent 

@ Murray Hieb 





TAIWAN 


ycoon's arrest sought 

^ Taipei court on 7 September 
sued an arrest warrant for 
Jung Da-ming, head of the 
lualon group, after he failed 

) appear on charges of 

Weged involvement in the 
ountry's biggest stockmarket 
-andal. Oung and his 

rother, You-ming, were 
harged last year with breach 
f trust and document 

"rgery in connection with the 
15922 million scandal. You- 
ung, who jumped bail, is 
elieved to be residing in 
falaysia. 


IALAYSIA 
eansing the air 


ie government on 5 
ptember imposed an 
mediate ban on new 
lustries that use CFCs or 

lon gases. The decision 
Judes a reduction of current 
lustrial activity using CFCs 
halon. A panel was also set 
to monitor the import of 

's and halon. 


APAN 
T buys US software 


telecommunications giant 
&T on 3 September said it 
n a US$110 million contract 
supply a new traffic- 
nagement and 

ninistrative system for 


SEPTEMBER 1992 


IIVI 


e- 
z 
e 
m 
3 
E 
t^ 
A 

15 
a 
5 
C 
o 
m 





BRIEFING 








Nippon Telegraph & 
Telephone. Japan's largest 
telecommunications 
operator needs new 
software to help its current 


system cope with digitalisation 


as well as demand. The 
company's revamped system 
is expected to begin operating 
in 1994, 


Hi-tech rivalry eased 


Matsushita Electric Industries 
and Sony of Japan and Philips 
of the Netherlands have 
agreed to make their patents 
on digital compact cassettes 
and mini-discs mutually 


accessible. Matsushita uses the 


cassette format, while Sony 
prefers the disc format in its 
digital products. Philips uses 


both formats. The agreement is 


expected to help the 
companies reduce a bitter 
rivalry resulting from the two 
technologies. 





SOUTH KOREA 


Pohang's China venture 


Pohang Iron & Steel, the 
country's largest steel maker, 
will put up half the US$97 
million required for 
construction of a Chinese tin- 
plate mill in Shanghai next 
year, company officials said. 
The mill, which is to have 
annual capacity of 120,000 
tonnes, is aimed at reducing 
China's dependence on tin 
imports. 





INDIA 
Hyundai contract settled 


Hyundai Heavy Industries 
agreed on 3 September to 
build a petroleum-production 
complex at the Neelam gas 
field in the Arabian Sea 

near Bombay after 
withdrawing a request for 
modifications in a US$527 
million contract. The South 
Korean company's request had 
delayed the signing of the 
contract that was awarded in 
May by the Oil and Natural 
Gas Commission. The complex 
is to be completed in May 
1994, 
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HONGKONG 
French bank expands 
Societe Generale said on 7 


September that it will buy 49% 


of Crosby Securities, a 
Hongkong-based brokerage. 
The French bank will 

initially buy 30% of Crosby, 
which had revenue of US$4 
billion in 1991, then increase 
its stake in the next few 
months. Neither Societe 
Generale nor Crosby disclosed 
the price paid. 





PHILIPPINES 
Investment from Taiwan 


Two Taiwan companies, 
Tuntex and Far Eastern 
Group, plan to invest US$1.6 
billion in the country, 
according to Liu Po-lun, head 
of the Taiwan Economic and 
Cultural Centre in Manila. 
Tuntex is to invest US$1.1 
billion in the cement and 


Office vacancy rates 
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textile sectors, while Far 
Eastern plans to invest US$500 
million in the petrochemical 
and textile sectors. 





CHINA 


Price controls lifted 


China lifted price controls for 
570 industrial materials on 1 
September. The move will 
allow companies to set prices 
for such goods as petroleum 
asphalt, lead, aluminium, 
lubricating oils and grease, 
some steel products and most 
machinery and electronic 
goods. The government plans 
to remove price ceilings on 
materials sold by state 
enterprises such as crude oil, 
refined oil and steel after 
production quotas have been 
met. 


Kumagai Gumi venture 


Kumagai Gumi (HK) on 3 
September said it has formed 
a joint venture to develop the 
Yangpu Development Zone 
on Hainan Island. Kumagai 
will have a 30% stake in 
Hainan Yangpu Land 
Development. Other major 
shareholders are units of 
China International Trust & 
Investment Corp., Peking's 
main overseas-investment 
arm; Industrial & 
Commercial Bank of China; 
Bank of China; and Cheung 
Kong (Holdings) of 
Hongkong. Kumagai signed 
a 70-year contract with 
Hainan authorities in 

August for the zone’s land-use 
rights. 
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here is a a growing sense of opti- 
mism in the Philippines about the 
country's economic prospects. 
ae Even recent investment delega- 
Fons from Taiwan and Singapore have 
"been impressed with the commitment of 
the Fidel Ramos administration to the kind 
¿of reforms that will stimulate further 
growth. Yet investors and government of- 
. ficials should not get too carried away at 
| this early stage of the Ramos presidency. 

. Jose Cuisia, governor of the Central 
| Bank of the Philippines announced on 28 
| August that the government will float 
| US$100 million of three-year bonds by 
“November. The announcement of this is- 
“gue was followed on 7 September by one 
_ from Finance Secretary Ramon del Rosario 
that Philippine Long Distance Telephone 
PLDT) in October will issue US$300 million 
-of convertible preferred shares. 

J. P. Morgan will be the lead under- 
writer for the government bond issue, 
"while Credit Suisse First Boston will be the 
lead manager for the PLDT issue. The tel- 
ephone monopoly offering will be for pre- 
ferred shares with 5% annual yields that 
can be converted to common shares within 
three years. 

Se PLDT's offering appears to be part of a 
«| comprehensive financial restructuring pro- 
gramme. Proceeds of the offering will help 
=; the company reduce the finance costs on 
P | its P19.1 billion (US$822 million) debt. 

| In August, PLDT restructured foreign 
..| debt of US$210 million, or 28% of total 
"long-term loans, by retiring it through a 
inew loan with better repayment terms. 
Analysts say the debt-for-debt swap will 
result in a tax savings of P700 million. 

^ With this financial manoeuvre, brokers 
expect PLDT's after-tax earnings for this 
year to climb to P5.1-5.6 billion from P4.9 
billion in 1991. But the strengthening of the 
| peso in the past month will cut into rev- 
i enue, as 58% of the company’s toll revenue 
is US dollar-denominated. The savings in 
oreign-debt servicing, however, will offset 
some of the reduced US-dollar revenue. 

. The offerings by the central bank and 
PLDT represent the first test of the Philip- 
pines’ creditworthiness in international fi- 
nancial markets since the country's debt 
default in 1983. World financial markets 
-are nervous, and even countries such as 
| Indonesia — which has a large external 
| debt like the Philippines but is not tainted 
| by default — have not had it easy floating 
| international bonds. 

| Timing could also hamper the issues. 
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i Bankers warn that an oversubscribed PLDT 
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issue could leave investors with shallow 
pockets when the government bonds are 
offered. “What I don’t understand is why 
the central bank will let PLDT go to the 
market at the same time,” a banker says. 
“In our experience with such sovereign 
bond offerings in the region, we alw ays 
first require a clear market.” 

Nonetheless, central bankers are opti- 
mistic that the government bond issue will 
fly. Cuisia emphasises that the offering 
date was advanced because of the keen in- 
terest expressed by underwriters. 

It would be a major accomplishment for 
the Ramos administration if both offerings 
are a success. But finance officials should 
make sure that the central bank and the 
telephone monopoly do not hurt each 
other as they rush to tap new-found eu- 
phoria about the Philippine’s economic 
prospects. m Rigoberto Tiglao 





In the furious flurry of debate in Hongkong 
over covered warrants, the most valuable 
contribution has come from Philip Tose, 
chairman of Peregrine Investments Hold- 
ings. He said on 2 September that firms 
wanting to issue these warrants, which are 
effectively a type of call option, should not 
be able to do so without permission of the 
company issuing the underlying stock. 

Of course, it is purely coincidental that 
Tose is local tycoon Li Ka-shing's stockbro- 
ker. Investors know better than to think 
Tose is a mere mouthpiece; it is perfectly 
clear that the Peregrine chief has their in- 
terests at heart. 

The ostensible issue at the centre of the 
controversy is the regulations. governing 
the issue of covered warrants — options to 
purchase a share at a pre-determined price 
at some point in the future. But the real 
issue is control over share prices. 

The debate Pegan a few months ago, 
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when not one but two s wanted to i 
sue covered warrants on Jardine Strateg 
shares on the same day. There were cri 
that the whole business of covered wa 
rants was getting out of hand. 

After all, there are now 213 warran 
and 37 covered warrants outstanding, ar 
Hongkong investors have taken to the 
like a duck to water, since they offer 
highly leveraged exposure to movemen 
in the underlying share price. On 8 5e 
tember, turnover in these instruments t 
talled HK$230 million (US$30 million), tl 
equivalent of one fifth of trading on tl 
bourse. 

Listed companies have been lobbyir 
the stock exchange to tighten up the r 
quirements under which the bourse allo 
firms to issue covered warrants. These a 
instruments which are covered by the ne 
essary number of underlying shares in t] 
event of all the warrants being exercise 


(. Some listed firms seem to think that the 


shares would be harmed if the issuer 
covered warrants were unable to meet d 
mands for the underlying scrip. 

This fear appears to ignore the fact th 
the stock exchange does have prudent 
requirements to ensure that issuers of co 
ered warrants are adequately capitalise 
Indeed, most of the issuers are compani 
like Salomon Brothers and Barclays : 
Zoete Wedd, hardly names to frighten bu 
ers of their paper. 

No, the bigger question revolv 
around control of the market. What list 
firms do not like is the idea of the tail wa 
ging the dog: independent operators, su 
as a merchant bank, issuing paper back 
by their underlying shares. If the size 
the covered-warrant market continues 
grow, movements in its prices could affe 
the value of the underlying shares. 

If controls need to be tightened ar 
where, it is on the issue of covered wi 
rants by shareholders of listed compani 
In a place like Hongkong, there is alwa 
the possibility of shareholders manipul. 
ing the price of either the warrant or t 
share or both. 

In any case, listed companies are fig! 
ing a losing battle. As soon as the « 
change's automated trading system is 1 
and running — in late 1993 or early 19 
— Hongkong will be able to establish 
share-options market. Then it will be ev 
harder, perhaps impossible, for any list 
firm, however large, to control its sh: 
price. Tose will make even higher prof 
preparing for the inevitable than in tilti 
at windmills. — m Nigel Hollow 
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The Commerzbank report 
on German business and finance 9/92 








at the heart of Europe's slow growth 


Whereas the massive surge in Ger- 
man imports in the wake of unification 
spurred economic growth signifi icantly 
throughout the rest of Europe, and is 
still supporting demand, Germany's 
tight monetary policy is increasingly 
being held responsible for the currently 
sluggish growth in Europe - if not world- 
wide. Its high interest rates are giving rise 
to criticism at home and abroad. 

In a very narrow sense, a tight monet- 
ary course in Germany undoubtedly has 
an impact on Europe as a whole: slow 
growth in Germany reduces its demand 
for imports. Beyond this, though, it is 
argued that, given fixed exchange rates in 
the European Monetary System (EMS), 
Germany's partners are being forced to 
pursue unduly restrictive monetary poli- 
cies themselves. But is this the full story? 


Flexible rates no solution 


If exchange rates within Europe were 
as flexible as the DM/dollar rate, some 
countries could afford to loosen the 
monetary reins given their progress on 
the inflation front. Yet lower interest 
rates could prove to be a test for the 
anti-inflation credibility acquired in 
recent years. Perhaps their currencies 
would lose ground against the D-mark, 


triggering inflationary expectations 
which would render the whole operation 
counterproductive. 


Other EMS countries which still have 
fairly high inflation rates would presum- 
ably risk massive depreciation if they 
veered from their current monetary 
course. Hence it is conceivable that, 
without the discipline of the EMS, some 
countries would even be forced to raise 
interest rates merely in order to keep 
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"Long-term interest rates 
demonstrate the powerful 
influence of expectations." 


exchange rates at current levels. How- 
ever, in some cases controlled devalu- 
ation might reduce tensions that have 
built up. 

Would long-term interest rates in 
Europe be lower if exchange rates were 
not fixed? Under the present regime, 
they range from just 
under 14% in Italy to 
slightly more than 896 in 
Germany, whose rates are 
still the lowest, even 
though consumer price 
trends are now higher 
than in other EC coun- 
tries. This clearly demon- 
strates the powerful in- 
fluence of expectations, 
which are not swayed by 
bursts of inflation, as in 
Germany, or by short- 
lived declines, as we may 
be seeing in countries 
where weak economic 
activity has pushed in- 
flation below what the market expects 
over the medium term. 

The long-term rates of Germany's 
European neighbours, which are more 
important than money-market rates in 
terms of demand, would be unlikely to 
come down as long as German rates were 
attractive and exchange-rate movements 
could be expected to draw investors into 
the German bond market. 

All in all, then, the real issue is not the 
exchange-rate mechanism but to what 
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extent the markets perceive that inflation 
in Europe is firmly under control. If the - 
EC countries take the Maastricht treaty 
as a blueprint, there is not much room for 
easing in any country. Indeed, a general 
shift in monetary policies away from the 
treaty's anti-inflationary stance would 
represent a more resounding vote 
against Maastricht by European govern- 
ments and central banks than any refer- 
endum could deliver. If, in a similar 
situation, the monetary policy pursued 
by a future European Central Bank 


deviated significantly from that steered _ 
by the Bundesbank at present, it would 
in effect be ignoring the core of the 
Maastricht consensus. " 
It is to be hoped, though, that the 
implications of Maastricht for monetary 
policy will become more widely recog- 
nised. Once inflation is squeezed out of 
the system, we can begin to reap the 
rewards of price stability which could 
set the stage for low long-term interest _ 
rates and sustained growth in Europe. 
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EQUIPMENT 


À unique business opportunity exists for interested parties to 
become established in a high growth business sector — Mechanical Access 
Hire — for a well below cost investment. 

GKN AUSTRALIA PTY LTD HAVE AVAILABLE A WIDE 
RANGE OF SELF PROPELLED SCISSOR AND BOOM LIFTS 
COMPLETE WITH A COMPREHENSIVE SPARE PARTS INVENTORY. 

Fully manufactured in the US. and maintained in Australia the 
equipment ranges in elevation from 3 metres to 22 metres andi is available 
in various fuel types. 

GKN AUSTRALIA PTY LTD can provide full training and support 
to the successful purchaser. 

All offers will be considered. 

A representative of GKN AUSTRALIA PTY LTD will be in the 
Asia region in late September to discuss this offer with interested parties. 

For expressions of interest please contact Ken Charteris 
on TELEPHONE (612) 748 6222 or FAX (612) 748 2472 in 
Sydney, AUSTRALIA. | 
















Light Access 


À division of GKN Australia Ltd 





HAWAH & USA 
Investment Opportunities 





. DEGREE COURSES 
| Take a Master's degree in Business Admin- 
istration (MBA) entirely at home anywhere in 
the world. Also Bachelor's, Master's and 
Doctorate. programmes in Computer Sci- 
| ence, Economics, Education, Engineering, 
| international Law, Languages, Sciences, etc. 
T Knightsbridge University, Dept. FERS, 
| Stefansgade 18, 2200 Copenhagen, 
Denmark. Telfax: «45 31 81 58 14 






| Hotels e Golf courses è Apartment 
Buildings e Condo Projects e Shopping 





Centers e Businesses e Immigration & 
| Consulting Services Available 


Please contact; Mr, Sanford Friedman 
International Consulting Group . 
Grosvenor Center; Mauka Tower 

737 Bishop St. Ste. 1655 

Honolulu, Hawaii 96813 5.777 00 
Fax: (808) 5 536-4280: Ph: ee 533 455. 
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ADVERTISEMENTS | 


P ow you can 
have the China 

> © Telex and Fax 
Directory, the only 
directory of its kind 
available in the market. 
China Telex & Fax 
* Directory is a vital 
communications tool for 
all China traders. 
Compiled from our own 
database, it provides the 
most comprehensive 
. listing of up-to-date and 
' accurate telex and fax 
numbers of all the snificaht organizations in China. - 
Indexed in four ways, you'll find it easier and more 
convenient to use: 


1. Alphabetical listings of companies and 
organizations. 


2. Geographical listings of names and numbers. 
3. Numerical listings of telex numbers. 
4. Alphabetical listings of telex answerbacks. 


You can get this extremely useful book by simply completing 
the order form and sending it along with your payment to China 
Phone Book Co., Ltd., GPO Box 11581, Hong Kong. 


| Mail o fax to: The China Phone > Book Co., "m | 
"n f- P.O. Box 11581, Hong Kong. 
Fax: 838 7753 Tel: 832 8300 


B ë Please rush me copy/copies of the China Telex and Fax 
Directory 1992 as indicated: 


Tel: 


- Price: Hong Kong - - HK$175 + HK$15 for postage & packing 
Elsewhere - US$32 tinctuding airmail postage & packing) 


No. of copies 
-BI me  LiBil my company 


in A pamai thereof 
ep payable to The China Phone Book Co., Ltd.) 
| Cilprefer to chage | to my credit card 
: (tick ol e 
Visai MasterCard (^ Amex!) Diners. 
Card No: | ..... Expiry Date: 
Signature: 













LASSIFIED ADVERTISEMENTS 


PROGRAMME COORDINATOR 
Capacity 21 


Support our world-wide efforts in 
Environment and Sustainable 
Development 


















T2 d Nr Tl When you need important infor- 
I NE :ED FU ILL . mation, you invariably want it fast 
IbI5 “TAILS ON | and accurate. The Review Index 


| enables rapid-access to the most 

TH NN 875 | respected Asia-Pacific information 
ONDE source: The Far Eastern Economic 
WE'RE ONLY 


Review. Everything published 
MEPA ais Oraa AA during the preceding quarter, by 

GU SS! NG ° country, subject and date is 

detailed in the Review Index. 





This essential research tool is also available as a cumulative annual 
edition. End hours of needless searching. Sub- 
scribe now and receive your Review Index four 
times per year, including the cumulative annual at 
US$59 per annum, or the cumulative annual alone | 
for US$43 per annum. A Dow Jones Publication 






E arb, astern be anom i 


The Environment and Natural Resources Group is part 
of the United Nations Development Programme 
(UNDP), which, through its global network of over 110 
field offices, is the world's largest multilateral techni- 
cal cooperation agency. 


The recent Earth Summit (UNCED) provided UNDP 
with a leading role in building capacities in develop- 
ing countries for environmental management and for 
the implementation of Agenda 21. In response to this 
mandate, UNDP has launched a global capacity 
building facility or programme funded by UNDP 
resources and by à large number of donor countries. 
This programme, entitled Capacity 21, is aimed at 
promoting and supporting the preparation and 
implementation of environmental action plans and 
capacity building programmes in support of 

Agenda 21 world-wide. 








n. 


Based in New York City, the Programme Coordinator 
will be responsible for the management of Capacity 
21. This will involve launching the programme world- 
wide, setting criteria for eligibility for funding, estab- 


Review 


jfi To place your lishing procedures for selection of projects, establish- 
ing systems for the management and staffing of the 
Classified classified ad, dcn 
Sections fax: Hong Kong The selectee will have substantive experience in 
"MM ! environment and sustainable development, prefer- 
The classifications available (852) 8346051 ably in developing countries. She/he should have an 


in this section are as follows: 
when booking, please state 
your requirements: 


advanced university degree in areas related to 
environment and sustainable development and 104 
years’ experience demonstrating a proven record 
in managing complex and interdisciplinary pro- 





Appointments — — eo ee | | grammes. Full fluency in English and French or 
Business Equipment | Singapore .— 2203720 Spanish is required. 
Business Opportunities "A 32700251 | Compensation will be commensurate with experi- 
Business Services HE qe - NUUS | ence. Please send your detailed curriculum vitae fo: 
Conferences & Exhibitions | | Bangkok 3913275 | Chief. Staffing, Division of Personnel, Dept. FER-9/17, 
T EA T | United Nations Development Programme, One 
iie ERE LEA Sydney — 3639736 United Nations Plaza, New York, NY 10017 USA. 
Education M a Reference: Capacity 21 VA/2101/92. 
Fellowships Jakarta 5703123 

P ` 


| Applications must be received by 15 October 1992. 
Hotels & Accommodation pp y 





i Taipei 7775723 Qualified women are encouraged to apply. 
Investment Opportunities — m M Acknowledgement will be sent only to applicants 
Notices | Manila 8273950 | who meet the specific requirements of the position. 
eun Seoul 7856665 
Property n 
Positions Wanted London 3 340008 
cipere - New York — 8086618 
UNUM REM d: 4192243 UNITED NATIONS DEVELOPMENT PROGRAMME 


Jniversities Auckland 
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RESEARCH & INNOVATION 


Through a glass brightly 


wenty years ago, engineers at Vic- 

tor Co. of Japan (JVC) were hard at 

work turning an expensive piece 

of US industrial equipment into an 
affordable consumer product. The result 
was the VHS videocassette recorder, which 
created a market that has grown into à 
multi billion dollar business. 

Today, JVC engineers are attempting to 
transform an innovative but unwieldy US 
technology into a commercial success once 
again. Known as liquid crystal light-valve 
technology, it is used to project large-screen 
images that are bright enough to be viewed 
in a fully lit room. 

The difference between the two projects 
is that, whereas JVC developed the con- 
sumer video recorder on its own, this time 
the Japanese firm has formed a 50:50 joint 
venture with Hughes Aircraft, the origi- 
nator of liquid crystal light-valve tech- 
nology. The new Southern California- 
based company called Hughes-JVC 
Technology, began operations in Au- 
gust on an initial investment of US$62.5 
million. 

Conventional video projection sys- 
tems work using only passive com- 
ponents like lenses and mirrors. The 
pictures they project, as any viewer of 
in-flight movies knows, are not particu- 
larly bright. In order to watch them, 
you have to pull down the shades and 
switch out the lights. 

Hughes began developing liquid 
crystal light-valve projectors in the 
1960s. In the Hughes system, the image 
to be projected is transferred from a 
small cathode ray tube onto a layer of 
liquid crystal. The valve is an active 
component — a powerful xenon arc 
lamp whose light bounces off the liquid 
crystal via a polarising mirror before 
being projected onto the screen by a 
lens. 

Hughes claims that light emitted from 
the light valve is at least 10,000 times 
brighter than the light which enters it. They 
are five times brighter than pictures pro- 
jected by a conventional cathode ray tube 
system. In other words, you can keep the 
lights on and still see the picture. 

Early monochrome versions of light- 
valve technology were deployed as part of 
decision-support systems aboard US Navy 
cruisers and aircraft carriers. Later, Hughes 
began selling full-colour versions featuring 
giant 9-metre-wide screens for use at mili- 
tary and commercial command-and-control 
centres. Electronic Data Systems (which, 
like Hughes, is a subsidiary of General 


LCD projectors: tiny lenses, big pictures. 


Motors) uses such screens at its massive 
corporate network management centre to 
keep tabs on the operations of its roughly 
300 mainframe computers. 

More recently, Hughes recognised liq- 
uid crystal light valve's potential for pro- 
jecting high-definition television (HDTV) 
pictures. The screens on tube-based HDTV 
sets are seldom larger than 36 inches. But 
pundits reckon that, to see HDTV at its best, 
you need a screen at least 60 inches across. 
Hence Hughes' optimism. The big snag is 
cost: light-valve projection systems like the 
mission simulator for shuttle astronauts 
used at Nasa's Johnson Space Centre can 
cost as much as US$50,000. So far Hughes 
has had little success in bringing down the 
cost of its projectors. 

A former Hughes employee who now 





works for a US subsidiary of a Japanese 
consumer electronics firm, explains the 
problem. “It was technology at any price. 
We would respond to [US] Air Force re- 

uirements and cost was never the issue 
— [the philosophy] was, we need some- 
thing the world has never seen before. But 
that type of thinking . . . makes it hard for 
a company to enter the commercial mar- 
ketplace." 

Hughes hopes that the dozen or so JVC 
engineers who have been seconded to the 
new joint venture can teach their US coun- 
terparts how to manufacture with large- 
scale efficiency. The target is to launch a 
consumer-version light-valve projector in 
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1994 priced around US$2,000. Hughes-JV 
Technology hopes to achieve sales 
US$150 million by 1995, with consum 
markets accounting for half the total. 

Both partners in the venture badly ne 
a success. According to JVC's latest foreca 
the company predicts it will incur pre-t 
losses of Y21 billion (US$168 million) f 
the year ending March 1993. As a resu 
the company said it would not pay a di 
dend for the first time since its shares we 
publicly listed in 1960. 

But the new company will have to g 
its skates on. Other firms also see tl 
growth potential in the video projectc 
market. The most aggressive among the 
is Sharp Electronics. Last November, t 
Osaka-based consumer electronics speci; 
ist introduced a projector capable of pr 
ducing 60-inch pictures that the cor 
pany claims are one-and-a-half times 
bright as those produced by conve 
tional systems. 

But the main advantage of Shar} 
product is not so much its brightness 
its size. The new projector replac 
heavy, bulky cathode ray tubes (one | 
each of the basic TV colours, red, gre 
and blue) with lightweight liquid cry 
tal display panels, of which Sharp is t 
world's largest manufacturer. 

Ordinarily, projecting a lig 
through the matrix of picture elemer 
which make up a display results in 
excessively grainy, honeycomb-like p 
ture. Sharp overcame this problem 
grafting a sheet of microlenses (one p 
element) behind the display. The ti 
lenses are aligned to make the light cc 
verge as it passes through them. It th 
spreads out, making picture elemei 
appear larger, thereby virtually elir 
nating the spaces between them. 

In the year ended March 1992, She 
sold 55,000 liquid display crystal p 
jectors. This year, it expects to sell 93,0 
two thirds of which are destined for exp 
markets, primarily to the US. So far, m 
projector sales have been made to cor} 
rate users who use them for making pr 
entations, says a Sharp spokesman. 

Sales might receive a boost from a ne 
low-end model introduced by Sharp | 
month. This projector is one third the s 
and one quarter the weight — just 4 ki 
grams — of its predecessor, and, 
US$1,760, costs less than half as much. 1 
precisely such improvements in size à 
cost that Hughes-JVC Technology mi 
emulate in order to compete. 

m Bob Johnstc 
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When you know your worth 





Omega Constellation. 
Automatic chronometer 
with date, in 18 k gold. 
Scratch-resistant sapphire crystal. 
Water-resistant. 
Swiss made since 1848. 
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The sign of excellence 





in the distinctive new 
bevelled edge pack. 
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Yet we are the first to recognize the 
importance of each individual, and the 
value of every business partnership. 
In Asia and around the world, the 
speed of our reactions combined with 
our sense of traditional values gives us 
an edge you can rely on. 
When the choice of financial partner is 
| yours, choose wisely. 

- Yours should be the most reliable 
partner there is. 


Will you want the expertise and 
far-sightedness that keeps you ahead in 
the markets? 

Or the strength and stability offered by 
an organization long on tradition? 

At Dai-Ichi Kangyo Bank, we have both. 
We were the first bank to be established 
in Japan, and are today the country's 
largest. 

We have massive resources to call on. And 
the broadest range of services available. 







Your most reliable partner 


=] DAI-ICHI KANGYO 
Head Office: 1- Office: 1-5, Uchisaiwaicho 1-chome, Chiyoda-ku, Tokyo 100, Japan Tel 103) 3596-4111 
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OKB Futures (Singapore) Pte Lid, DKB Merchant Bank (Singapore) Limited, 
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CETTERS 


aipei's impossible task : 
egarding your article, Slap in the face [3 
ept.], on the establishing of diplomatic re- 
itions between South Korea and China 
nd consequently the severing of diplo- 
yatic ties between South Korea and Tai- 
ran: who would not sympathise with Tai- 
ran's Foreign Affairs Minister Frederick 
hien, who "offered to resign to take re- 
ponsibility for the diplomatic setback"? 
ecause his own Kuomintang (KMT) gov- 
rnment sticks to outdated and unrealistic 
aims of being the sole legitimate govern- 
rent of Taiwan, the mainland, Tibet and 
fongolia, poor Chien now has the impos- 
ble task of trying to cope with current 
iternational “Realpolitik” tendencies and 
'alities. 

Taiwan's KMT government (and govern- 
rents around the world) should realise 
vat South Korea’s decision to recognise 
hina was the most rational decision it 
»uld make. It is ironic that Taipei protest- 
's "burned the South Korean flag in front 
f Seoul's Taipei embassy" and "eggs were 
rown at the embassy walls.” Taipei pro- 
sters should have protested in front of 
ie KMT headquarters instead, for it is the 
MT government that forces the rest of the 


world to choose between Taipei and Pe- 

king and is thus to blame for the severing 

of diplomatic relations between Taiwan 
and South Korea, not South Korea. 

COEN BLAAUW 

Executive Director 

Formosan Association 


Washington for Public Affairs 


Modern Islamic states 

With reference to your article entitled Des- 
perate ploy [27 Aug.|, I would like to point 
out that Pakistan Prime Minister Nawaz 
Sharif, despite all the upheavals and defec- 
tions, enjoys a majority in the parliament, 
hence he has absolutely no reason to feel 
insecure. 

Introduction of Islamic laws is the basic 
requirement of all Muslims or for those 
who claim to be Muslims. Sharif is a Mus- 
lim and it is his duty to do so. He should 
be lauded for his efforts. 

We Pakistanis do not worry about how 
the Western world views us. We will not 
change our Muslim outlook to appease the 
West. Pakistan is and will remain a mod- 
ern Islamic state. I may also point out that 
minorities enjoy equal rights in Pakistan. 


EDITOR 


There may be ethnic conflicts in one prov- 
ince of Pakistan, but no religious disputes, 
unlike in other countries. 

Hongkong KHALID MAHMOOD 


No misunderstanding 

In reference to A test of willpower 
[SHROFF, 27 Aug.] the article says that Ma- 
layan United Industries’ (MUI) chairman 
and group chief executive, Tan Sri Khoo 
Kay Peng, is one of the players involved in 
the struggle for a strategic stake in KFC 
Holdings (Malaysia) and that Khoo is ^un- 
happy that Innovest is allowing Loy Hean 
Heong into KFC and may be plotting an- 
other plan of attack." The article also al- 
leged that Khoo "had been considering 
mobilising Innovest as a base on which to 
rebuild his business empire." 

There is absolutely no basis for these 
speculations. Khoo, who has known Loy 
for a long time, resents any mischievous 
attempt to cause misunderstanding be- 
tween him and his business friends. Hav- 
ing disposed of our 19.8% Innovest stake, 
an interest making us the largest share- 
holder with management control of 
Innovest which controls KFC, why would 


DYNASTY CLUB. THE HOTEL WITHIN A HOTEL. 


In Hong Kong, travelling 
executives enjoy a host of 
privileges and advantages 
on Dynasty Club floors. 

Privileges such as com- 
plimentary breakfasts. 
Evening cocktails in the 
sanctuary of a private lounge. 
And the comfort of extra 
amenities, 

Advantages like a con 
cierge who understands 
local practices and execu- 
tives' needs. Who can assist 
you with everything from a 
hairdresser to a private jet. 

Now you can be sure of 
executive lifestyle and con- 
venience next to each 
ot Hong Kong s three 
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A leading Australian 
Systems Integrator now expanding 
into Asia to work together on 
large scale Systems Integration 
and Software Development Projects. 


With you 





FERNTREE 


COMPUTER CORPORATION 


Ferntree Computer Corporation Limited 
A.C.N. 006 995 893 


Tel. (613) 541 5600 Fax (613) 543 3671 
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MUI or Khoo still be interested in acquirir 
KFC or be concerned as to who is acquirir 
KFC? As far as the MUI Group is concerne 
the Innovest board can allow whoever 
wishes to acquire KFC. 

We also wish to correct the stateme: 
that a M$12 million (US$4.8 million) prol 
arose from the sale of the Innovest share 
The MUI Group derived an extraordinai 
gain of M$5.65 million, which basical 
represents the holding costs of the inves 
ment. 

As there has been much speculation c 
why Mokhzani Abdul Rahim and Tan S 
Lim Geok Chan have offered to purcha: 
the 19.8% interest in Innovest from ot 
group, we would like to take this opporh 
nity to explain that both Mokhzani an 
Lim have expressed to us that they wante 
to purchase the shares from us for sent 
mental and business reasons, having bee 
the founding directors and because of 
“loss of face" consequent upon their loss « 
management control of the group. Sin 
the business community in Kuala Lumpt 
is essentially traditional in outlook, thei 
are certain repercussions on any loss of fac 
in our Asian environment. It was as a ge 
ture of goodwill and after taking accour 
of their predicament that the board of MI 
accepted their offer to purchase th 
Innovest shares. 

CHEW AIMA 
Company Secretai 
Kuala Lumpur Malayan United Industrie 


Confused about funeral 

Richard F. Wootton's understanding of tł 
events at the funeral of Maj.-Gei 
Kobbekaduwa appear to be rather limite 
[LETTERS, 3 Sept.]. 

The incidents must be looked at fro: 
the point of view of the current politici 
climate in Sri Lanka. The major oppositio 
political parties in Sri Lanka are headed t 
people from the so-called ruling class. The 
are frustrated by their inability to come | 
power since 1977, a frustration con 
pounded by the fact that Prime Minist 
Premadasa himself is an "uneducated con 
moner” who has, against all odds, broug] 
about some stability and economic grow! 
[ECONOMIC MONITOR, 3 Sept.] to a counti 
embroiled in war for many years. 

All the tactics adopted by the o] 
position to remove Premadasa, such as in 
peachment motions and clandestine co 
lusion with terrorist groups, have so f. 
failed. Now there is a slander and rumot 
campaign to discredit him. 

Generally, funerals in Sri Lanka are ve: 
sombre affairs where utmost respect is a 
corded to the dead. Mourners generally d 
not even speak above a whisper, let alor 
shout abuse at other mourners. Some « 
the crowd at the funeral in question is su} 
posed to have shouted slogans to the effe 
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natching a 
break from the 


seminar in Bangkok for 


a trip down the river when 









the heavens opened 


and the Tuk-Tuk 
youcaughtran . bao | 
into a torrent of 


water, isn’t it wonderful to finally 





«X N Y "c 
make it back home to the oasis of The Oriental. IHE ORIENTAL 
BANGKOK 
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Resources alone do not determine - 


>i E 


which bank can best meet your 
needs. Financial strength vitis be 
matched by strength of character. 
At Bank of America, we strive to 
strike the right balance, with sobal 
financial services delivered by people 
committed to helping you achieve 


your long-term objectives. 


The Golden Gate Bridge, "adn Bl 
photographed by Morley Baer. | Bank of America 
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of "Bandaranaika to win" (referring to the 


main opposition presidential candidate). 
Ordinary 


ry Sri Lankans are thoroughly dis- 
gusted by the behaviour of these elements 
at the funeral of a man who was consid- 
ered a national hero. 

In fact, Bandaranaika herself was re- 
ported to have expressed concern at peo- 
ple having used her name in the slogans. 
Sydney MARCUS PERERA 





Even better figures 
In reference to the story on Next magazine 
[The Next phenomenon, 10 Sept.], our 
magazine sales jumped by 60% in 1991 in- 
stead of the 20% rise that you reported. 
Meanwhile, our advertising revenue 
soared by 90% rather than the 50% jump as 
stated in the report. 

YEUNG WAI-HONG 


Hongkong Publisher, Next Magazine 





Mahathir vs the West 

Michael Vatikiotis’ The Mahathir paradox 
[20 Aug.] epitomises how the Western 
world fails to understand the new Third 
World leaders. To most people in the Third 
World, Prime Minister Mahathir's acts and 
rhetoric are based on a universal belief that 
every nation, big or small, should be 
treated equally and respected. 

To the people of Malaysia, there is noth- 
ing paradoxical in Mahathir's criticism of 
the West, while at the same time wanting 
Western investment in the country. These 
two issues need not be contradictory, un- 
less of course the West wants to control 
and manipulate the Third World through 
investments. If subservience to the West is 
the prerequisite to investments, then 
Mahathir's daring stance against the West 
on certain issues should be supported and 
not be a cause of jealousy among leaders of 
the developing nations. In the post-Cold 
War era, where conflict is reduced from 
superpowers' rivalry to ethnic fights, there 


is a danger that the West may impose its 


interpretations of right and wrong. Unless 
leaders of the Third World are willing to 
stand up to their beliefs, then the phrase 
"might is right" may be the order in the 
new world. 
Kuching, Sarawak JAMES MASING 
It is always painful to watch someone cut 
off his nose to spite his face [The pen and 
the saw, 27 Aug.]. I sympathise with Prime 
Minister Mahathir's reference to the "ad- 
vanced" world's failure to curb its vora- 
cious appetite for non-renewable resources, 
but it is a bit too easy to take others' ram- 

es as an excuse for one's own binges. 
To do so is to fall into the very trap the PM 
seeks to avoid so anxiously. 

The silent, exploitative majority cashing 
in on this tragicomic charade of letters 
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must be tickled by the irony, laughing all 
the way to their banks (and some of them 
are banks themselves). 

Tribal rights for existential self-determi- 
nation are clearly not at issue here — see 
the brutish police tactics to enforce a new 
world order in the woods — but rather the 
appeasement of domestic and international 
timber lords. Like in so many other coun- 
tries, Malaysia's political leadership ap- 
pears unable to control its landed elite and 
big-time financial interests, and seems to 
fall back on lame excuses. Perhaps it is not 
to be blamed. 

But who can curb the foreign buyers, 
who at best pay green lip service at home? 
Some form of internationally enforced, 
majority-imposed embargo or other puni- 
tive action for countries, companies and 
individuals that directly or indirectly bene- 
fit from unsustainable forest exploitation 
appears inevitable. Perhaps it is still not 
feasible today, due to our collective greed 
and complacency, but soon we will have 
no choice. 


Tokyo PETER DROEGE 





Arms hypocrisy 
China's display of anger over the decision 
by the US, to sell F16 aircraft should be 
roundly condemned for its hypocrisy. 

Let's not forget that it was and is China 
that supplied the internationally despised 
SLORC regime of Burma with over US$1 bil. 
lion worth of arms and military hardware 
well in excess of Burma's defensive needs 
As a result, Burma has been able to pursut 
its own version of "ethnic cleansing" a: 
documented by 300,000 Rohingya refugee: 
in Bangladesh and continued campaigns o 
abuse and termination against other ethni 
minorities, such as the Karens, Kachins 
Mons, etc. 

So who is a threat to regional stability 
Certainly not Taiwan. 
Hongkong WOLFGANG H. TROST 





Courage in the jungle 

Congratulations on the absolutely out 
standing essay in the 10 September issu 
under the title The rebels time forgc 
describing the Montagnards and their com 
mander Y Peng Ayun, and particularly th 
sidebar article Lighting the darkness. Cor 
gratulations to your reporter Nate Thaye 
for his courage in digging all this out fror 
the jungle in Cambodia, and letting t 
know about the Christian brotherhood i 
that jungle. 


Waikoloa, Hawaii HARRY H. SCHA 





Letters intended for publication should includ 
the writer's name and address. All letters ai 
subject to editing for length. 
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awn. The sun rises on the is- 
ind of Java, shining down on a 
‘ain travelling the Surabaya- 
ertosono line. The track circuits 
re ours. A few hours later, the 
une sun rises over our power 
ation at Mers El Hadjadyj, Alge- 
a. And, later still, over our geo- 
iermal plants in Middletown, 
alifornia. Hour after hour, the 
in rises over our achievements 
| 10 countries. In 30 of these we 
we established sales and pro- 


uction organizations. We at 


= —— 


WITHOUT MOVING AN INCH 
WE SEE THE SUN RISE 
10 TIMES A DAY. 


ANSALDO 


INDUSTRY POWER TRANSPORTATION 





N M E C C A N | C A 


HOLLAVO 


insaldo are world leaders in 
electromechanics. We know how 
to combine advanced design and 
constructional ability, flexibly. 
That's how we are able to supply 
specific solutions for industry, 
power and transportation, Fields 
united by a common strate- 
gic vision, based on advanced 
technology, research, and the 
quality of our human resources. 
Stop, now, and think: at this 
instant, somewhere in the world, 


the sun is rising on Ansaldo. 


G R O U P 
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— In the aftermath of the bloody riots i in 


1 asset values ravaged: 9 


apital i is going to be very much in | c i 
.. demand in the coming decade for major — 7^ 
PE infrastructure projects, and this will give . Ce 
t^c. Asian banks 
- time comes for turning their attention - 

. once more to lending 47 | 

e d illustration in Mike MERA: Ce 



















May, Thai voters opted for military a Ja apa an 


and pro-democracy parties at the 13 


: -September polls. A coalition led by 


Chuan Leekpai's Democrats is set to - 
form the next government 12 — 
His time has come 13 


' /- Shunted sideways 14 


-Foreign Relations : Japan and Russia - 
Russian President Yeltsin’s last-minute 
me cancellation of a visit to Tokyo has 
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Winning Ways 

Aye Zaw Win, son-in-law of Burma's 
former military dictator Ne Win, visited 
Taipei in late August — ostensibly on a 
private business trip. However, he also 
used the opportunity to “unofficially” 
liaise between the Burmese military 
regime and the Taiwan Government. He 
met Premier Hau Pei-tsun, Foreign 
Minister Fredrick Chien and Presidential 
Secretary-General Chiang Yen-shih 
during his stay, indicating the 
importance the Taiwan Government 
places on ties with Burma. The British- 
educated businessman has formed his 
own company in Rangoon, Associated 
Business Consultant Services Ltd, which 


-than smaller organi i yet is s 
; obliged to underwrite the costs of the 





ruling Liberal Democratic Party's S 


serves as a channel for potential 
Taiwanese investors in Burma. 


Root and Branch 


Although many international banks have 
asked Thailand for permission to open 
local branches, perhaps the most 
ambitious request has been received 
from Laos' Vientiane-based Joint 
Development Bank. The bank, set up 
three years ago by a prominent Thai 
trader with a 70% Thai and 30% Lao 
Government shareholding, has asked 
for a Thai branch licence on the 

basis of reciprocity between the two 
countries. 


Russian Roulette 

The cancellation of Russian President 
Boris Yeltsin's visit to Tokyo and the 
subsequent deterioration in Russo- 
Japanese relations may harm the 
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japen : , Labour 5 
JA Women who work in Japan are in a 
| double 


——————————————ÓÓ anedstentatatt gt anaes 





im ng camp ‘Opposition , 
activities or their | 








sind: they are forced to choose 





bel ‘ween family 2 and c career rao. : 





0 | Business | 


| Region : Aviation - 


Asia-Pacific airports ne? soon be 
bursting at the seams. Despite plans for 
new airports across the region, there is 


| little respite in sight for the existing hub 


unless governments take decisive action 
to reduce the bottlenecks 86 


Taiwan : Industry 


4, Computer makers are eyeing moves int 
rus China gi exploit its low-cost 





ing facilities 87 


Región : Borrowings 
East Asia and the Pacific provided one 
of two engines of world economic 


ambitions of Hisashi Owada, the 
administrative vice-minister of foreign 
affairs. Owada, who previously served 
in Tokyo’s Moscow Embassy, had hope 
to replace Sumio Edamura, Japan’s 
envoy in Moscow since April 1990. 
Owada has been a key policy adviser oi 
the former Soviet Union to Foreign 
Minister Michio Watanabe and is seen 2 
a hardliner on the territorial issue whicl 
has dominated relations between the 
two countries. 


Divided Loyalties - 


The normalisation of diplomatic 
relations between Seoul and Peking is 
creating a split between supporters of 
China and Taiwan among South Korea’ 
20,000-strong ethnic Chinese community 
The closure of Taiwan’s embassy has 
effectively ended Taipei’s direct control 
over South Korea’s ethnic Chinese, som 
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of whom had previously complained 
that they had received insufficient 
attention and support from the Taiwan 
Government. They also criticised 
Taiwan of neglecting them in favour of 
Overseas Chinese living in the US and 
Europe. > 


Martial Aid - 


Despite reports in the Thai press that the 
US has already renewed its military aid 
ind cooperation programme with 
Bangkok, Washington still has to wait 
‘or a new government to emerge 
ollowing the 13 September general 
lection before such ties can be formally 
esumed. Although the US military aid 
rogramme — cut off after the February 
991 coup — cost less than US$5 million 
ind mainly involved training, Thai 
rmed forces chiefs regarded it as 
mportant. Probably of more importance 








Hongkong in the middle of US-China trade spat (97). | 
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Presidential aspirant Kim Young Sam 3 


to the Thai generals is the resumption 
of joint US-Thai military exercises, 
such as the annual tri-service Cobra 
Gold manoeuvres. Nearly 40 such 
joint exercises had been held each year 
in Thailand, far more than in most 
countries regarded as US allies. 


Star Struck 

Vietnam’s leadership is still confused 
over how to handle Nguyen Co Thach, 
the flamboyant former foreign minister 
and communist party politburo member 
who was ousted from power more than 
a year ago. The party recently ordered 
Thach to turn down invitations to spend 
time as a senior visiting fellow in several 
US, Australian and Swedish academic 
institutions. At the same time, Premier 
Vo Van Kiet has invited Thach to serve 
as an economic adviser to the Council of 


Ministers and offered him chairs in two 
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agencies, the Federal Land 



































efing 


ri 


Business 109 


Economic Monitor : Australia 96 





` The Sth Column 


Invisible Hand 
Financial deregulation 108 


Letters to the Editor 3 


— Prices & Trends 110 


z Research & Innovation 


Car navigation systems 118 
Shroff | 

Kuala Lumpur; Bangkok 112 
Stockmarkets 111 


Traveller's Tales 36 





of Hanoi's leading economic institutes. 
In July, the party held up Thach's 
request to take a holiday with his wife in 
Ho Chi Minh City and the southern E 
resort town of Vung Tau for several 
weeks. 





Korea Diplomat 

Zhang Tingyan, designated as China's 
first ambassador to South Korea, should 
find his latest posting less rigorous than 
his previous foreign assignment in 
North Korea. A fluent Korean speaker, 
Zhang had spent three tours of duty in 
Pyongyang, the last as a minister 
counsellor. Zhang was deputy director 
of the Chinese Foreign Ministry's Asian 
Affairs Department before his new 
appointment. He will head a large : 
embassy with some 30-40 diplomats and — 
perhaps an equal or greater number of _. : 
non-diplomatic staff. = 


Soldiers line up to vote... 
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But Chuan Leekpai is the winner. 
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Ascent of angels 


Thai voters discard pro-military candidates and cast their lot with pro- 
democracy parties at the general election, paving the way for a liberal 
coalition government headed by an elected prime minister. 


By Rodney Tasker in Bangkok 


ith widespread talk about 
“devils” and “angels” battling 
it out against a backdrop of 
troops gunning down un- 
armed civilian protesters in the streets of 
Bangkok, the 13 September Thai general 
election might have appeared to a casual 
observer as some kind of holy war. 

Holy war it was not. But the result of 
the election certainly left the impression of 
good prevailing over bad; old-style corrupt 
politicians being vanquished by a newer 
breed of MPs marching towards the coun- 
try's illusive democratic nirvana. 

The image, of course, was too simplis- 
tic. Yet a group of parties headed by the 
Democrats, dubbed "angels," appeared to 
be on the way to running the country at 
the expense of political foes lumped as 
“devils” because they had supported non- 
elected former military chief Suchinda 
Kraprayoon as prime minister after the last 
election in March. 

By implication, the five-party devil coa- 
lition was also identified with the brutal 
military crackdown against anti-Suchinda, 
pro-democracy protesters in Bangkok in 
May. More than 52 people were killed then, 
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with hundreds still missing, and it was 
only after King Bhumibol Adulyadej's in- 
tervention that Suchinda resigned in dis- 
grace. 

The May tragedy and the question of 
who would be the next elected prime min- 
ister to follow interim, appointed Premier 
Anand Panyarachun were the two main 
issues in an election in which 62% of voters 
— 3% more than in March — went to the 
polls. The May affair appeared to have had 
some impact on voting patterns, judging 
by the fact that the four parties opposing 
the pro-Suchinda coalition emerged as the 
core of Thailand's next ruling coalition. The 
question of who will be the next prime 
minister has settled on Democrat Party 
leader Chuan Leekpai, who would be the 
first premier with no military background 
to hold power in Thailand since the mid- 
1970s. 

With the Democrat Party at its core, the 
loose pro-democracy, four-party coalition 
seems destined to take over the govern- 
ment — probably with at least one other 
like-minded party to beef up their parlia- 
mentary majority. “This has been quite an 
important step towards democracy,” com- 
mented Suchit Bunbongkarn, dean of 
Chulalongkorn University’s political fac- 
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ulty. Asked by the REVIEW if the new gov 
ernment format promised a bright politica 
future, Suchit said wryly: “Thai politics i 
never bright. But this government will tr 
to be more responsive than its predeces 
sors. The Democrats listen to the people." 

But the electoral arithmetic of the 
Democrat-led coalition is somewhat tenu 
ous. The Democrats gained a big boost 
from 44 seats in March to a winning 79 
but the second largest party, the New As 
piration Party (NAP) headed by forme 
military chief Chavalit Yongchaiyut 
dropped from 72 to 51; Palang Dharma o 
charismatic former Bangkok governo 
Chamlong Srimuang improved slightl 
from 41 to 47 seats; and Solidarity gaine 
only eight seats. 

That meant a wafer-thin majority, wit! 
185 seats in the 360-member House of Rep 
resentatives. It seemed likely that the fou 
who met the day after the election to agre 
that Chuan should be prime minister 
would also co-opt the Seritham Party c 
former house speaker Arthit Urairat. It wa 
Arthit who refused to forward the name c 
pro-military figure Somboon Rahong fo 
confirmation as prime minister in June af 
ter Suchinda was ousted, and choos 
Anand instead. The inclusion of Arthit' 
party would give the coalition 193 seat: 
still a slim majority. 

There was a great deal of post-electioi 
speculation over whether the four partie 
would risk approaching former prime min 
eOrrrnm.rTrsxanrr 
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ister Chatichai Choonhavan's Chart 
Pattana party to join their ranks. With its 
60 seats, the party would give the coalition 
a comfortable parliamentary majority. But, 
as one leading Palang Dharma party mem- 
ber pointed out: "The bigger the parties we 
bring in, the more trouble they can make." 

Also, Chatichai's party is regarded as 
pretty much part of the devil camp, having 
recruited most of its MPs from the pro- 
military parties of Chart Thai, which 
notched an impressive 77 seats in the elec- 
tion, and the now-defunct Samakkhitham 
and Social Action Party, with 22 seats. The 
three were reported to be trying to form 
their own ruling coalition by wooing Cha- 
valit’s NAP into their fold, but with little 
chance of success. 

The NAP is regarded as the least angelic 
among the four, and probably resorted to 
vote-buying in the election with a determi- 
nation approaching that of Chart Pattana, 
Chart Thai and the like. That may have 
accounted for its lost seats, together with 
Chavalit's less-than popular image as a 
former military boss. Chavalit also con- 
fused the electorate with references in his 
speeches to his own version of revolution. 

Chamlong's previous popularity also 
appeared to flag as voters realised that for 
the first time he was running for prime 
minister. Chamlong may have spear- 
headed the street confrontation in Bang- 
kok in May, which led to Suchinda’s 
downfall, but he is widely regarded as an 
overly ascetic Buddhist extremist, self-cen- 
tred and uncompromising in his anti-mili- 
tary crusade. Further, some parties at- 
tacked him for leading people to their 
deaths in May. This may have accounted 
for his losing nine Bangkok seats to the 
Democrats and reducing his majority in the 
capital from 32 to 23 of the 35 available 
seats. 

All told, Chuan and his Democrats were 
viewed as a more moderate, less drastic 
channel to democratic change than either 
Chavalit or Chamlong. The Thais, ex- 
hausted by a cycle of coups and the May 
upheaval, do not appear to want dramatic 
change. Chuan has been in politics for 23 
years, while the Democrats — the coun- 
try's oldest political group- — 
ing — were viewed as the 
main anti-military party in 
the 1950s and 60s, though 
their fortunes have often 
fluctuated. For example, 
while the Democrats picked 
up a winning 99 seats in the 
1986 election, they handed 
power back to then ap- 
pointed prime minister 
Prem Tinsulanond 

But the party is at least 
well known, and trusted for 
its comparative honesty in 
the snake-pit of Thai politics. 
t is also a real party, as op- 
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posed to the collection of personalities that 
comprise most other political groups. 

It is likely that a Democrat-led coalition 
will, apart from respecting democratic pro- 
cedures, follow the widely applauded path 
of economic and fiscal liberalisation laid 
down by Anand. "With a pro-democratic 
coalition, it should indicate a continuation 
of the economic policies started by the 
Anand government," said George Morgan, 
director of HG Asia Securities. His opti- 
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mism, as the Bangkok stockmarket rose by 
2% the day after the election, reflected simi- 
lar positive reactions among Bangkok's- 
business community. 

But there are few certainties in Thai _ 
politics, and as a period of horse-trading 
began among the four parties for cabinet — 
positions it was not even certain whether . 
they would remain together. Palang : 
Dharma, in particular, was anxious to keep. 
any politician found to have accumulated E: 
unusual amounts of wealth .: 
during the previous . 
Chatichai government out of 
the cabinet. Chatichai is. 
himself in that category, but 
after the election he said - 
sulkily he was not seeking — 
any cabinet job. “All politi- 


ing been found to be unusu- — 
ally wealthy have agreed to ~ 
stay away," one leading | 
Democrat pointed out. . 
Theoretically; "fhis means ~ 
that Chatichai’s Chart ` 
Pattana could be drafted © 


ta 


cians with the stigma of hav- ` 


into the next coalition. B .. 

























Sh 


hile the 13 September general 
election has largely removed the 
pro-military political parties 
‘om the civilian power equation, a second 
eshuffle in one month of senior military 
fficers may satisfy those looking for blood 
mong armed forces leaders. The reshut- 
e, on 9 September, saw a number of re- 
maining generals directly involved in the 
Aay bloodshed in Bangkok moved to 
Owerless posts. ac 

. The new, sweeping revamp followed 
ne on 1 August, when then supreme com- 
mander and air force chief Air Chief Mar- 
hal Kaset Rojananin, former army com- 
». mander Gen. Issarapong Noonpakdi and 
«former 1st Army Region commander 
|. Lieut-Gen. Chainarong Noonpakdi were 
_ removed and put in "inactive" posts. They 
. were widely blamed for brutally putting 
_ down protests in Bangkok calling for the 
. resignation of non-elected prime minister 
|. Suchinda Kraprayoon, the former military 
2 E chief. 


Members of the civilian five-party coali- | 


tion which supported Suchinda, and by | 
-. implication went along with the Bangkok | 


shootings, were popularly reviled as dev- 
_ ils. At least 52 people died in the protests, 
with hundreds still missing. 


It remains to be seen whether the sec- | 


|. ond reshuffle, involving 557 senior officers 
- down to colonel level, will finally put to 
rest the bogey of a military leadership in- 
|... tent on political power. "It [the reshuffle] is 
|. certainly sweeping, but it isn't over yet," 
- one foreign military analyst commented. “I 
personally see no great change in terms of 
the military giving up power." 

.. That may be too harsh a verdict. The 1 
August reshuffle, arranged by interim 
Prime Minister Anand Panyarachun, was 
obviously a move to throw the heads of 
those responsible for the harsh crackdown 
to the crowds. The second one incorpo- 
ted popular demand for the removal of 
sser officers involved in May, but was 
sentially an annual shuffle with the new 
ilitary bosses promoting officers on the 





























rospect of remaining in the wilderness for 
the rest of their careers. 

. The reshuffle was orchestrated by new 
rmy Commander Gen. Vimol Wong- 
vanich and Air Force Commander Air 


hief Marshal Gun Pimarnthip — the two 


basis of merit, rather than their allegiance — 
to the disgraced former top brass. Those | 
removed from powerful positions were | 
given face-saving new posts, with no de- | 
otion or disgrace — but the unsettling - 
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Y ed sidewavs 


any generals shifted in military house-cleaning 


professional officers who took over the 
military helm on 1 August — in collabora- 


tion with Defence Minister Banchob. 
Bunnag, a respected retired genet eo 
= non-Class 5 generals. — 


announcement of the revamp was del: 


after it reached Anand's office, and the new 
military chiefs are reported to have been 
concerned that the interim premier wanted 
to include other generals allegedly in- 
volved in the May tragedy. But in the 
event, the list went through unchanged. 
Sources close to the military leadership 
say Vimol felt the 1 August change of 
guard was a purely political exercise to 
defuse popular tension. But he wanted the 
second reshuffle to be more of an internal 
military affair, not hounding senior offic- 
ers to an unnecessary — and possibly dan- 
gerous — extent. "General Vimol's main 
priority is to protect the image of the armed 
forces during this period," one military 
analyst said. “He is very conscious of the 
military's image not just in Thailand but 






FOREIGN 


abroad." 







The main feature of the 9 September 
revamp was the replacement of three 
graduates of Chulachomklao Military 
Academy's Class 5, the powerful graduat- 
ing group of 1958, regarded as close to 
Suchinda and Issarapong. They were 
former assistant army commander Gen. 
Paiboon Hongsinlark, 2nd Army Regior 
commander Lieut-Gen. Ariya Ukoskij anc 
3rd Army Region commander Lieut-Gen 
Pairoj Chan-urai. The moves mean that al 
four army regions are now controlled by 


Also removed were three divisiona 
commanders directly involved in the May 
shootings: Maj.-Gen. Thitipong Jennuwat 
of the 1st Division, Maj.-Gen. Panon 
Jeenavijarana, of the 2nd Division, anc 
Maj.-Gen. Suwinai Boriboonangkura, of th 
9th Division. iz uU c oX 

Other army changes were more or les 
routine, while diluting the power of Clas 
5 and its acolytes in classes 11, 12 and 1: 
In the air force, several two and three-sta 
generals close to Kaset were shunted asid« 
Some analysts expect yet another reshuffl 
soon, because there are too many general 
in the Thai armed forces. But the next gov 
ernment will have to be careful not to wa; 
the tail of the currently docile military tige 
toomuch. ^ ^  . . WRodney Taske 
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Stuck on the rocks 


Japan miffed as Yeltsin cancels visit 


| Russian President Boris Yeltsin's 
visit to Tokyo has added an addi- 
tional irritant to already strained bilateral 
political relations and will hamper progress 
on building economic ties. = 
Although the government. 
Minister Kiichi Miyaza' ib 
sudden cancellation solely tc 
mestic political woes, Japan h 
in the run-up to the three-da 










‘signing a peace treaty formally ending 


FAR EASTERN ECONOMIC REVIEW = 


he eleventh-hour cancellation of 


World War II and has effectively limite 
investment by private Japanese companie 

The impact on Japan of Yeltsin's mo 
may have been increased by the very d: 
ferent way in which Moscow handled tl 
postponement of a visit to South Kon 
which was to have followed immediate 
after the Tokyo meeting. While implyii 
that Japanese intransigence over the ter 
torial issues forced Yeltsin to cancel, Rt 
sian officials went out of their way to stre 
that they see relations with South Kor 
separately from those with Japan. 

“There’s nothing to blame South Kor 
for . . . the postponement of [Yeltsin 
Asian trip,” Russian Foreign Minist 
Andrei Kozyrev said in an interview | 
ported by Yonhap News Agency. Kozyr 
might have added that Moscow regar 
South Korea as an essential counterpo 
in its strategy of keeping Japan nervou: 
guessing on the prospects of economic : 
operation as well as on the occupied 
lands issue. 

Moscow’s swift rescheduling of t 
Seoul visit underlined the importance 


coined: B& SEPTEMBER 19 





attaches to South Korea. Yeltsin will meet 
President Roh Tae Woo on 12-13 Novem- 
ber, just before the start of South Korea's 
presidential election campaign. 

Proposals for an “unofficial” meeting 
oetween Yeltsin and Miyazawa on the 
lapanese island of Okinawa which were 
aired by Russian Deputy Prime Minister 
Mikhail Poltoranin were swiftly rejected by 
apan's Foreign Ministry. 

The first clear sign that the state visit to 
apan might be cancelled came during the 
visit to Moscow on 1-4 September by Japa- 
wese Foreign Minister Michio Watanabe, 
who had been released from hospital only 
1 few days before the trip. Yeltsin humili- 
ited Watanabe by scolding him for pub- 
icly pressuring the Russian side and said 
hat he would only present concrete pro- 
»osals for advancement of ties directly to 
Miyazawa when he arrived in Tokyo. 

Yeltsin then added insult to injury in 
he manner in which he relayed the news 
f the postponement to his potential hosts. 
n addition to keeping Miyazawa waiting 
or almost two hours after he was sum- 
noned from a dinner with business lead- 
rs to receive his telephone call, Yeltsin 
nubbed the Japanese prime minister by 
irst telephoning the South Korean presi- 
lent. E. 
While Moscow seems to have done its 
est to provoke Japan, observers in both 
'okyo and Moscow felt that Yeltsin may 
lave had little choice but to cancel the visit. 
‘he territorial impasse has weakened 
'eltsin's hand at home, where the dispute 
ver the Kurile Islands has played into the 
iands of nationalists already strongly ag- 
rieved over previous Russian territorial 
oncessions. 

Analysts in Moscow say that Yeltsin 
annot afford to antagonise the conserva- 
ve faction in the Russian parliament, 
rhich is expected to resume debate over 
rucial aspects of political and economic re- 
orm in late September. 

“Foreign money does not mean much 
> the tide of Russian politics at present,” 
aid Takeshi Inoguchi, professor of politi- 
al science at Tokyo University. “Political 
ncertainty and economic difficulties make 

impossible for Yeltsin to conduct any 
ind of diplomacy unless it boosts the na- 
onal ego.” 

Moscow analysts say that the Russian 
oreign Ministry sent signals to Tokyo be- 
xe former Soviet president Mikhail 
orbachov's April 1991 visit to the Japa- 
ese capital and again during preparatory 
iscussions for Yeltsin's visit that recogni- 
on of a 1956 agreement on the territorial 
sue was possible. This provided for the 
turn of Shikotan and the Habomai islets 
ter the conclusion of a peace treaty. 

Indeed, on the same day Yeltsin can- 
‘lled, Japanese Foreign Ministry officials 
dicated they were cautiously optimistic 
at the talks would come good this time. 
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They took care, however, to temper their 
views, in sharp contrast to their statements 
before Gorbachov's 1991 visit. 

But despite a concurrence among the 
two foreign ministries on what was achiev- 
able, the domestic political situation in Rus- 
sia made it impossible for Yeltsin to act, 
says Alexei Zagorsky, director of the Cen- 
tre for Japanese and Pacific Studies at the 





Yeltsin bows to conservative faction. 
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Institute of World Economics and Interna- © 
tional Affairs in Moscow. "The correlation © 
of powers at present is such that the For- 
eign Ministry is too weak to make Russian 
foreign policy," he explained. oe 

"I don't think anything short of a state- 
ment of unilateral support for the 1956. — 
treaty would be acceptable to the Japanese 
at this point," Zagorsky said. “And Yeltsin: 
cannot afford to do even that now." vir 

The failure to come to some sort of 
minimal agreement on advancing ties be- 
tween the two nations will do little to im- 
prove the international stature of the 
Miyazawa government, which appears in- 
flexible and parochial in its insistence on ` 
tying aid explicitly to the return of four- 
small islands of debatable economic and = 
strategic value. 

Other members of the G7 group of ad- 
vanced industrialised countries have 
faulted Japan, the world's largest creditor . 
nation, for its failure to support fledgling - 
democratic rule in Russia. They also, how- 
ever, provided backing for Japan's territo- - 
rial claim in their Munich summit commu- ` 
nique earlier this year. . 

Within Japan, the postponement is caus- - 
ing considerable public debate over - 
whether the Miyazawa government re- - 
mains correct in taking a hard line on the. 
territorial issue. The upper hand appears © 
















to remain with those who see the return of _ n 
-the islands as a non-negotiable matter of. 





.. national honour. 


— .. The exaggerated emotion attached by 








many Japanese to the loss of the Northern 
Territories stems from the belief that their 
‘seizure by Soviet troops in the final days of 
World War II is one of the few injustices 


iS Japan has suffered, rather than inflicted on 


its neighbours, during the 20th century. 
Japanese Foreign Ministry officials ar- 
-. gue that Tokyo has already shown magna- 
-' nimity towards Moscow by agreeing to be 
— flexible on the timing and the conditions 


=. surrounding an eventual handover. Ac- 


a cording to these officials, Tokyo explicitly 


offered during talks last May to provide 


i direct aid to Russia if it would publicly re- 


^ affirm the 1956 offer to return the Shikotan 
-. and Habomai islets. 


T Underpinning the Miyazawa govern- 
-.. ment's unwillingness to change its stance 


© jsa widely held practical view that Japan 


œ will gain little by providing a massive in- 
© fusion of aid to the Russian economy. 
* While the Ministry of International Trade 
= and Industry and some of Japan's larger 
. trading companies have been lobbying for 
= a speedy conclusion to a peace treaty, 
*. which would form the legal basis for 
~~ heightened commercial ties, most Japanese 
-" seem to think that taxpayers’ money would 
simply be thrown away. 

In a typical comment after Yeltsin can- 
celled his trip, Economic Planning Minister 
Takeshi Noda said that free-market reform 
of the former communist economy has 
some "elements of recklessness" to it. 
“Would financial aid work as more than 
anaesthesia and help the Russian economy 
in the long term? I doubt it,” said Noda. 

Japan announced in October 1991 that 
it was prepared to provide US$2.5 billion 
in aid to the then Soviet Union should the 
Kuriles issue be solved to its satisfaction. 
. To date, however, it has only provided 
modest direct aid to Russia, including 


C US$25 million in technical assistance to 


upgrade safety standards at nuclear power 

plants and a US$20 million contribution to 

a programme to help provide a decent 

wage to nuclear scientists in Russia and 
Ukraine. 

... Russian plans for cementing relations 


i -with South Korea focus on the historic 
.. meaning of reconciliation after decades of 


- hostility rather than resolution of any sub- 
^. Stantive issue. The keystone of Moscow's 
.. policy, to be put in place when Yeltsin vis- 
its Seoul in November, is the signing of the 
new treaty of amity whose wording has 
already been agreed to. In this treaty, Mos- 
cow pledges to help Korea's peaceful re- 
unification, though how precisely this is to 
be achieved remains unclear. 

Russia is essentially vague about its fu- 
. ture relations with North Korea, Moscow’s 
former client state which refuses to accept 


bilateral nuclear inspections with the South _ 
to reinforce inspections already undertaken: 
by the International Atomic Energy _ 







Agency. Together with Peking, however, 
Moscow is in favour of forcing Pyongyang 
to forego nuclear options. The problem is 
Moscow's reluctance to use its still 
considerable military aid leverage for that 
purpose, especially given the dire eco- 
nomic conditions in the former Soviet 
Union. 

But: Yeltsin remains anxious to project a 
new départure for Russia/s relations with 
South Korea, Russian officials say. In his 
telephone conversation with, Roh, Yeltsin 
promised’ terbapd over thé flight recorder 
of the Korean‘ Airlines 747 shit down by 
Sovief.fighters in 1983. Apart from helping 
to unlgek the mystery surrgi xij ding the at- 
tack, which killed all 269 people aboard the 
airliner, this : may, ‘help Yeltsin to distance 
himself from, the, distasteful record of the 
previous communist regime. 

On the economic front, Yeltsin’s re- 






‘scheduled visit to South Korea looks un- 
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likely to revitalise the business commun 
ty's sagging confidence over prospects : 
trade with and investment in Russia. D 
spite this, he and Roh are expected to sig 
the long-heralded agreement for joint e 
ploration of the Yakutia gas field in Sib 
ria. The agreement provides for the tw 
countries to spend US$100 million on 
three-year feasibility study covering tl 
extraction of gas and the construction : 
thousands of kilometres of pipeline to J 
pan and South Korea via China and Nor! 
Korea. 

Yeltsin's worsening relations with T 
kyo, however, have dimmed the prospec 
of enlisting Japanese capital and technc 
ogy for this gigantic project. Moscow ev 
dently wants to go ahead without Jape 
but that worries capital-hungry membe 
of the South Korean consortium, includir 
Daewoo, Samsung and six other conglon 
erates. 
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Picasso Painted Pictures at the Age of 8. 
Lorca Wrote Poetry at the Age of 9. 
Falla Composed Music at the Age of 15. It's in our Blood. 


jp" FIRST TIME A SPANISH dancer takes to her toes, she pulls on much more than a pair of dance shoes. 
She also wea o! national pride for all things artistic. And the same app ry young 
blood in Semat s Magi art schagilN cid mmmmm- land Ry, talent for 
artistic exp ESSO can't be ^ ed on to Prod ENS. IEEE ry ti OE it NEN OL, it has 
to conterimiusell von MENU r s a um mU Eua! EAN painters, 
musician “nee res of che aspdTular ins PME TESDEDUE EUER | Spanish 
street life that so often spills over onto canvas, music score or dance floor. And today the lifeblood of 
Spanish art is by no means confined to the country's great galleries and concert halls. In Spain, the voice 


of art is all around you. Listen carefully and you could hear the maestros of tomorrow. 
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first office in 1865. 

Today, we are known worldwide for our 
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As the principal member of the HSBC Group, 
we enjoy the support of experienced staff in the 
Group's 3,300 offices in more than 60 countries, 
including over 600 offices in Asia. Staff with many 
years of experience in their home markets. 

In this way, we have developed insights which 
will help you transact business effectively anywhere 
in the world. The HSBC Group's member companies 
offer a comprehensive range of financial services: 
trade finance, treasury, securities, merchant banking, 
private banking, insurance, and Hexagon, our global 
electronic financial services system. 

Contact your nearest HongkongBank office, and 


learn how we can help you make your mark in Asia. 
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The Hongkong and Shanghai Banking Corporation Limited 
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WE LL ENSURE THEY DISCOVER MORE 
THAN EACH OTHER. 


THESE DAYS, COUPLES ARE UNDER PRES- 
SURE LIKE NEVER BEFORE. OFTEN, THE 
ONLY WAY. ROMANCE: IS, REKINDLED 
IS WITH A CHANGE OF SCENERY, Al 
HOLIDAY INN CROWNE PLAZA™ HOTELS, 
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SCENERY. FROM THE MOMENT YOU STEP 
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TO EXPECT FROM: US. WITH EXTRA aoa AL] SERVICE THAT CREATES THE PERFECT 
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DIFFERENCE. SET A ROMANTIC MOOD IN ING, AS WELL AS YOUR ROMANCE. 


OUR, SPACIOUS, SUPERBLY APPOINTED 
GUEST ROOMS, ENJOY INTIMATE DINING 
AND SUPERB CUISINE IN THE FINEST 
RESTAURANTS. INDULGE YOURSELF 
IN THE SAUNA, SWIMMING POOL, 
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CENTRE. FROM BANGKOK TO BEIJING, 
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Friends from afar 


Moscow breakthrough boosts Taipei's diplomacy 


By Julian Baum in Taipei 
aiwan's loss of diplomatic recogni- 
tion by South Korea left few friends, 
so when Latvian Prime Minister 
Ivars Godmanis arrived in Taipei on 13 
September, he set a diplomatic precedent 
that Taiwan hopes others will follow. 

One year ago, Latvia was recognised by 
China and entered the UN. But within six 
months, the Baltic republic had signed an 
agreement with Taiwan to upgrade its rep- 
resentative office in Riga to consulate sta- 
tus under its official name, the Republic of 
China. 

With most of Latvia's cabinet in tow, 
along with a central bank governor and a 
bevy of ballet dancers, Godmanis expects 
to negotiate financial assistance during his 
week in Taipei. He told reporters Latvia 

could learn from Taiwan's economic suc- 

cess and that Taiwan could use Latvia as a 
door into Eastern Europe and the Com- 
monwealth of Independent States (Cis). 

If Latvia is the model case for Taiwan's 
northern diplomacy in the former Soviet 
republics, Russia is the more likely exam- 
ple for most of the 11 member states of the 
CIs. Russian President Boris Yeltsin ap- 
proved an agreement in early September 
formally ending more than four decades of 
broken relations between Moscow and Tai- 
pei. 

The agreement sets up two nominally 
private organisations which will issue vi- 
sas in Moscow and Taipei and represent 
the interests of both governments. On Tai- 
wan's side, the Taipei-Moscow Economic 
and Cultural Commission will open offices 
in Moscow, St Petersburg and Vladivostok. 
The deal was quietly negotiated in Paris 
and signed in June by Vice-Minister of For- 
eign Affairs John Chang and Yeltsin's ad- 
viser, Oleg Lobov. 

Lobov, a former deputy prime minister 
in the Soviet government and chairman of 
Yeltsin's advisory council of experts, is due 
in Taipei this month to continue discus- 
sions on financial assistance, air links and 
other issues. He will be accompanied by a 
vice-minister of economy and trade and 
senior officials from the Intourist travel 
agency and state construction companies 
which are looking for contracts under Tai- 
wan's six-year development plan. 

Observers say that a programme of sub- 
stantial financial assistance is under discus- 
sion but no definite amounts have been 
agreed. Some sources say Russia wants a 
deal comparable to the US$3 billion eco- 
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nomic aid package offered by South Korea 
after it opened diplomatic relations with 
Moscow in 1990. But Taiwan appears un- 
likely to make such a sizeable offer, partly 
because of the absence of diplomatic ties 
and uncertainty over what it could get in 
return. 

The breakthrough with Russia has 
given President Lee Teng-hui's "pragmatic 
diplomacy" a boost just as his critics were 
preparing a fresh campaign to get the gov- 
ernment to abandon its one-China policy. 
That policy mirrors Peking's own view that 
Taiwan is part of China and has led to a 
prolonged tussle for diplomatic recognition 
between the two rivals in which Taiwan 
has been the loser. 

Opposition activists and liberal law- 
makers from the ruling Kuomintang have 
been pushing the government to do more 





Lee ponders his 'pragmatic diplomacy.' 


to advance Taiwan's international status. 
The loss of South Korea as Taiwan's only 
diplomatic ally in Asia in August set off 
fresh condemnation of the government's 
one-China stance and highlighted the sub- 
ordination of its foreign policy to relations 
with Peking. 

Until two years ago, Taiwan had re- 
stricted contacts with the Soviet Union and 
Eastern Europe and refused visas to Soviet 
visitors. It quietly lifted a ban on trade, 
travel and investment in early 1990, but 
insiders said that a lack of expertise had 
hampered the government's response to 
new opportunities following the commu- 
nist collapse in Europe. 

The Foreign Ministry has since moved 
quickly to take advantage of the diplomatic 
possibilities which have opened up. In the 
past year, Chang has visited Moscow 
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twice, as well as the Baltic states. 

A stream of visitors from the cis have 
shown strong interest in Taiwan's eco- 
nomic success and praised the Kuomintang 
government in terms that all but the most 
diehard anti-communists find embarrass- 
ing. Several private organisations have 
been set up to foster commercial ties and 
Taipei has offered limited economic aid, 
including US$55 million in food and medi- 
cine to Russia and Ukraine last year. 

"For us, this is diplomatic virgin land," 
said Su Chi, deputy director of the Insti- 
tute of International Relations and a Rus- 
sian specialist. The CIS states are potential 
economic partners, said Su. But so far the 
economic ties have been minimal. 

Taiwan's trade deficit with the former 
Soviet republics, notably with Russia and 
Ukraine, rose to US$243 million through 
July this year, up from US$51 million for 
the same period last vear. This is minus- 
cule compared to the island's overall trade 
surplus of US$13.3 billion in 1991 and fits a 
pattern of trade with many developing 
countries which are being courted by the 
Taiwan Government. 

Total two-way trade was US$310 mil- 
lion from January to July this year, up 
250% over the 1991 period, 
with Taiwan's lopsided im- 
ports including mostly steel 
and aluminium from Russia. 

Typically, Taiwanese 
businessmen have led the 
way in expanding relations 
with other countries. But Su 
said that this has not hap- 
pened with the former So- 
viet republics because of po- 
litical uncertainty and under- 
developed markets in the re- 
gion. "In this case, the gov- 
ernment's leading role pro- 
vides a cover and an encour- 
agement to businessmen,” 
Su said. 

There was also a backlash 
from Russia’s sale of weap- 
ons to China. In June, the legislature passed 
a non-binding resolution calling on the 
cabinet to ban aid and humanitarian assist- 
ance to countries providing arms to the 
Chinese Government. Taiwan’s relations in 
the region will vary widely, according to 
Su, depending on the countries’ proximity 
to China and the size of their economy. 
“Latvia and Russia represent two ends of 
the political spectrum,” he said. 

The Central Asian republics, some of 
which border China, are more likely to fol- 
low the Russian model of unofficial repre- 
sentation while they maintain close ties 
with Peking, Su said. The other Baltic states 
of Lithuania and Estonia, those in the Cau- 
casus region, and possibly Byelorus, could 
follow Latvia's example. Because of its ex- 
tensive commercial interests Ukraine could 
go either way. D 
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AFGHANISTAN 


Separate ways 


- Guerilla groups seek backing for breakaway states 


. By Salamat Ali and Ahmed Rashid in — 


Islamabad 





that many experts feared would fol- 
low the fall of the Najibullah regime 
in April has moved a stage closer as a re- 


| T disintegration of Afghanistan 


. sult of actions by the mujahideen factions 


and their supporters outside the country. 
The growing rift is evident on both the 
diplomatic and military fronts. While the 
major mujahideen leaders secretly explore 
options for a possible partition of the coun- 
try along ethnic lines, their guerillas have 
clashed repeatedly in attempts to consoli- 
date control over territory as a prelude to 


possible partition. 


. ethnic partition of Afghanistan. All 


a 


. becomes necessary,” said a senior 
- Given that Afghanistan lies on the 
- critical fault line dividing Central 
. and South Asia, any partition would 


. the region. 


. tral region extending westwards up 


. in three distinct regions: Pashtuns in 


. northern region between Kabul and 
. the borders of the Central Asian re- 
. publics. Turkoman, Kyrghyz and other na- 


"There is already an informal 


sides have started the necessary dip- 
lomatic footwork if partition actually 


Western diplomat in Islamabad. 


have a major destabilising impact on 


Afghanistan now is ruled by 
mutually antagonistic armed groups 


the eastern and southern areas adja- 
cent to Pakistan; Persian-speaking 
Hazaras of the Shia faith in the cen- 


to the Iranian border; and an uneasy 
alliance of Tajiks and Uzbeks in the 


- tionalities are also present, largely in the 
. north, whose basic language is Persian. The 
. dividing line between the Pashtuns and the 


- 


northerners is the Hindu Kush mountains 
which start just north of Kabul. 

In Kabul itself, the ceasefire declared on 
28 August between the largely Uzbek and 


- Tajik forces holding the capital and the 


Hizbe Islami — led by Islamic fundamen- 


talist Pashtun leader Gulbuddin Hek- 
matyar — is not expected to last, say diplo- 


. mats . Hekmatyar has already warned the 
half-million people who fled Kabul during 


— heavy fighting in August not to return. 


"The next [round of fighting] will be deci- 
sive," he said. 

In pursuit of partition, Uzbek warlord 
Gen. Rashid Dostam, based in the north- 
ern city of Mazar-i-Sharif, secretly visited 
Turkey in August and made several trips 


. 18 


to neighbouring Uzbekistan to gauge sup- 
port for a separate northern state for his 
Uzbek people. In Ankara, he met Turkish 
officials and held his first meeting with US 
and other Western diplomats. In Tashkent, 
he met several times with Uzbek President 
Islam Karimov; on one August trip he also 
met Maj.-Gen. Javed Nasir, head of Paki- 
stan's Inter Services Intelligence, who was 
touring Central Asia as "a private citizen." 
It was Dostam's first high-level contact 
with Pakistani officials. 

Dostam argues that a confederation of 
autonomous states is the only solution to 
the chaos in Afghanistan. He has warned 
that the Uzbeks will never again live un- 
der Pashtun domination; nor will he pull 


Storm centre 





out his forces from Kabul as demanded by 
Hekmatyar. Dostam claims that a separate 
Uzbek northern state, which would be a 
secular entity, would act as a buffer for 
Central Asia against the spread of Islamic 
fundamentalism by the Pashtuns in the 
south and Iran in the west. 

If accepted, this proposal could lead to 
at least four, if not more, autonomous ad- 
ministrations in the country, because the 
Persian-speaking Tajiks would not accept 
the Uzbeks, who are of Turkic origin, as 
equal partners. Besides, they fear that 
Dostam might grab the whole of northern 
Afghanistan for himself. 

Hekmatyar, who has now muted his 
fundamentalist rhetoric and harps instead 
on Pashtun nationalism, is lobbying for an 
interim Pashtun state in the south which 
he boasts would eventually impose its will 
on the rest of the country. But this idea 
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does not appeal to Pakistan, which has a 
12-million strong Pashtun minority of its 
own and views Hekmatyar's proposal as a 
potentially destabilising factor. 

At his base south of Kabul, Hekmatyar 
has met intelligence officers from his prin- 
cipal backers — Saudi Arabia and the Gulf 
states — for talks on a "temporary Pashtun 
state" which would be a pro-Arab, Sunni 
Muslim entity strongly opposed to the 
spread of Shia and Iranian influence. Sig- 
nificantly, Arab states have based their in- 
telligence and aid operations in Jalalabad, 
the de facto capital of the Afghan Pashtuns. 

Not surprisingly, the proxy war in Af- 
ghanistan between Iran and Saudi Arabia 
has escalated. There are unverified reports 
of battles in the south between Shia Hazara 
and Ittehade Islami guerillas — who are 
Wahabi Muslims, like the Saudis — led by 
Abdul Rasul Sayef. Baghlan and Paghman, 
where there are large pockets of Hazaras, 
have been the scene of fierce clashes. Eye- 
witnesses report that Sayef's forces are 
aided by several thousand Arab volunteer: 
formerly based in Pakistan but expelled 
after the April Peshawar accord on 
: an interim mujahideen government. 
I£ Apart from Sayef's Arab fighters, 
there are also Arabs based in 
Jalalabad suspected to be directing 
various armed operations within 
and outside Afghanistan. In the later 
stages of the Soviet occupation o! 
Afghanistan, these Arabs had organ 
ised retaliatory raids across the Oxu: 
River into the then Soviet Union. 

It is believed that variou: 
mujahideen groups, with an eye or 
the looming ethnic anarchy in Af 
ghanistan, still have considerable 
stockpiles of weapons inside Paki- 
stan. On 6 September, the Islamabad 
newspaper The News reported dem- 
onstrations in the Bajaur tribal aree 
near Peshawar for the removal o! 
Afghan arms dumps, which have 
become the targets of attacks by ri- 
val guerilla groups. Mujahideen leader: 
like former Afghan president Sibghatullal 
Mujadadi and Pir Ahmad Gailani of the 
moderate National Islamic Front are 
known to have arms depots in the Paki 
stani border region. Current Afghan Presi 
dent Burhanuddin Rabbani's Jamiate 
Islami group maintains arms depots in Pa 
kistan's Chitral region. 

Gailani told the REVIEW that during th« 
war following the 1979 Soviet occupation 
Hekmatyar concentrated more on stockpil 
ing arms and other resources than on fight 
ing the invader. He believes the Pashtur 
leader's stockpiles could last him severa 
years with minimum replenishment. T« 
counter this, Iran has reportedly been sup 
plying arms to Shia-dominated factions 
The Afghan Shias are mostly Hazara tribes 
men and their demands — rejected by 
other mujahideen groups — include com 
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plete autonomy and a quarter-share of 
power in Kabul. 

Hekmatyar, until recently Pakistan's fa- 
vourite mujahideen, remains the crucial 
figure in the Afghan equation. Most gue- 
rilla leaders agree that he would not be sat- 
isfied with less than a central role and des- 
potic powers for himself. Gailani says 
Hekmatyar is the product of Pakistan's 
miscalculations. He argues that the only 
way of neutralising Hekmatyar is for Paki- 
stan to abandon its neutral stand and 
openly back the moderates, thereby spark- 
ing large-scale desertions from the 
Hekmatyar camp. 

Gailani's hope is based on the fact that, 
like the mutually antagonistic non-Pashtun 
factions of the north, the Pashtuns them- 
selves are riven with dissension. For exam- 
ple, the Pashtuns of Kandahar in the south 
detest Hekmatyar because they come from 





different tribes. But Gailani warns that 
Hekmatyar still retains formidable support 
within Pakistan and could still use his 
Pashtun card to try to blackmail Islamabad 
into once more backing him fully. 

Many observers think that a Hekmatyar 
decision to resume the war could prove to 
be the final nudge down the slope to an 
Afghan partition. Should he be able to 
wrest Kabul from Dostam and Tajik leader 
Ahmed Shah Masud and carve out a 
Pashtun state, this development — even if 
it were shortlived — would lead to unpre- 
dictable consequences for the region. 

Predominantly Shia Iran, which has its 
own non-Persian minorities like the Sunni 
Muslim Baluchis and Turkomans, has kept 
a wary eye on Hekmatyar's links with 
Arab groups and Arab governments. Te- 
heran would not relish the prospect of pro- 
Arab groups taking Kabul and moving 
closer to its borders because this might 
clear the way for incursions into Iran simi- 
lar to that staged into the former Soviet 
Union by Arab volunteers. 

In recent weeks China, too, has repeat- 
edly warned against a break-up of Af- 


ghanistan. In Xinjiang, the westernmost 
Chinese province bordering Central Asia, 
there is a strong underground separatist 
Islamic movement which has been backed 
by mujahideen leaders like Hekmatyar. 
Even India, battling Kashmiri and Sikh 
separatists, has expressed fears about the 
break-up of Afghanistan. 

Across the Oxus River, Uzbekistan and 
Turkmenistan, which contain several com- 


peng eise groups, far toc emend o 1 | rink of Chaos 


lamic fundamentalism and separatist ten- 
dencies northwards. Tajikistan's funda- 
mentalist Islamic Renaissance Party re- 
cently forced the resignation of the Tajik 
president. Worried by the prospect of an 
influx of mujahideen arms into Tajikistan's 
strongly Islamic southern region, Russia, 
Kazakhstan, Uzbekistan and Kyrghyzstan 
announced on 4 September that additional 
troops had been sent to police Tajikistan's 
border with Afghanistan. 

Hekmatyar's demand for a 
separate state is also winning 
support among Pashtuns in Pa- 
kistan's North-West Frontier 
Province, where the old dream 
of Pashtunistan — a homeland 
straddling the Afghan-Pakistani 
border — has never been com- 
pletely abandoned. In Baluchi- 
stan, too, Pashtuns have de- 
manded a separate province fol- 
lowing bloody battles with local 
Baluch tribesmen. 

For the moment, what is pre- 
venting more concrete steps to- 
wards partition is that none of 
the major mujahideen players 
can claim unanimous support 
from their own regions. Further, 
there is a strong likelihood of in- 
ter-ethnic conflict arising out of such fac- 
tors as the dissension between the Pashtun 
tribes, and the historical but for now pa- 
pered-over enmity between Tajiks and 
Uzbeks. Also, for the moment at least, no 
regional power is willing to risk interna- 
tional condemnation by openly backing its 
protege's partition plans. Many Western 
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governments fear that any new states that | 


emerge from partition would not be eco- 


nomically viable; some might turn to in- | 


creased heroin production for their sur- 
vival. Afghanistan is already the world's 
largest producer of heroin. 

Afghan separatists, however, have 


of the division of Yugoslavia. This, others 
fear, has set a unwelcome precedent for the 
region. So much inter-ethnic and mujahi- 
deen blood has been spilt that a genuine 
ethnic reconciliation or coalition govern- 
ment in Kabul appears impossible. With 
no one mujahideen faction capable of de- 
livering a knockout blow to its rivals, the 
civil war is likely to continue, winning new 


| 





CENTRAL 


Dominion of 


dominoes 
Tajikistan hovers on 


ASIA 


By Ahmed Rashid in Islamabad 


he worst fears of the former com- 
| l munist elites still ruling Central Asia 


were realised in Tajikistan when 
President Rakhman Nabiyev was forced to 
resign by opposition groups on 7 Septem- 
ber. Nabiyev's overthrow followed weeks 
of rioting in the capital Dushanbe and in- 
ter-ethnic fighting in the countryside that 
left hundreds of people dead. 
Nabiyev, 62, a hardline communist who 
ruled Tajikistan from 1982-85 before again 


| becoming president last November, went 





adherents to the view that partition is the - 
only way out of the present impasse. m - 
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into hiding on 31 August after the presi- 
dential palace was stormed by opposition 
groups demanding his resignation. The 
protesters took several senior government 
officials hostage and demanded the release 
of an army general suspected of involve- 
ment in the assassination of the Chief Pros- 
ecutor Nurulio Khuvaidullayev. 

As the protesters gathered in Martyrs 
Square outside the parliament building, 
Prime Minister Akbar Mirzoyev and sev- 
eral other ministers resigned. Talks be- 
tween the government and the opposition 
broke down and the presidium of parlia- 
ment declared Nabiyev removed from of- 
fice on 3 September. However, Nabiyev — 
who had sought refuge in the Common- 
wealth of Independent States (Cis) military 
headquarters — refused to go. An emer- 
gency meeting of parliament to elect a new 
leader was called for 4 September, but MPs 
who supported Nabiyev refused to attend 
and a quorum could not be mustered. 

Russian President Boris Yeltsin and 
other Central Asian leaders then declared 
that Tajikistan was on the verge of civil 
war and ordered the more than 100,000- 
strong CIS force based in the republic to 
take control of the porous 1,300-kilometre 


. border with Afghanistan, from where arms 
been encouraged by Western recognition | 


have been pouring in. Finally, after 
Nabiyev accepted defeat and attempted to 
leave Tajikistan, he was stopped at the air- 
port and forced to resign after three of his 
bodyguards were wounded by heavily 
armed opposition protesters. 

While parliament's chairman Akbarsho 
Iskandarov, a non-partisan figure, took 
over as acting president, whichever group 
or coalition emerges to form the next gov- 
ernment will face almost unsurmountable 
problems rooted in regional, ethnic, clan 
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and ideological differences. The republic is 


already divided along a combination of 





Khojent (formerly Leninabad) supp e 


communists and Nabiyev. The million or- 


so Uzbeks who have settled in the region 
want to federate with neighbouring 
Uzbekistan, while many local Tajiks do not 
want to carry the burden of the republic’s 
impoverished south, where a civil war — 
fuelled by arms supplies from Afghanistan 
and endemic clan rivalries — continues 
unabated. 

. The communists, who also retain a 
stronghold in the southern Kulyab district, 
have fought pitched battles with Islamic 
Renaissance Party (IRP) fundamentalist 
militants from the neighbouring district of 
Kurgan Tyube. The IRP have been armed 
and trained by Gulbuddin Hekmatyar's 
Hizbe Islami group over the border in Af- 
ghanistan. At least 400 people have died in 
fighting over the past three weeks, while 
raids on the region's collective farms have 
forced tens of thousands of people off the 
land. In the eastern region of Gorno 
-Badakhshan — which borders both China 
~ and Afghanistan — the local Ismaili Mus- 
Jim population resent the communists and 
the IRP. 

<ss> Dushanbe has been racked since Febru- 
ary by feuding between Nabiyev's commu- 
= nists, his own clan members and opposi- 
. tion groups, which include the powerful 
-IRP and the secular Democratic Movement. 
< On 7 May, Nabiyev set up a National Rec- 
- onciliation government with opposition 
: leaders, but its members later resigned 
from their posts and again took to the 
streets. On 28 July all the factions signed 
~~ another peace agreement in Khorog and 
promised to hand in their weapons, but 
the agreement collapsed almost immedi- 
ately and fighting in the south continued. 
. Tajikstan’s present descent into chaos 
partly reflects the republic's experience 
under former Soviet rule. Of all the former 
Soviet republics, it has the lowest per capita 
income, 70% unemployment in rural areas, 
a staggering 576 annual growth in popula- 
tion, the lowest levels of educational attain- 
ent and the highest incidence of infant 
mortality. With more than 100,000 ethnic 
Russians — many of whom worked in 
technical and managerial positions — re- 
ported to have fled Tajikistan so far this 
ear because of the unrest, the republic's 
already fragile infrastructure must now be 
on the verge of total collapse. 

Although the iRP has emerged as the 
strongest Islamic party in Central Asia, it is 
still not powerful enough in the Tajik par- 
liament to be able to choose the next presi- 
dent. In addition, the present ideological 
nd actual battle between the IRP and its 
opponents is being rapidly overtaken by 
tribal and clan rivalries. u 
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*hinese oil exploration sparks new row with Vietnarr 


jetnam's charges that China has be- 

gun illegal oil exploration in Viet- 
namese waters has aggravated re- 

lations between the two countries shortly 
before officials are due to hold talks on 
their territorial disputes. A Chinese deputy 
foreign minister is due to visit Hanoi later 
this month, while border experts from the 
two countries are due to meet in October 
ahead of Chinese Premier Li Peng's sched- 
uled visit to Vietnam at the end of the year. 
Vietnamese officials say a Chinese oil 
drilling rig was positioned in the Gulf of 
Tonkin some 130 kilometres off the coast 
of Thai Binh province in northern Vietnam 
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on 4 September. According to a senior offi- 
cial of the Vietnamese Council of Minis- 
ter's Continental Shelf Committee, the rig 
is located nearly 93 kilometres west, or on 
the Vietnamese side, of a north-south 
boundary line in the Gulf of Tonkin agreed 
in 1887 by China and Vietnam's French 
colonial rulers. 

Predictably, Peking has rejected Hanoi's 
charges. "The Chinese oil drilling ships in 
question were working on the Chinese side 
of the central line [of the Gulf of Tonkin], 
an area which is under China's jurisdic- 
tion," the Chinese Foreign Ministry re- 
sponded in a statement. 

Both Vietnam and China had generally 
accepted the 1887 line until the 1960s, says 


, Dao Duc Chinh, deputy director of Viet- 


nam's Foreign Ministry's China Depart- 
ment. In the early 1970s, while then North 
Vietnam was still at war with the US, Pe- 
king proposed talks to discuss redrawing 
the Gulf of Tonkin boundary line. 

The then allies failed to reach an agree- 
ment, so Peking proposed that both coun- 
tries refrain from searching for oil in a large 
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uffled waters 


rectangular area on the Vietnamese side o 
the 1887 line until they could resolve thei 
differences, Chinh says. 

The Vietnamese official claimed tha 
neither side carried out any exploration ir 
the disputed area until last year, wher 
China began its search for oil. The pace o 
activity accelerated recently, with Chinese 
ships carrying out seismic surveys inside 
the area between 19-30 August. They were 
followed by an oil rig and several attend. 
ant vessels, which began drilling in an arec 
some 143 kilometres off China's Hainar 
Island in early September. The Chinese 
have announced they will continue drill 
ing in the area until March 1993. 

Hanoi's protests to Peking in early Sep 
tember were Vietnam's strongest reaction: 
to China following a series of incident: 
which Hanoi says demonstrate a new Chi. 
nese push into the South China Sea. In Feb- 
ruary, China's national assembly passed : 
law on territorial waters claiming all is 
lands, including the Spratly archipelagc 
disputed with Vietnam and four othe 
countries, in the South China Sea. 

In May, Peking signed an agreemen 
with the US Crestone Energy Corp. to ex 
plore for oil in an area Hanoi claims is par 
of its southeastern continental shelf. ^ 
month later, Chinese troops landed on : 
reef in the Spratlys claimed by Vietnam 
and established what Peking termed < 
"sovereignty post." 

Although Vietnam and China normal 
ised their relations last November, tie: 
have remained strained because of the bor 
der disputes. "Looking at recent develop 
ments, we can see a series of Chinese ac 
tivities which violate Vietnam's territory 
and sovereignty," Chinh said. “If the Chi 
nese Government respects its relations witl 
Vietnam and wants peace and cooperatior 
in the region, it should stop these activitie: 

. and withdraw its oil drilling platform 
from the Gulf of Tonkin." 

On 14 August, shortly before the recen 
tensions in the gulf erupted, Li had writter 
a letter to his Vietnamese counterpart con: 
firming that he would visit Hanoi in No 
vember or December. Li will become the 
first premier to travel to Vietnam sinc 
Zhou Enlai visited in 1971. 

Vietnamese officials who have seen Li': 
letter say the Chinese premier called on the 
two sides to make every effort to find z 
mutually acceptable solution to their bor 
der disputes and not let differences in ont 
area affect overall Sino-Vietnamese re 
lations. | 
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TAIWAN 
French nod for jet sale 


The French Government will 
formally approve the sale of 60 
Mirage 2000-5 fighter aircraft 
to Taiwan for US$2.6 billion 
once agreement is reached 
between the manufacturers, 
Dassault Aviation, and the 
Taiwan military. The decision 
by France on 10 September 
follows President George 
Bush's announcement that he 
will allow US-made F16 jets to 
be sold to Taiwan. 








Picking up the pieces. 


UNITED STATES 


Korean business toll 


More than 40% of 522 
Koreatown and South Central 
Los Angeles businesses 
damaged in the 29 April-1 
May riots will not reopen, a 
new study of about one third 
of the area's damaged 
businesses shows. The failure 
rate is twice as high as 
expected, says Dun & 
Bradstreet, a company that 
prepares business credit 
reports. 


HONGKONG 
Conservatives attacked 


In a speech to London's Royal 
Institute of International 
Affairs on 11 September, 
Hongkong Legislative 
Councillor David Li criticised 
the colony's conservative and 
liberal politicians for pushing 
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their own interests at the 
expense of Hongkong's 
stability. Li, who is chairman 
of the Bank of East Asia, 
directed his most scathing 
comments at “millionaire 
politicians, high priests of 
Hongkong capitalism, bowing 
before the altar of communism 
during their servile 
pilgrimages to Peking.” The 
comments were seen as 
referring to the Cooperative 
Resources Centre, a 
conservative group of 
legislators. Li is one of 44 
people Peking picked as 
advisers on Hongkong affairs 
in the run-up to the 1997 
transfer to Chinese 
sovereignty. 





CAMBODIA 
Warning to Khmer Rouge 


The US may consider 
sanctions against the Khmer 
Rouge if it continues to 
obstruct the peace process in 
Cambodia, Acting Secretary of 
State Lawrence Eagleburger 
said on 9 September. He said 
he agrees with Australian 
Foreign Minister Gareth 
Evans's view that sanctions are 
“something we may have to 
look at reasonably soon.” 
Evans also warned of 
unspecified military action 
against the Khmer Rouge, one 
of four factions involved in the 
UN-brokered peace settlement. 





NEW ZEALAND 
Security Council bid 


The New Zealand 
Government announced that 
Prime Minister Jim Bolger will 
fly to New York on 21 
September to present his 
country’s bid for a seat on the 
UN Security Council. 
Wellington officials have been 
gathering support over the 
past few months and claim the 
backing of most Asian and 
many African nations. Bolger 
says New Zealand’s small size, 
its reliance on collective 
security and disinterest in 
regional conflicts fits it for a 
Security Council role at a time 





Chung: slim prospects. 


that the UN is expanding its 
responsibilities. 





MALAYSIA 

Manila pledge on Sabah 
Philippine Foreign Minister 
Roberto Romulo has assured 
Malaysia that the Ramos 
government will work 
towards resolving Manila's 
claim on Sabah state in East 
Malaysia. Romulo, on a visit 
to Malaysia, said he hoped 
that agreement could be 
reached between the executive 
and the legislature to remove a 
law defining the base line of 
Philippine territory to include 
Sabah. 
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KOREA 
Family reunion talks 


South Korean Prime Minister 
Chung Won Shik led a 40- 
member delegation to North 
Korea on 15 September for 
talks on family reunions and 
economic exchanges across 
the demilitarised zone. 
Prospects for agreement on 
these issues appeared slim 
due to the North's refusal to 
accept the South's demand 
for bilateral inspections of 
nuclear facilities. It was the 
first high-level meeting 
between the two sides since 
Seoul normalised ties with 
Peking in August. 





THAILAND 


Protest by judges 


More than 500 Thai judges 
gathered in Bangkok on 12 
September to protest against a 
move by outgoing Prime 
Minister Anand Panyarachun 
to restructure the Judicial 
Commission. The governmen! 
widened the commission, 
which deals with judicial 
appointments, from 18 to 28 
after a wrangle over the 
appointment of 22 senior 
judges. There has been a long 
simmering row between 
judges and the Justice 
Department over 
appointments. 


INDIA 
Illegal migrants expelled 


[n the start of what may be a 
crackdown on illegal 
immigrants from Bangladesh 
Indian police rounded up 13. 
Bangladeshis in New Delhi 
and trucked them to the 
Bangladesh border on 11 
September. According to the 
Calcutta newspaper, The 
Telegraph, the belongings of t 
group were set on fire in froi 
of them before they were 
expelled. The presence of as 
many as 10 million 
Bangladeshi illegals in India 
has become an emotional iss 
— especially in neighbouring 
states like West Bengal. 
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JAPAN 


big busines 


Keidanren no longer calls. the ia shots 


By Louise do Rosario i in Tokyo 


ach spring, hundreds of labour un- 

ionists sporting red arm-bands 

stand outside the office of the Fed- 
eration of Economic Organisations in cen- 
tral Tokyo to chant such slogans as "Work- 
ers unite to get a better deal in the annual 
wage negotiation" On other days, ultra- 
rightists have their share of the action out- 
side the building, blasting their latest na- 
tionalist campaign messages through loud- 
speakers. 


Activists of all colours attack the 


Keidanren, as the federation is known in 
Japanese, because it is the symbol of the 
zaikat, or big business, the invisible hand 
believed to be guiding government poli- 
cies. To reinforce this image, scores of top 
businessmen and foreign dignitaries arrive 
in limousines to attend functions held on 
the Keidanren's premises on several days 
each month. 

Both anti-establishment protesters and 
loyal members of the establishment may 
be giving the Keidanren more credit than 
it now deserves. For, despite the 
Keidanren's formidable appearance, it is 
now merely one of many interest groups 
courting bureaucrats and politicians for fa- 
vours as Japanese society becomes more 
pluralistic. 

The Keidanren used to be called the 
headquarters of the Japanese business com- 
munity, and its chairman the prime minis- 
ter of the business world. From the mid- 
1950s to the mid-1970s, the Keidanren was 
at the apex of Japan's well-known busi- 
ness-bureaucracy-politics triangle, the of- 
ten-cited key to the nation's postwar eco- 
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nomic miracle. 

The zaikai's leverage on the nio Lib- 
eral Democratic Party (LDP), exerted mainly 
via the Keidanren, came through its sub- 
stantial political donations while the LDP's 
influence over the bureaucracy was based 
on control over personnel appointments 
and law-making. The third side of the tri- 
angle was the power bureaucrats exerted 
over the zaikai, exercised through extra-le- 
gal gyosei shido, or "administrative guid- 
ance." 

It was a functional and "golden" trian- 
gle connected by money, notes Rei 
Shiratori, chairman of the Tokyo-based In- 
stitute of Political Studies in Japan. "It's like 
the Japanese game of jan-ken-pon [paper- 
stone-scissors]: each one of the three ele- 
ments controls one of the others." 

In politics, the Keidanren's influence 
was dominant: its leaders were personal 
friends of top politicians and often had an 
important say even in the choice of prime 
ministers. At the peak of its power in the 
mid-1960s, a fund-raising body organised 
by the Keidanren was the source of up to 
90% of officially disclosed political dona- 
tions to the ruling party, one study indi- 
cates. 

The Keidanren, in turn, depended heav- 
ily on the bureaucracy as businesses still 
needed the backing of the government to 
grow strong. Subsidies, favourable tax 
treatment and cartel agreements were 
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some of the favours it wanted. The tw 
sides worked well together because they 
shared the same vision that "growth, and 
more growth" was best for Japan. A telling 
sign of the relationship was that two of t 
Keidanren's first three chairmen were 
former bureaucrats. 

Since the late 1970s, however, the trian 
gle has been weakened with the increasing 
independence of its components. First, the 
Keidanren's ties with the LDP became more 
institutional than personal as a new gen- 
eration of business and political leaders 
rose to replace men bonded to each other 
by similar wartime experiences. The 
Keidanren's money also become less sige 
nificant to the LDP, as the party broadened | 
its revenue base. Another blow to its influ- 
ence was legislation introduced after the 
1976 Lockheed affair, which imposed 
stricter limits on the amount of money big - 
companies could contribute to political par- 

The Keidanren's role as spokesman for: : 
the LDP's big business constituency has also. 
weakened. As the LDP's hold on power 
lengthened, its support base broadened to 
include a wide range of interests, ranging | 
from farmers to small businessmen. "The - 
LDP [has become] a friend of everybody, - 
but a special friend to nobody," was how _ 
Prof. Michitoshi Takabatake of Rikkyo Uni- 
versity put it. z 

Further, the Keidanren's relationship | 
with the bureaucracy changed as clashes- 
over issues like deregulation, the revision. 
of anti-monopoly laws and the opening up 
of markets intensified. In the early 1980s, . 
ex-Keidanren chairman Toshio Doko even 
headed a high-powered administrative re- - 
form committee, one of whose aims was to- 
shrink the bureaucracy — a move that | 
helped ensure the present frosty relation- - 
ship between the two groups. x 

One of the Keidanren’s problems is that 
it may have overstretched itself in trying to ` 
include more business sectors. Forging à | 
consensus was easier in the past when rep- 
resentatives from a few heavy industries - 
made up the leadership. Now, there are - 
newcomers such as property, retailing, se- - 
curities and other business sectors that 
have grown in importance over recent. 
years. The number of vice-chairmen, each 
of whom acts as a spokesman for his in- 
dustry, has increased from five in 1952 to 
12 today. 

As a result, policies finally agreed on Ì 
such areas as environmental protection: 
improving corporate ethics, are usuall 
so general that it is difficult to follow 
up decisions with specific demands o 
actions. | 

The transformation of the Keidanren: 
a measure of how the dynamics of powi 
have changed in Japan. The once iron-clad 
triad of business, bureaucracy and politi 
has weakened as society has become mo: 
pluralistic and the sense of national cris 































































that held the three together has faded. 

= The current national debate on the 
economy is the latest example of how dif- 
ferently the triad now operates. During 
previous economic crises, notes University 
Tokyo law professor Takeshi Sasaki, the 
jad was quick to come up with emer- 
'ency measures. This time, each side is 
blaming the other for not acting quickly 























ough. 

The Keidanren began pointing out in 
early 1991 that the economy was heading 
towards a crisis, but economic and mon- 
etary officials insisted that the slowdown 
was a healthy one. The Keidanren's request 
for rapid government remedies was not 
met until months later, when numerous 
other interest groups had begun to feel the 
pinch of recession. 

Today, though the Keidanren's corpo- 
rate membership still reads like a who's 
who of Japan Inc., its top echelon of lead- 
ers lacks some of the drive of the men who 
founded the federation in the immediate 
aftermath of World War II. The Keidanren 
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was then led by ambitious young entrepre- 
neurs who were promoted after the war to 
replace purged autocrats and tycoons, 
while now many of the top leaders are in 
their 70s. - 

|: The Keidanren’ s present head i is Gaishi 
Hiraiwa, chairman of the Tokyo Electric 
Power Co. He is a respected businessman 
with a reputation as something of a phi- 
losopher, but is less well-known than 
Doko, whose frugal lifestyle and outspo- 
ken style made him a popular figure. 
Nevertheless, the Japanese media re- 
mains attentive to the internal politics of 
the Keidanren, with dozens of reporters 
producing lengthy reports each week on 
personnel changes. One such hot topic is 
who will succeed Hiraiwa when he retires 
in 1994. Shoichiro Toyoda, president of 
Toyota Motors, and Yutaka Kume, chair- 
man of Nissan Motors, are two top candi- 
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dates. The press has reported in great de- 


E: ail Ron the two are e DON peling. but 
many ordinary Japanese the succession i is k 
of little interest. “It’s something like the ap- |. 


ticians. 
Keidanren became the main point of con- 
tact be 
nessmen from then on. The Keidanren was 


pointments at a Rotary or a Bolt club,” said 
one observer. | 

“(The] Keidanren has become a refined 
club, a comfortable place for businessmen,” 
but one which exercises little real power, 
notes Shiratori. "It's like the shrine built in 
memory of the Meiji emperor a century 
ago which is now just a park for visitors." 
Kazuo Mori, a Keidanren specialist at the 
Nippon Keizai Shimbun business daily, went 
further, saying "the role of [the] Keidanren 
as a strong pressure group has ended." 

The Keidanren was set up in 1946 to 
serve as a bridge between big Dos nee and 
the government. hree other. i 
economic organisations — 3 e 
Keizai Doyukai and. Nissho (the Japan 
Chamber of Commerce and Industry) — 





were created at around the same time, but | 5 
their membership and mandates have al- 


ways been more limited. 


“Businesses after the war were we ii 


the first chairman of the Keidanren was the 
low-profile engineer Ichiro Ishikawa, who 
headed Nissan Chemicals. 

The turning point for the Keidanren 
came in 1955, when a political funding 
scandal in-the shipbuilding industry led to 
the federation setting up a fund-raising af- 
filiate, later called Kokumin Seiji Kyokai 
(National Political Institute), to centralise 
political contributions to conservative poli- 
The move meant that the 





tween politicians and leading busi- 


also expanding its influence by sitting in 
on the many newly established advisory 
bodies where officials discussed problems 
and policies with business representatives. 


The business-politics-bureaucracy tri- 
umvirate was further reinforced by the 
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“old school tie" factor. The first three chair- | 
men of the Keidanren were graduates of | 


the prestigious University of Tokyo, an 
alumni they shared with their leading 
counterparts in the bureaucracy and prime 
ministers Yoshida, Ichiro Hatoyama (1954- 
56) and Nobusuke Kishi (1957-60). 

Such public-private cooperation was 
strongest during the reign of two of the 
Keidanren's best known chairmen: Taizo 
Ishizaka (1956-68) and. Kogoro Uemura 
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(1968-74). It was a time when Japan was 
facing serious economic dislocation — not- 
ably inflation and pollution — as a result 
of rapid growth in the 1960s and the 1973- 
74 "oil shock." 

Industries such as shipbuilding and 
steel were also facing problems as a result 
of excessive expansion and competition 
from Asian rivals. Uemura, a former bu- 
reaucrat, was an effective mediator in help- 
ing to secure industry support for govern- 
ment-guided restructuring cartels. Such 
cartels were organised for oil refineries in 
1961 and steel firms in 1964. In short, the 
Keidanren was a major player at all critical 
junctures of Japan's economic development 
in the early post-war decades. 

But this was to change from the mid- 
1970s, with the rise of prime minister 
Kakuei Tanaka (1972-74), a self-made man 
who shared little of the elitist background 
that bonded bureaucrats and leading busi- 
nessmen. Tanaka found new patrons out- 
side the traditional business elite and pio- 
neered new ways of raising political funds, 
including share trading and fund-raising 
parties. 

The result was that the Keidanren's im- 
portance as a funding source for the ruling 
party shrank steadily in relative terms as 
the LDP's purse got bigger. The Keidanren's 
contributions to the LDP fell from 90% of 
the total in the mid-1960s to the current 
50% of officially-revealed electoral funds 
received. Unrecorded political contribu- 
tions, including those that are below the Y1 
million (US$8,065) floor level for compul- 
sory registration specified in the Political 
Funds Contribution Law, mean that the 
Keidanren's share of total LDP funds may 
be much lower. 

Another new development since the 
late 1970s has been the rise of so-called zoku 
giin, or "tribe MPs," who specialise in 
policy issues involving certain industries 
and usually sit on the LDP's corresponding 
policy-research committees. These politi- 
cians are supported by industry associa- 
tions or individual businessmen rather 
than by the Keidanren. 

Political appointments have also be- 
come more institutionalised, being dictated 
more by seniority than the influence of any 
one interest group. The choice of prime 
minister is often the result of an internal 
compromise among LDP factions, and im- 
plemented without much reference to 
popular opinion. For example, Prime Min- 
ister Kiichi Miyazawa, a former bureaucrat, 
has few links with big business. 

Since the start of the 1980s, the 
Keidanren's cosy relationship with the bu- 
reaucracy has also been strained as a new 
set of problems have emerged to confront 
Japan. Consensus on issues such as exports 
and economic growth have given way to 
concern about the trade and balance of 
payments surpluses and demands for 
more “humane” domestic working and liv- 


Merchant 
mandarin 


The slightly-built and E NRSR WA 
Keidanren chairman Gaishi Hiraiwa, 78, 
is an unusual choice for representing 
Japan Inc. Contrary to the stereotypical 
image of the a ive corporate war- 
rior, Hiraiwa a quiet, disarming 
charm that betrays his determination to 
make Japanese companies more inter- 
ested in € ethics, the environ- 
ment and other global concerns. 
Admirers say Hiraiwa is a skilful op- 
erator with extensive contacts in all cir- 
cles. "He's not outspoken, but he gets 
things done,” one observer said. 
Hiraiwa, however, was quick to dis- 
miss the idea of a powerful Keidanren 
chairman shaping important decisions 
behind-the-scenes. 
in the past about how [the business 
community] could dismiss even the 


prime minister. But in today’s informa- | 


SERM. ee 


Hiraiwa: global concerns. 


ing conditions. The interests of bureaucrats 
now sometimes stand diametrically op- 
posed to those of business. 

A typical example of the Keidanren fail- 
ing to get its way is in agricultural policy. 
The Keidanren has for years been calling 
for the rice market to be opened up to for- 
eign competition in order to avert retalia- 
tion by Japan's trading partners. But the 
Ministry of Agriculture, Forestry and Fish- 
eries wants to protect farmers from rice 
imports. So far, the Keidanren's voice has 
been muffled by the loud protests of the 
powerful rural constituency. 

The rice issue highlights the fact that 
big business is not the only strong voice 
heard in decision-making as Japan's soci- 
ety becomes more pluralistic. Interest 
groups such as the National Federation of 
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tion age, everything is in the open." 

A graduate of the prestigious Uni- 
versity of Tokyo, Hiraiwa climbed the 
corporate ladder of Tokyo Electric 
Power Co. to become its president in 
1978. Well-read and with a inter- 
est in the Chinese classics, he is known 
more as an intellectual than an aggres- 
sive leader, as many of his predecessors 
were. 

Since he assumed the Keidanren 
dd in 1990, however, a dete- 

riorating business environment has left 
him little time to read. Stock scandals, 
trade. friction and recession have be- 
come his daily concerns. 

In searching for the best solutions to 
problems facing Japanese business, 
Hiraiwa says he always bears in mind 
the wider world situation. One sign of 
this are the two globes — one small, 
one huge — placed on either of his 
desk. "They remind me of how 


borderless the world has become,” he 


explained. 

.. One of his global projects is the pro- 
motion of kyosei, vaguely translated as 
symbiosis, between Japan and the rest 


. of the world. The concept, he said, does 


not condemn competition, but rather 
encourages competition within some 
form of order. Hiraiwa cited Gatt and 
other international organisations as ex- 
amples of what kyosei may mean on a 
practical level. M Louise do Rosario 


Farm Cooperatives and various small busi- 
ness associations have become more effec- 
tive lobbyists than the Keidanren because 
their demands are more specific and be- 
cause they deliver votes. Other industries, 
such as the petroleum and construction 
sectors, have developed their own close ties 
with respective ministries and politicians 
offering either political funds or jobs for 
bureaucrats after retirement. 

The Keidanren's influence on its owr 
members has also waned, notes Shiratori 
as Japanese companies have become 
stronger and more independent. “Wher 
entreprises were weak, they needed to ge! 
together. Now, it’s very difficult for a sin- 
gle headquarters to command.” 

An important role the Keidanren has 
been developing in recent years is that o! 
acting as an intermediary between Japan's 
big business and the rest of the world. Foi 
example, the federation pioneered close! 
relations with Israel a few years ago by 
sending a mission to Tel Aviv months be 
fore the Japanese and Israeli foreign minis 
ters exchanged visits. Pending a more posi 
tive attitude to Moscow by the Foreigr 
Ministry in Tokyo, it has been the Kei 
danren that has taken charge of maintain 
ing economic contacts with the Russians. 8 
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The Baoshan Steel Mill near 
Shanghai is one of the world's 
largest steel production centres. 
Siemens was intimately involved in 
the project planning and supplied 
and installed most of the electrical 
equipment for the hot strip mill and 
the cold rolling mill. Advanced 
process computers and automation 
equipment have been employed to 
consistently maintain stringent 
tolerances and superb material 


quality. 


Siemens also provided in-depth 
training for over 500 operating 
engineers and mechanics to ensure 
smooth and uninterrupted operation 
of all electrical systems. 


The successful integrations of 
individual products into functional 
systems, the transfer of technical 


knowhow and the joint development 
of application-oriented solutions - 
these are the particular strengths of 
Siemens. Baoshan steel is just one 
example. 


For further details contact 
Siemens (Pte) Ltd 

151 Lorong Chuan 03-01 

New Tech Park Singapore 1955 


or Siemens offices in Bangkok, 
Beijing, Hong Kong, Jakarta, Kuala 
Lumpur, Manila, Seoul, Taipei and 
Tokyo. 


Knowhow in Systems 
Integration. Siemens. 








INTERCONTINENTAL 








ESCAPE TO THE HEART 
OF THE CITY 


BANGKOK * BOMBAY * COLOMBO * JAKARTA 
MANILA * NEW DELHI + SEOUL * SHENZHEN 
SYDNEY * TOKYO * YOKOHAMA * (OPENING SOON ~ 
BALI 1993 * SINGAPORE 1996 + SURABAYA 1995) 


For reservations, please call your nearest. [nter- 
Continental Hotel or travel agent, or any of the 


following Reservations Centres: 
AUCKLAND: (64)(9) 3091-443 + HONG KONG: (8$2)82 7-0000 


SINGAPORE: (65)226-2822 * SYDNEY: (Toll-free number! 
(0081221-135$ * TOKYO: (Toll-free number) (0120)45 5655 














| also included the present chair- 


REGIONAL 





JAPAN 


Nexus goes sour 


Industry resents ruling partys demands 


n 21 September 1989, a group of Ja- 
pan’s leading businessmen and 


politicians met for an early break- 
fast in a private club opposite the Imperial 
Palace in Tokyo. Their purpose was to de- 
cide how to finance the lower house par- 
liamentary election scheduled for January 
1990. The Mainichi newspaper, whose ex- 
clusive report on this gathering later cre- 
ated a stir, provided the following account 
of the meeting. 

“In a stern voice, Ichiro Ozawa, the then 
secretary-general of the ruling Liberal 
Democratic Party [LDP] said ‘for the com- 
ing election, the LDP needs Y30 billion 
[US$241.5 million]. Please extend your co- 
operation." 

Eishiro Sato, the chairman of [the] 
Keidanren, looked shocked. The request 
was more than twice the amount 
[the] Keidanren normally contrib- 
uted, via its fund raising affiliate, 
the Kokumin Seiji Kyokai, to the 
LDP. But these were not normal 
times: the party had just lost an 
upper house election and if it lost, 
again, it would be out of power 
for the first time since its forma- 
tion." 

"The Keidanren team, which 


man Gaishi Hiraiwa, complained 
but eventually came close to 
meeting Ozawa's demand." 

The incident vividly captured 
the relationship between two of 
the best known institutions in Ja- 
pan. “The LDP is like the only, but 
untalented, son of the Keidan- 
ren," said Prof. Michitoshi 
Takabatake at Rikkyo University. The 
metaphor could not have been more accu- 
rate at the time of the 1989 meeting: Ozawa 
was 47, while Sato was 77. The Keidanren 
may complain, but “it cannot abandon the 
party, because it is the only one that openly 


| supports big business," Takabatake added. 


The love-hate relationship between con- 
servative politicians and businessmen was 
once cemented by a common front against 
the communist and socialist opposition. 
But this has now changed. With commu- 
nism moribund and the rest of the opposi- 
tion in permanent disarray, there may be 
more hate than love in the relationship. 

The Keidanren has also become impa- 
tient in recent years with what it views as 
the LDP's inertia, born of its many years in 
power. “Once they get elected, they settle 
down and do not want to push for re- 
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forms,” said Nobuo Tatasei, a vice-chair- 
man of Omron Corp. and a Keidanren 
committee chairman. 

Of all its complaints against politicians, 
the Keidanren is most unhappy about the 
burden of “compulsory” political contribu- 
tions to the LDP. Keidanren leaders have on 
more than one occasion openly complained 
about it and called for political reform so 
that political activity will cost less in Japan. 

“I think the best way is to set the limit 
of how much is needed [for political activi- 
ties] and then the government pays for it," 
was how Hiraiwa once put the Keidanren 
position. 

Shoichiro Toyoda, president of Toyota 
Motor Corp. and a Keidanren vice-chair- 
man, added in a recent interview that indi- 
viduals, rather than companies, should 





Hiraiwa with Mikhail Gorbachov: pressure for funds. 


contribute more to politicians because they 
can claim tax exemption. “If an individual 
makes a contribution out of his own 
pocket," Toyoda said, "he will become 
more interested in politics." 

What Keidanren members most resent 
about political contributions is not the ac- 
tual amount. Even the Y30 billion exacted 
by the LDP in 1989 is small in relation to the 
trillions of yen worth of profits earned by 
Japanese companies each year. 

The problem is that the money does not 
buy influence. Many causes that are sup- 
ported by the Keidanren, from the opening 
of the rice market to reform of the bureauc- 
racy, have either made little progress or 
been settled in favour of other more influ- 
ential interest groups. 

The reason, say critics of the present sys- 
tem, is that the funds are untargeted. The 
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idanren' s political contributions, shared 
qually among its members, are paid di- 
tly to the LDP's headquarters and not to 
lividual politicians. Industry-specific in- 
est groups, by contrast, focus on party 
tions or individual politicians. 
One example of successful targeting is 
' Japan Medical Association, which has 
y 70,000 members and annual political 
ontributions that ranged from ¥1.2 -1.6 bil- 
on in the 1980s. However, thanks to its 
ontinued lobbying of zoku giin ("tribe 
^s" who specialise in issues affecting cer- 
ür ees the association has managed 
keep the share of social-security spend- 
ng in the national budget rising steadily. 
In 1983-88, the association also chan- 
elled funds to members of an LDP tax-re- 
earch committee, noted Prof. Tomoaki 
wai of Tokiwa University. The result was 
..à decision not to alter the favourable tax 
osition of doctors. 
~~ The Keidanren follows a different phi- 
-. losophy. Its money is meant to uphold the 
- free-market system in Japan and to ensure 
a stable, conservative environment suited 
to business in general. It does not lobby for 
- specific public projects or for a slice of the 
' budget, though it is a champion of low cor- 
- porate taxation. 
=- Iwai sees the Keidanren's contributions 
. to the LDP as being like paying accident 
* insurance in a situation where accidents do 
< not happen. In the 1950s and 1960s when 
- Japan was less stable and the LDP had few 
_ other sources of income, the situation was 
- different. In 1955, the Keidanren's money 
|... Was crucial for the successful merger of the 
: Liberal Party and the Democratic Party to 
become the LDP. 
_.. So important was the Keidanren to the 
. LDP that, in September 1956, the Kei- 
- danren's chairman Taizo Ishizaka dared to 
-call for the resignation of then prime min- 
ister Ichiro Hayatama over his planned 
visit to the Soviet Union. Few Keidanren 
- leaders would now take such a strong pub- 
. lic stand over an issue. 
<< Senior LDP politicians still continue to 
hold regular private meetings with Kei- 
_ danren leaders before the party makes any 
major decisions, but the process is increas- 
igly seen as a ritual. On the other hand 
here have been signs that, with capitalism 
rmly in place, the Keidanren itself may 
ow be ready for a change of government. 
As early as the mid-1970s the Keidanren 
vas suspected of flirting with the New Lib- 
ral Club, a pacifist anti-corruption splin- 
er group which broke off from the LDP in 
976 but rejoined it later. More recently, 
ontact has been established with the Ja- 
an New Party. In response to the much- 
iscussed idea of creating two conserva- 
ive parties to replace the LDP, Keidanren 
ommittee chairman Tatasei said the busi- 
less community is not against it as it 
would generate more competition." 
_ Wi Louise do Rosario 
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he addition of six new nominated 

T: MPs to Singapore's parliament, 

which convened on 14 September, 

has led observers to speculate that the gov- 

ernment may be trying to steal the thunder 

from any possible opposition gains in the 
forthcoming by-elections. 

In addition to elected MPs, Singapore's 
constitution allows for a maximum of six 
nominated MPs under a law introduced in 
early 1990. At that time the parliament had 
only one opposition MP and there was a 
public perception that there was a need for 
some plain-speaking backbenchers who 
were not affiliated with the ruling People's 
Action Party (PAP) The — 
nominated MPs will have 
full voting rights except on 
bills concerned with consti- 


tutional amendments and 
finance. They can also be © 


In the last general elec- 
tions, in late 1990, four op- 
position MPs were re- 
turned to the 81-seat par- 
liament. Observers have 
therefore questioned the 
need to add any nomi- 
nated MPs, let alone the . 
maximum of six allowed 
under the law, at this 
point. There were, for ex- 
ample, only two nomi- 
nated MPs in the last par- 
liament. 

Opposition MPs and, surprisingly, even 
some ruling party MPs, have been sharply 
critical of the nomination scheme in the 
past, saying that it detracted from the pri- 
macy of parliament. Moreover, many par- 
liamentarians feel that the previous two 
nominated MPs, company director Leong 
Chee Whye and cardiologist. Maurice 
Choo, did not make much of an impact 
during house debates. 

However, the PAP does not seem to 
have selected only its supporters to serve 
as nominated parliamentarians. The cur- 
rent list includes some articulate and long- 
time critics of the government, such as 
Walter Woon, a senior law lecturer at the 
National University of Singapore. 

Woon, 35, has openly stated his op- 
position to the cavalier fashion in which 
many of Singapore’s laws have often been 
changed, usually.to. meet some new 
"threat" to national security. He once said 
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Nominated MPs spark speculation on motives 





Jeyaretnam: exception. 





that Singapore’s constitution has been 
changed so many times that it does not 
really qualify as a constitution. In an 
interview following his nomination, Woon 
said that he hopes to encourage “com- 
munity-based approaches to national 
issues, legal issues and environmental 
issues.” 

Another appointee, Kanwaljit Soin, is an 
orthopaedic surgeon in private practice 
who will raise to three the number of 
women MPs. She is active in women’s or- 
ganisations that have taken positions inde- 
pendent of the government in the past. 
Also nominated is Singapore Manufactur- 
ers Association president Robert Chua, 
who has also disagreed with many of gov- 
ernment policies, espe- 
cially those that have con- 
tributed to higher business 
costs in Singapore. 

As if to maintain a bal- 
ance between profession- 
als, industrialists and the 
common man, a unionist 
— Singapore Telecoms 
technician Tong Kok Yeo 
—- has also been appointed 
as MP. The other two ap- 
pointees are Chia Shi Teck 
who manages a retail chain 
and medical doctor Toh 
Keng Kiat. 

While political obser- 
vers say that the opposi- 
tion has a fair chance of 
winning a seat in the by- 
elections promised before 
March 1993, opposition parties have tradi- 
tionally found it difficult to tap good can- 
didates and are unlikely to find any this 
time to overshadow the nominated MPs. 
The one exception may be J. B. Jeyaretnam, 
secretary-general of the Workers’ Party, 
who had a strong presence in parliament 
before he was disbarred in 1986 after being 
convicted in a case associated with election 
fund-raising. 

Jeyaretnam is one of the main reasons 
for the coming by-elections. Disbarred 
from contesting elections for five years, he 
was not able to run in the last general elec- 
tions which were held three months before 
the Jeyaretnam ban expired. Responding 
to suggestions that the polls had been 
timed to prevent Jeyaretnam from contest- 
ing, Prime Minister Goh Chok Tong prom- 
ised to hold mid-term by-elections to test 
support for the ruling party as well as give 
Jeyaretnam a chance to contest. a 
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Back to your books" 


Government clamps down on campus violence 


By S. Kamaluddin in Dhaka 


ampus politics is a serious business 
( Bangladesh — with a deadly 

twist. Every major political party has 
its own student wing; rivalries among stu- 
dents run along party lines and even re- 
flect intra-party schisms. Just as followers 
of political parties often battle it out in the 
streets, so do the students on the campuses 
and outside. Quite often these battles in- 
volve firearms and fatalities. 

Recent killings in student clashes, com- 
ing in the wake of increasing lawlessness 
in the country, forced the ruling Bangla- 
desh Nationalist Party (BNP) to dissolve the 
central committee of its student body, the 
Jatiyabadi Chatra Dal (CD, or Nationalist 
Student Party) and suspend its activities at 
Dhaka University. 

The decision was taken personally by 
Prime Minister Khaleda Zia and followed 
a bloody, campus gunbattle between two 
rival groups of the JCD on 3 September that 





Sheikh Hasini: backed government crackdown. 


left two student activists dead. Earlier, on 
30 August, the JCD rivals had traded gun- 
fire for hours and a passerby was killed. 
The prime minister's intervention the next 
day brought about a temporary reconcilia- 
tion between the two sides before she left 
for Jakarta for the Non-Aligned Movement 
summit. But the rival groups clashed again 
before her return on 5 September. 

The ruling party’s measures were 
matched by the Awami League, the major 
opposition party, whose leader Sheikh 
Hasina also temporarily suspended all ac- 
tivities of her student front on 6 Septem- 
ber. 

Taking the cue from the national lead- 
ers, Dhaka University officials felt embold- 
ened — with some help from the police — 
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to issue an ultimatum to all “outsiders and 
terrorists” to clear the campus. Hitherto 
college dormitories served as virtural ar- 
mouries and as havens for politically 
aligned criminals. 

Long before criminality crept into cam- 
puses, local students played a significant 
role in politics. Four decades ago, students 
were in the vanguard of the movement to 
establish Bengali as an official national lan- 
guage of Pakistan, of which today’s Bang- 
ladesh — then East Pakistan — was a part. 
Scores of thousands of them took up arms 
in the liberation war of 1971 which created 
an independent Bangladesh out of East 
Pakistan. 

However, student idealism came in for 
a rude shock as post-independence politics 
degenerated into authoritarian political 
rule interspersed with military coups and 
counter-coups. Student unions turned into 
handmaidens, and often musclemen, of 
power-hungry politicians. 

In late 1990, student idealism came to 


$ movement against the then presi- 
dent H. M. Ershad. Students of 


and played a major role in top- 
pling Ershad. While this led to 


ary 1991 — the first in Bangla- 
desh's history — it also revived 


uses. 

Although Ershad and some 
his aides are in jail for corruption 
and misuse of power, his Jatiya 


all political persuasions united | 


free and fair elections in Febru- | 


partisan politics and violence | 
which soon spread into the cam- | 


the fore again in the nationwide | 











Party is still a force to be reck- | 


oned with. Some BNP sources | 


claim that Ershad's followers are 
using their considerable financial strength 
to fund criminal elements to perpetrate 
lawlessness in the country. Ershad's long 
reign in the 1980s, essentially devoid of 
parliamentary accountability, nurtured 


rightwing elements in the bureaucracy and | 


the law-enforcement agencies. 

The increase in the general lawlessness 
over recent months — resulting in the gov- 
ernment detaining some 17,000 suspected 


criminals in August alone — is blamed by | 


many observers on the rightwing parties. 
Sources in the BNP maintain that recent 
killings in the JCD resulted from pro-Ershad 
elements infiltrating the ranks of ruling 
party's student body. Whatever the merits 
of such claims, grafitti demanding Ershad's 
release has appeared for the first time on 
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An unofficial student front of the Jatiya 
Party has in recent months organised many 
meetings and anti-government rallies. 

At least two ruling party cabinet minis- 
ters are known to have argued against 
ousting all jco musclemen from the cam- 
puses, fearing that it would leave the field 
open to opposition parties. But the prime 
minister did not budge and also decided 
not to include non-students in a new cen- 
tral committee for the student wing. The 
presence of non-students in the dissolved 
committee had given rise to violent 
factionalism, with encouragement from 
some cabinet ministers. 

Meanwhile, the government is prepar- 
ing legislation on a code of conduct for stu- 
dent organisations. Under the proposed 
bill, no student expelled from one student 
body can join another. In the past, a 
number of notorious musclemen thrown 
out of the JCD joined the rival student body 
of the Awami League. 

As the proposed bill is likely to come 
under fire from the opposition for possible 
government interference in student activi- 
ties, the BNP is planning to consult opposi- 
tion parties before the bill is placed before 
parliament. If a consensus among political 
parties is worked out, it could go a long 
way in making the country's campuses free 
of violence. a 
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Relic of the Cold War 


he recent normalisation of ties 

between Seoul and Peking is a 

milestone for South Korea's Nord- 

politik. That, Seoul's similar suc- 
cess with Moscow in 1990 and increasing 
direct trade between North and South Ko- 
rea are all part of the process which should 
ultimately lead to the reunification of the 
Koreas. 

Even during the most vitriolic spasms 
of mutual vilification, the North and South 
no doubt traded through third parties. In 
the wake of the recently signed reconcilia- 
tion treaty between the two, direct trade is 
now expected to ramp up swiftly in the 
next few years — given the complemen- 
tarity of the two economies. 

Meanwhile, Washington's view of the 
situation is as out of date as a congress- 
man's check ledger. Scant attention has 
been paid to the US trade embargo on 
North Korea. Nor is Pyongyang high on 
the list of American business priorities. 

America's primary stake in the embargo 
| may well be the effect on the existing US 
investments there. A recent controversy il- 
lustrated the risks of the inflexible US 
policy. In 1991, a US-South Korea joint-ven- 
ture company sold a certain petroleum 
commodity to the North. The sale had re- 
ceived Seoul's blessing; indeed, all transac- 
tions of South Korean companies with the 
North require such prior approval. When 
the sale was discovered, Washington's 
wrath reportedly was visited upon the 
American parent company, an unwitting 
participant in allegedly violating the sacred 
text of the Foreign Assets Control Regula- 
tions promulgated under the Trading with 
the Enemy Act of 1917. 

At least one US official also questioned 
the South Korean approval decision, since 
the product arguably could have fuelled 
military vehicles poised to attack Seoul. 
The ghost of Harry Truman surely shud- 
dered at the thought, for it was Truman 
himself who signed the declaration of the 
national emergency that provided the legal 
basis for an all out effort to smother Kim Il 
Sung's regime economically. That was 
1950, and the emergency continues. 

The regulations proscribe virtually any 
economic transaction with the North, with 
a minuscule exception for personal travel. 
An American may visit the North and by a 
few packages of ginseng tea and other inci- 
dentals, but that's about it. News media 
are also exempted. Otherwise, no "US per- 
son" may trade with the North without the 
prior approval the US Treasury Depart- 
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By Gary Sullivan 


ment. If you're nostalgic for the Cold War, 
take heart. 

A "US person" could be accused of vio- 
lating the act in numerous ways. You could 
be one expatriate executive at a joint-ven- 
ture company in Pusan. One of your em- 
ployees sells your company's commodities 
to the Arirang Co., which transports the 
commodity to the North. Or perhaps your 
widgets are bought by Hyundai, which in- 
corporates them in cars or consumer goods 
shipped to Pyongyang. 

Nor does the US investor have to be 
based territorially in the US. A Canadian 
corporation with any US shareholders 
would be subject to the US embargo if it 
invested in a South Korean company, ac- 
cording to legal theory. 
Bear in mind that the 
sanctions under the act 
include up to 10 years' 
imprisonment and 
US$50,000 in criminal 
fines for any officer, di- 
rector or agent of an of- 
fending corporation. No- 
where is the degree of 
control or equity owner- 
ship defined for a corpo- 
ration to be deemed a US 
person. 

The entire issue could 
become moot. Perhaps 
the reunification process 
will be derailed by the 
North's refusal to permit 
inspections of its nuclear 
facilities. In that case, the 
entire Cold War appara- 
tus can be left happily 
undisturbed, producing 
only an occasional night- 
mare for a few expatriate 
executives in Seoul, who 
will continue to be ex- 
pected to act as Washing- 
ton's industrial policemen within their en- 
terprises. 

Obviously, the embargo did not prevent 
whatever nuclear programme exists and 
could not be expected to prevent its con- 
tinuation. Assuming, however, that the 
bridge of nuclear non-proliferation can be 
crossed, as Pyongyang's recent actions in- 
dicate, observers in Seoul here expect intra- 
peninsular trade to grow rapidly, probably 
to the extent that trade with the North will 
be considered commonplace. US-invested 
companies and their executives here will 
thus become exposed to substantial legal 
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The US 
view of the 
trade embargo 
on North 
Korea ts 
out of date 


risk, even if the transactions are approved 
encouraged or mandated by the South Ko- 
rean Government. 

Apart from the economic impact of the 
embargo, the risk for US investors in the 
South, and the effect on governmental re 
lationships, one more problem may rear it: 
head. Consider the impact on public opin- 
ion in South Korea if Washington were tc 
punish a company located on Korean soil 
for a sale that is perfectly legal under South 
Korean law. After a long dry spell, anti- 
American activists in the South woulc 
have a new axe to grind or Molotov cock: 
tail to hurl. 

Painting the US embargo as an attemp! 
to obstruct the unification process woulc 

be well within the skill: 
a» Of any self-respecting 
: propagandist on eithei 
side of the 38th parallel 
If they need inspiration, 
they can look to British 
and German actions in 
the 1980s in response tc 
the moves made unde: 
the US embargo on prod- 
ucts manufactured in Eu- 
rope by US corporate af- 
filiates for use in Sovie! 
oil pipelines. After those 
governments orderec 
their companies to per- 
form the contracts that al- 
legedly violated the US 
ban, the Reagan admin- 
istration backed down. 

Perhaps an economic 
and foreign policy deba- 
cle can be averted ir 
time. Americans invest 
ing and trading in Sout 
Korea need to be able tc 
count on a US policy tha! 
is predictable, transpar- 
ent and rational. Any- 
thing less would be tantamount to a self- 
imposed barrier to trade. For now Wash- 
ington is sticking to the text written in the 
Cold War regulations that were issued pur- 
suant to a law designed to punish traders 
with the Kaiser's government in World 
War I. Washington should re-examine the 
last foreign policy dinosaur of the Cold 
War. Ei 





Gary Sullivan, a Seoul-based US lawyer , is co- 
chairman of the legal services committee of the 
American Chamber of Commerce in Korea. The 
views expressed are his own. 
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Traveller s Tales 


ne thing you can say about 
Kebawah Duli Yang Maha Mulia 
Paduka Seri Baginda Sultan Haji 
Hassanal Bolkiah Mu'izzaddin 
Waddaulah Ibni Almarhum Sultan Haji 
Omar 'Ali Saifuddien Sa'adul Khairi 
Waddien, better known as the Sultan of 
Brunei (who probably has the longest 
name of any head of state in the world), is 
that he does not shrink from meeting his 
subjects. 

Visiting Brunei during the celebrations 
of His Majesty's 46th birthday, it was not 
difficult to spot the royal entourage mak- 
ing its way to the outlying districts and 
towns where members of the citizenry 
queued for long hours in the blazing heat 
to kiss the hand of their ruler. The hand is 
offered in a seemingly dismissive way with 
the eyes of its owner rarely meeting those 
of the person offering the greeting. 

There was no pressing need to attend 
the myriad of celebrations for the royal 
birthday as they inevitably hogged at least 
a third of the evening's television news 
broadcast, with royal matters naturally 
superceding all other events. Often there 
was no commentary, but at other times the 
newscaster solemnly tells viewers that His 
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Impressive as they were, the birthday 
celebrations are certain to be overshad- 
owed by next month's silver jubilee mark- 
ing the Sultan's ascent to the throne at the 
tender age of 21. The ceremonies are un- 
likely to highlight the embarrassing fact 
that the current Sultan was eased onto the 
throne by the British, who were growing 
increasingly exasperated by his stubborn 
father Omar Ali Saifuddien. The son was 
not exactly viewed as dynamic and mod- 
ernist but the British certainly assumed that 
he would be more malleable. 

The British Foreign Office was wrong. 
Sultan Hassanal Bolkiah is somewhat more 
outward-looking than his father but is no 
less stubborn and shows signs of increas- 
ing conservatism. He also showed no hesi- 
tation in dismissing 
the British managers 
of Brunei's chest of 
riches called the 
Brunei Investment 
Agency, which is esti- 
mated to control assets 
worth a staggering 
US$36 billion. 

However, the na- 
tion's wealth and the 


The palace of the Sultan of Brunei and (inset) the Sultan. 


Majesty condescended to look at this or 
that display or receive this or that gift. 

It makes for less than riveting viewing 
but it conveys one of the most important 
messages about this tiny oil-rich state. The 
message, which is received loud and clear 
by all but the most exceedingly obtuse, is 
that this is a one-family state. The Sultan, 
occasionally assisted by two of his three 
brothers, rules and everything that matters 
passes through the royal palace or takes 
place because of a regal nod from on high. 


36 


wealth of the Sultan is very much a taboo 
subject. The government fumes at sugges- 
tions that the Sultan is the richest man in 
the world but in true Brunei style provides 
no information to refute this argument. 
Information is altogether a tricky sub- 
ject. A visit to the government's Economic 
Planning Unit in search of statistical data 
yielded an offer of a 1987 yearbook. The 
most current yearbook, covering 1989, was 
sold out. A request for a book with facts 
and figures about Brunei was met with 
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both surprise and amusement by the as 
sistants in a city centre book store. 

One matter that is more openly dis 
cussed, and for which a modicum of infor 
mation is provided, is the subject of Islam 
With guidance from the top, Brunei is sup 
posed to be turning itself into a more fulh 
Islamic state. The Sultan set the pace by 
making his third pilgrimage to Mecca thi: 
year and coming back to deliver the end o 
Ramadam sermon at the Grand Mosque. 

The royal wives, with the significant ex 
ception of a former Malaysian pop sta 
married to one of the princes, now only 
appear in public with their heads coverec 
in approved conservative Islamic style. 

There was some excitement, particu 
larly among the expatriate community, lati 
last year when it ap 
peared that the gov 
ernment had decidec 
to ban Christmas, or a 
least the public cele 
bration of it. Hotel: 
and stores were qui 
etly told to take dowr 
Christmas decora 
tions, but there was rx 
official announcement 

Observance of Is 
lam and belief in the 
religion is a genuinely 
popular matter. Few 
people question sucl 
rules as the ban on al 
cohol and the packec 
mosques indicate tha 
the government ha: 
been shrewd in emphasising its identifica 
tion with Islam. 

In what looks like a triumphant affir 
mation of the faith, workmen are labour 
ing day and night to complete anothe 
gold-covered grand mosque, at least com 
parable in size and magnificence to the 
Omar Ali Saifuddien mosque, named afte: 
the Sultan’s father. The worst kept of the 
many secrets that surround Brunei's rule 
is that the new mosque will honour the 
name of the son. 

Heads will undoubtedly roll if the new 
mosque is not finished by 5 October whet 
the silver jubilee celebrations begin. The 
people of Brunei, cushioned by a deluxe 
cradle-to-the-grave welfare state, have 
much to celebrate. 

Whether these benefits have come 
about thanks to the wise and judicious gov: 
ernment of the Sultan or the discovery o 
massive oil fields in the 1920s may noi 
much matter. à 
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THAI INTERNATIONAL 
HAS ALWAYS BEEN POPULAR WITH 
LOVERS OF GOOD FOOD 
AND WINE. YOU SEE, WE HAVE 
NEVER BELIEVED ALL AIR- 
LINE FOOD IS THE SAME. NOR 
HAVE WE FELT THAT JUST 
ANY WINE WILL DO FOR PASSEN- 


GERS ENJOYING OUR 


ROYAL ORCHID SERVICE. 





CONSEQUENTLY, THE 
CHOOSING OF THE WINES ON 
OUR WINE LISTS BE- 

GINS HERE, IN THE GREAT VINE- 
YARDS OF FRANCE. 

SKILL AND EXPERIENCE ARE NEED- 
ED TO DISTINGUISH 
REALLY FINE VINTAGES FROM 
THE ALSO-RANS. AND 
THAT'S WHY THAI CALLS ON THE 


SERVICES OF A PRO- 


FESSIONAL PANEL OF EXPERTS 


TO HELP SELECT THE 
WINES, CHAMPAGNES AND COG- 
NACS TO BE SERVED 
TO PASSENGERS ABOARD THAI 
INTERNATIONAL FLIGHTS 
A THAI WINE LIST OFFERS MANY 
SPECIAL PLEASURES 
A CRISP, CHILLED CHARDONNAY 
PERHAPS, TO ACCOMPANY 


YOUR SCALLOPS AU GRATIN 





OR A SPLENDID, WELL 
ROUNDED BURGUNDY TO 
SAVOUR WITH YOUR 
STEAK. DISTINGUISHED WINES 
FROM BORDEAUX 
AND HAUT MEDOC, MOET & 
CHANDON CHAMPAGNE, 
SUPERIOR COGNAC, SPIRITS AND 
LIQUEURS, COCKTAILS 
AND BEERS. WITH A WINE LIST 


LIKE OURS ITS HARD 


TO BELIEVE YOU ARE DINING 


AT 35,000 FEET 
ON THAI WE'LL WINE AND DINE 
YOU WITH THE BEST IN- 
FLIGHT SERVICE IN THE WORLD 
FRESH, DELICIOUS FOOD 
EXQUISITELY PRESENTED. SUPERB 
WINES OF THE MOST 
NOTABLE VINTAGE. IT'S NOT SUR- 
PRISING THEN THAT 


30 OTHER AIRLINES CALL ON 


as SIR. 


OUR CATERING SKILLS 
OR THAT WE HAVE WON TOP 
AWARDS FROM SUCH 
HIGHLY REGARDED MAGAZINES AS 
EXECUTIVE TRAVEL 
AND AIR TRANSPORT WORLD 
AT THAI, WE'VE TAKEN 
STATE OF THE ART TECHNOLOGY 
AND CENTURIES OLD 
TRADITIONS AND WOVEN THEM 
INTO AN AIRLINE 


THAT'S SMOOTH AS SILK. 
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Women in the workforce 


` ne SL. UN 


À More women in Japan drop out of the job market 
to raise children, then return to the workforce, 
than in Western countries. As a result, they tend. 
F only to get to low-level jobs. 
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News announcer Ayumi Kuroda. 


Women in a double bind 


They are forced to choose between family and career 


By Louise do Rosario in Tokyo 


yumi Kuroda, a 32-year-old news 

announcer, starts her morning at 

seven, when she prepares her 

five-year-old child for the nurs- 
ery and gets ready for her own job at the 
television station. When she finishes work 
at nine p.m., she picks up the child, makes 
dinner and cleans house. By the time she 
finishes, it is close to midnight. Her hus- 
band, a salaryman with a manufacturing 
company, is exhausted after hours of over- 
time and business entertainment and of- 
fers little domestic help. 

Tamako Yamashiro, 34, on graduating 
from university 10 years ago, got a promis- 
ing job with a major firm in Tokyo. Her 
career was cut short when she quit to fol- 
low her banker husband to Peking for a 
three-year assignment. On her return to 
Japan, she found she was considered too 
old by major Japanese companies, which 
only employ young women for most jobs. 

These two examples illustrate problems 
faced by working women in Japan today. 
While it is true that Japanese women have 
come a long way in the past decade — 10 
years ago, for example, there were few fe- 
male news announcers — they are still at a 
distinct disadvantage at the workplace. 

Some of the problems of working 
women in Japan are to be found in other 


40 


conservative, male-oriented societies. Oth- 
ers, however, are a result of Japan's pecu- 
liar corporate culture, which requires em- 
ployees to be totally committed to their 
work, even at the expense of their private 
lives. Another major obstacle is the weak 
infrastructure support for working women, 
such as child care, in a rich nation well 
known for its poverty in social stock. 

The dilemma faced by Japanese women 
is also a function of the rigid structure of 
Japanese society, where roles are sharply 
defined for men as well as women. The 
traditional division of labour — men work 
while women run the household — has 
not been modified to reflect such modern 
concepts as equality of the sexes. Few 





Women recruits at Seibu Department Store. 
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Japanese men are ready to help out at 
home or in caring for their children. Work- 
ing women therefore end up with two jobs, 
one in the workplace and another at home. 

Provisions for maternal and child-care 
leave and other welfare that will help 
women to keep their jobs as well as their 
families are still a rarity. Child-care centres 
are grossly insufficient. 

Some working women, finding it too 
difficult, have given up. Others, like 
Kuroda, are still struggling because, as one 
middle-aged woman said, "A job provides 
me with an identity: I am not just the wife 
and the mother of someone, but also an 
individual in my own right." 

Japanese women will need to fight 
harder in the 1990s if they are to make new 
progress. The booming 1980s offered un- 
precedented opportunities to women and 
many took up the offer. Now, half of all 
women work, compared to 45.7% in 1985. 
Their share of the workforce has jumped 
from 46.6% in 1985 to 50.7% in 1991. 

Many of the women work in newer in- 
dustries, such as information, or in retail. 
With the rapid expansion of the service sec- 
tor, even older, unskilled women are of- 
fered part-time jobs. 

Outdated laws have also finally caught 
up with reality. In 1986, Japan passed the 
Equal Opportunity Law, which prohibits 
discrimination against women at the 
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T And last April, the Diet passed 
the Child-Care Leave Law, which stipu- 
lates companies should provide parents 
leave of up to one year to care for new- 
born babies. 

The progress of the last decade is due 
largely to an acute shortage of labour 
and not to a civil rights movement. Other 
institutional support (such as tax incen- 
tives, child-care facilities and more flexible 
employment policies) has not kept up. 

The unsatisfactory situation of Japanese 
women is reflected in the so-called "M" 
curve, which shows how women move in 
and out of the job market. Before the ar- 
rival of babies, almost 80% of women aged 
20-24 work, but the figure drops rapidly 
after that so that in the 30-34 age bracket 
only five out of ten hold jobs. The curve 
then picks up again as women rejoin the 
job market as their children grow up. 

No other industrialised country has as 
large a percentage of young women drop- 
ping out of the workforce as Japan. They 
leave their jobs to become full-time moth- 
ers and wives. And when they return to 
their jobs, the male colleagues with whom 
they once worked are in senior positions. 
That explains the huge wage gap between 
the two sexes: among companies employ- 
ing 30 or more people in 1990, a female 
on average earned ¥223,089 (US$1,806) a 
month, half that of a male worker. 

Numerous surveys have shown that, 
given a choice, many women prefer to con- 
tinue to work after marriage. But as the 
situation stands they have to overcome 
many obstacles. 

First is Japan's rigid employment struc- 
ture. Most employees join a firm upon 
graduation and stay there for life. Their 
dedication to the company is complete: 
they consider overtime work, job transfers, 
frequent travel and business entertainment 
as part and parcel of the job. In return, the 
company offers job security and a seniority 
system that guarantees an employee pro- 
motion and regular wage increases. 

Such a system helped Japan to create an 
economic miracle but leaves little room for 
those, like women, who need a little free- 
dom to pursue other priorities in life, such 


as bringing up a child. Anyone who does 


not join a firm at the entry level and work 
through its ranks is seldom accorded a 
well-paid, responsible position. 

Aware that many female employees 
will drop out after marriage, few firms are 
willing to train them and to provide them 
with responsible jobs. Japan's male-domi- 
nated corporate structure is not yet pre- 
pared to take women as an important part 
of the staff. 

By and large, women are getting low- 
level jobs. A recent survey showed only 
1% of working women in managerial jobs 
(mostly in junior positions), compared to 
much higher rates in the West. Even when 
they do the same job as men, women are 
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Source: Management & Coordination Agency 


paid less. In 1991, a female university 
graduate given an entry-level executive job 
was paid Y162,000) a month, Y6,800 less 
than her male counterpart. 

Moreover, the social infrastructure 
needed for a woman to successfully juggle 
the demands of work and family are miss- 
ing. Child-care centres are costly and usu- 
ally close at four in the afternoon. 

And husbands, even young ones, are 
not willing to help over-burdened wives. 
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In a recent survey of 6,000 fathers with... g 
young children, 70% said they preferred - 
their wives not to work until their children  : 
were older. Even more revealing, 65% said. 
women should do housework while their — 
husbands work in the office. ". 

All these barriers, visible and invisible, ` 
will take women years, if not decades, to ` 
surmount. Some, however, argue that it is 
perhaps a blessing in disguise that women -` 
are discouraged from having successful. 
careers in overworked Japan. S 

“While men have become increasingly : 
chained to the institutions they have set. 
up, wrote Iwao Sumiko, a professor at». 
Keio University, women have more time- 
and freedom to pursue their interests, such 
as cultural classes and volunteer work. So, 
she added, while Japanese men are- 
"trapped by inertia and peer pressure" and ~ 
have "grown more homogeneous,” wo- - 
men can be more diverse and contribute to » 
making Japan a more humane society. m - 
















, CUP E of the West F André 
raux. The Ae of Chicago Press, 
cago. US$10.95. 


—— MM REC 


André Malraux, the legendary French 
] iter-soldier-activist-philosopher first 
ent to Asia in 1924 as an amateur archae- 
ologist. Accompanied by his wife, a boy- 
od friend, a local guide and several ox- 
| n s with drivers, he set off into the Cam- 
»odian jungle to rediscover the Royal Way 
of the Khmers, an ancient pilgrims' route 
to the sacred capital of Angkor. But the 
French School of the Far East in. Hanoi, 
which regulated all archaeological work in 
the colony, did not like these headstrong 
amateurs infringing on their monopoly. So 
"when the group re-emerged from the jun- 
-gle with several stone Buddhist figures in 
tow (and the Royal Way still undiscov- 
ered), Malraux was arrested and sentenced 
to three years in prison for removing arti- 
. facts from a classified site. | 
-« The conviction was later dropped on 
. appeal. But Malraux's entanglement with 
-: the colonial justice system gave him an in- 
_ side look at the seamy side of the French 
. administration in Indochina. He was ap- 
.. palled by the plight of the Indochinese un- 
< der corrupt French rule, and at the age of 
:24, took up the first of a lifetime of political 
-> crusades. With the support of native busi- 
¿< nessmen and intellectuals in Saigon, he 
- founded L'Indochine, a French-language 
.. opposition newspaper that heralded a Sun 
Yat-sen style nationalism for Vietnam. In a 
total of 79 issues, Malraux wrote impas- 
-sioned editorials and exposes of the illegal 
. enterprises of French officials. He was 
. eventually forced to give up publication in 
-=e These two intense years in Asia and a 
js (rev study of Asian art and Chinese 
: philosophy, provided Malraux with the 
_ background for The Temptation of the West, 
_ his first novel and the precursor to his most 
famous work Man's Fate, the classic about 
Europeans and Asians adrift in revolution- 
ary China. Originally published in French 
in 1927 and in English in 1961, The Tempta- 
tion of the West is now being promoted as a 
prophetic novel that foreshadowed China's 
social upheaval. 
. But this alone is not enough to recom- 
mend the book. What makes this novel a 
great read is the way Malraux evokes a 
poetry of emotions at the heart of East- 
West cultural differences. 
=: The novel takes the form of a series of 
etters between A. D., a Frenchman visiting 
China, and Ling, a Chinese touring Europe. 
Both are passionate, sensitive types, who 
geek the truth about the other's civilisation 

























t ve rt he e twai in sha [ [ meet 


in true existentialist fashion — by brood- 
ing away their time in cafes and museums. 
Their letters exchange dark musings on the 
heaviest themes: art, love, death, empire, 
heroism, sacrifice, harmony, identity and 
spirit. 

Lacking the credentials of many mod- 
ern authors writing on cultural differences, 
Ling and A. D. do without the sociologist's 
theoretical postures or the prescriptive for- 
mulas of the cross-cultural business writer. 
Their letters offer nothing more that cul- 
tural generalisations. But trust Malraux's 
masterful prose to delve beyond stere- 
otypes and call fo.th such images as: “The 
West, ignorant of opium, has the press. 
Each day's ambitions, defeated or victori- 
ous: a newspaper. What a world swirls be- 
hind the eyes of an absent-minded reader! 
This is what gives the men of our race a 
walled existence." 

Early on, Ling puts forth the novel's 
unique premise: "Civilisation is not a so- 





Angkor Wat: he couldn't take it with him 


cial but a psychological phenomenon; true 
civilisation must be based on emotion." 
Since the basic emotions of civilisation shift 
more slowly than its politics or society. 
Malraux's insights still cut to the heart o! 
East-West tensions. 

In Ling's biting critique of Europeans 
for example, Malraux evokes Japan's un 
spoken grumbling at pushy US auto ex 
ecutives 50 years before the fact: "Youi 
minds are of such a nature that they are 
capable of grasping only the fragmentary 
elements of life. You are completely car 
ried away by the goals toward which you 
are incessantly aiming. You desire con 
quest. What do you find behind your mea 
gre victories?" 

Malraux also evokes the divergen: 
feelings about death that are perhaps one 
of the factors behind East-West frictior 
over human rights: "What a tragic counte 
nance you [the West] have given tc 
death . . . That we [the East] allow rabbit: 
to perch upon so many graves withou 
a thought of sacrilege reinforces in us & 
concept of death which has nothing ir 
common with yours. What we feel is a pro 
found tenderness . . . From these fields o 
death, wholly imbued with tenderness 
there arise only two emotions 
for us: sadness and awe. Ir 
your popular novels death i: 
the symbol of terror." 

This slim yet dense bool 
can be read for the meditation: 
it provokes on bicultural rela 
tions between nations, com 
panies, spouses and friends 
Astute readers will not us 
Malraux's poetic insights t 
bolster racial caricatures, bu 
rather take them in the spirit o 
"How can I find myself, excep 
in an examination of you 
race?" 8 Jourdan Arensor 
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Bucks over 
the border 
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Hong Kong's Industrial Investment in the 
Pearl River Delta by the Industry & Research 
Division, Federation of Hongkong Industries, 
Hongkong. HK$1,200, US$130. 
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Those wanting a peek at post-1997 
Hongkong might well visit the economic 
zones, small cities and towns of the Pearl 
River delta. There, what began as a trickle 
has turned into a deluge of direct invest- 
ment by Hongkong manufacturers with, in 
many cases, companies shifting entire pro- 
duction lines across the border. Hongkong 
investors are said to have contributed 61% 
of all foreign direct investment in China in 
1979-90; it is estimated that most of this 
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flow is directed to Guangdong. Hongkon; 
firms are now reported to employ 3 mil 
lion Chinese workers — four times a 
many people as in Hongkong's own manu 
facturing workforce. 

These events make Hongkong's eco 
nomic fortunes today turn far more criti 
cally on "outward processing trade" thai 
even a few years ago, but there has beei 
little detailed analysis of the Pearl Rive 
economy. The 3 million employmen 
figure is widely cited, but how this num 
ber was calculated remains a mystery 
And although Hongkong statisticians be 
gan surveying Hongkong's re-export trad: 
with China in late 1988, there remaii 
many issues for which no reliable figure 
exist. 

This new survey by the Federation o 
Hong Kong Industries (FHKI), a trade asso 
ciation, sheds welcome light on the subject 
The survey, conducted between July an 
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Then. 


In 1964, the Sanwa Bank opened a branch 
in Hong Kong—its first overseas branch in 
Asia and Oceania—to provide commercial 
banking services to businesses in the region. 
















Leadership in the development 
of new financial instruments, 
Tokyo headquarters 


Leading-cdge dealing 
technologies, Tokyo 











Sanwa Bank Foundation scholar- 
ships for students in Bangkok 


Prominence in international loan | Dealing and forex activities, Extensive development financing, | Long expertise in international 
syndications, Hong Kong Singapore Shenzhen capital markets 


e^ meee 
Projeci financing for coal mines Leasing services for a wide range | A familiar name throughout Asia 
Australia of businesses and Oceania 


The Sanwa Bank, Limited is proud of its long tradi- 
tion of service in Asia and Oceania. E 
We, and of course the clients we serve, have grown d 
over the years. : d 
Today, Sanwa is the world's 4th largest bank*. Our 
network in Asia and Oceania is one of the largest in 
the region, providing comprebensive financial services 
to individuals, businesses, and nations, including every- 
thing from commercial banking to investment banking e 
to near-banking services. d 
As a result, we're better positioned than ever to meet e 
your financing needs today. 
And for a long time to come. 






*1992 Institutional Investor survey 
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Sanwa bankers are working for you everywhere. 










































io discover how many : 
FHKI manufacturers - 
ave invested in the . 
elta and where; what - 
rms their investment — 
took; how much they . 
invested; and what im- — 
pelled them to invest. 
Questions were also 
raised about the inter- 
relationship between 
Chinese and home op- 
erations, where sales of 
Chinese production 
were directed, and 
problems encountered 
in China. A general 
summary and break- 
downs by subsectors 
are given, as are two 
case studies of indi- 


= vidual firms. 


_ Land and labour (classic themes in Chi- 
.. mese history) are overwhelmingly cited as 
<2 reasons for moving to Guangdong. Invest- 
.. ment incentives in China and familiarity 
|; With the region, however, play compara- 
tively minor roles. In line with Hongkong's 
well-known labour shortage, respondents 
— claimed that escalating wages pushed them 
to relocate. This is puzzling, however, 


5 given the little difference in Hongkong 
. manufacturing real wage growth in 1978- 


.... 85, the first years of China's Open Door 


: - policy. Absolute wage differentials are still 
- "enormous, however, with the level of 


mainland pay reported in the case studies 
= as only one seventeenth to one thirteenth 
_- of Hongkong levels. More than half the re- 
spondents also stated high land prices as a 


-reason for going to China, suggesting a 


: = double whammy from property price bub- 
= bles which hit both workers and employ- 


-> ers (presumably landlords are happy). 


Despite the Chinese rhetoric of coopera- 


~ tion with Hongkong “compatriots,” on the 
— Hongkong side the survey makes it clear 


that Hongkong companies prefer a high 


degree of autonomy in running their busi- 
^. ness affairs in China. The wholly-owned 
—. foreign enterprise is the preferred mode of 
<. operation. Joint ventures seem restricted to 
© those subsectors with an interest in pen- 
.* etrating China's domestic market. This is a 


minor theme, however, as only 6% of the 


A - investors sold more than 40% of their out- 


; put in China. 

^. In the subsector breakdowns, only the 
top five subsectors by sample size contain 
- useful information. While similar stories 


~~ are told in the breakdowns, the responses 


^. for the textile and garment subsectors are 

- troublesome. Only 12 textile firms (18.5%) 
-and 26.2% of garment manufacturers claim 
to have investments in the Pearl River 
< Delta, far below the average 40.7%. The 
FHKI report argues that country-of-origin 
> requirements prevent textile and garment 


| Hong Kong's Industrial 
investment In the 
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manufacturers from re- 
locating, but given the 
high-profile ongoing 
dispute on Chinese re- 
exports to the US pass- 
ing through Hong- 
kong, it is not surpris- 
ing that many firms 
prefer to keep mum 
about their China op- 
erations. Hongkong 
statistics show garment 
re-export trade from 
China to the US almost 
doubling in 1988-90. 
Despite this, almost 
half the rag traders sur- 
veyed with invest- 
ments in China said 
there would be no im- 
pact if China lost most- 
favoured-nation status 


in the US. E Clifford Tan 





Your tired, 
your poor 


——————— M —— PREPARED 


Voices from Southeast Asia 
by John Tenhula. Holmes & Meier, 
New York. US$29.95. 


€€——————————————————————————É— H——— 


In his decade-long quest to document 
the plight of Southeast Asian refugees in 
the US, author John Tenhula's account is 
as much a reflection of the US today as of 
the lives it profiles. 

Complaints common to every American 
surface, often with amusing results. Take, 
for instance, one Vietnamese lawyer's con- 
cern with her recently-arrived fellow-coun- 
trymen: "One bad thing is that they don't 
like to report their income for taxes. They 
said they never paid taxes in Vietnam, so 
why should they pay taxes here? I am 
afraid this will catch up with them." 

Of course, since this is an "as told to" 
collection of personal vignettes, the book 
lends itself to repetition. Included are ex- 
periences typical of all im- 
migrants in their new 
home: language difficulties, 
cultural gaps, outward rac- 
ism and the struggle for a 
better life. 

While distanced from 
their war-torn homelands, 
the refugees encounter un- 
familiar hurdles. While 
some of the stories are pre-; 
dictable, it is the less obvif’ 
ous anecdotes which make 
the book worthwhile. d 

There was no horam 
of interviewees. From 1975 
to 1990, almost 1 million - 
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refugees from Vietnam, Cambodia and 
Laos — two thirds of the world-wide exo- 
dus — were admitted to the US. 

The stories run the gamut. A young 
refugee questions why he should work at 
all, given California's generous welfare sys- 
tem, while a husband and father, out of 
work for ten months, steadfastly refuses to 
accept any government aid. While some 
recent arrivals ponder the fact that finding 
a job is solely their responsibility, one indi- 
vidual questions why his new neighbours 
call him “un-American” for working 16- 
hour days and employing his relatives. 

As with all US immigrants, the lessons 
come hard and fast. And the newcomers 
are not all poor and uneducated. “It is as if 
the US officials opened the gates in this 


country and let you into the courtyard,” 


says a Cambodian doctor attempting to 
transfer his credentials to the Bronx. "But 
nobody will now open the front door, and 
that is the door that counts.” . 

Quite often, misunderstandings occur 
on the part of the sponsor, many of whom 
have a religious background. New immi- 
grants, likely Buddhists, who fail to em- 
brace foreign beliefs, are castigated. "They 
told us I had made Jesus angry. Well, I told 
them I never met Jesus so how could 1 
make him angry?" 

Tenhula conducted his interviews 
across the US while working for the UN 
High Commission for Refugees. What be- 
comes clear is the tenuous balance between 
being an Asian refugee and an American 
citizen. Says one Cambodian: "We cannot 
forget, but we must always try to forget." 

Tendencies to paint all Asians with a 
single brush also crop up. There are, in 
many Americans' eyes, only superficial dif- 
ferences between an astute Japanese 
businessman and a Laotian refugee. 

The wave of Southeast Asians moving 
to the US helped formalise that country's 
laws on refugees in 1980, and during the 
following decade the flow of refugees 
slowed considerably. Still, the US has con- 
sistently accepted 40,000 or more a year 
from this region. 

In the end, these refugees-turned-US 
citizens are, in many ways, better off than 
they were. But this does not 
mean that they disdain the 
thought of returning home. 
Says a Cambodian resettle- 
ment worker in Washing- 
ton, DC: "Look, we all es- 
caped something — some- 
thing we would like to for- 
get. We all have a part of us 
that is torn away, some- 
thing special, precious, that 
is gone. To be stateless and 
away from your people, 
your language and culture 
— that is a very difficult 
thing to live with." 

m Chris Kucway 
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Its not every hotel that goes to . gw" 


Russia for its pal ntin OS. (But how does that benefit you?) 


With its Russian paint- 
ings, Viennese chandeliers 
and Italian marble floors, 
we like to think our new 
lobby is rather impressive. 

But its real importance 
is that it sets the standard 
lor everything we offer you. 

From the comfort of our 
rooms to our five inter- 
national restaurants. 

From our pool, tennis 
courts and health club to 
our extensive new business 
centre. 

From the convenience of 
our new reception area to 
our equally convenient 
location in the heart of 
Central. 

So while we're proud of 
our new lobby, we know 
that what matters most to 
vou IS service, 

At the Hongkong Hilton, 
we're proud to say that the 
same fine service we've 
provided for over 30 years 
is still here today. 

It's the one thing about 


us that will never change. 


HONG KONG 
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A powerful presence in Asian finance 


In four years Peregrine has become a highly respected 
financial advisor and a significant investor in its own right. 
Our keen eye for opportunities in Asia's capital markets and 
our ability to strike quickly and decisively is renowned. 
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Corporate Finance, Stock Broking, Direct Investment, 4 4 
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The way ahead 


Heal demand for infrastructure spending will fuel 1990s lending 


By Anthony Rowley in Tokyo 


he physical infrastructures of Asia, Europe and the 
Americas all need to be created, renewed or upgraded, 
and banks have a crucial role to play in project financing. 
For banks everywhere — not least those in Asia — the 
next five to 10 years will present a possibly unique opportunity to 
escape from "bubble" banking into something more positive. 
Bubble banking soared to giddy heights in the 1980s as banks 
pursued a dash for globalisation which was motivated more by 
the weight of competition than by real demand. Billions of bank- 
ing dollars poured into speculative real estate development 
around the globe and, in Japan especially, into stockmarkets. 
Asset inflation became the hallmark of the decade and its col- 
lapse in the early 1990s ravaged not only banks' balance sheets 
but also consumption, investment and economies. Bankers re- 
earned their old reputation as people who offer umbrellas when 
the sun shines but snatch them away the moment it begins to rain. 
For the moment, banks are battered by the inevitable asset 
deflation arising out of their own profligacy — and cowed by 
capital convergence requirements which have forced them to re- 
strain their global ambitions. The collapse of Bank of Credit and 
Commerce International also did no good for the image of global 
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banking, even though it stung banking regulators into tightening 
up international supervision. 

Such traumas notwithstanding, it can safely be assumed that 
once balance sheets are re-built, the desire by banks to go on 
another lending binge will reassert itself. And fortunately, this 
time, there should be real demand to justify it — and not least in 
the Asia region. 

An industrial revolution has changed the shape of East and 
Southeast Asian economies over the past two decades but it has 
also created a legacy of creaking public infrastructures. Needed 
projects range from new roads and mass-transit systems to power 
generation plants and telecommunications systems. 

Part will be financed in the public sector, but the private sector 
too is becoming increasingly important in capital formation nowa- 
days. Shiro Yokoi, of Japan's Long-Term Credit Bank (LTCB), esti- 
mates a need to spend US$2.5 trillion on renewing Asian 
infrastructure before the end of the decade. 

Another LTCB official, Jiro Otsuka, says that Japanese banks are 
busy now brushing up their project-financing techniques in readi- 
ness to meet the challenge of financing these mammoth jobs. 

Local banks across the region will also need to be involved — 
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"whether it be the likes of Bangkok Bank in Thailand where the 

infrastructure crisis is becoming particularly acute, the Hongkong 
and Shanghai Bank and others in Hongkong where billion-dollar 
projects are planned, or the state and private-owned banks in 
Indonesia which also require huge infrastructure spending. 

Banks such as Thailand's Bangkok Bank, Singapore's United 
Overseas Bank, the Bank of East Asia in Hongkong and two bank- 
ing groups in Indonesia, as well as developer Hopewell Holdings 
— which is involved in infrastructure projects in South China — 
are forging links with Japan's LTCB. China is likely to see a greatly 
increased Japanese banking presence for similar reasons. 

Normally the lure of such mega-financing might be expected 
to attract intense competition from European and US banks. There 
will, of course, be some because of the high credit rating many 
Asian countries enjoy, and because of the need for global risk 
diversification. But special factors will moderate such involvement. 

Apart from the constraints which the 
new Bank for International Settlements (BIS) 
capital/asset ratios will impose from April 
1993, European banks have on their own 
doorstep the massive challenge of financ- 
ing the restructuring of central and Eastern 
European economies. The OECD estimates 
that there will be a need to transfer some- 
thing like US$4 trillion of financial re- 
sources to the former Soviet bloc over 10 
years. 

For US banks there is likely to be a need 
to help finance the renewal of the nation's 
own physical infrastructures and to partici- 
pate in the modernisation of Mexico's 
economy — as well as those of other Latin 
American countries — now that the North 
American Free Trade Agreement (Nafta) is close to becoming a 
reality. 

So, though it will not be entirely a case of Asia for the Asians, 
so far as banking is concerned the fact is that a much higher 
proportion of the region's banking and capital flows are likely to 

be retained — and actively employed — within the region in 
coming years. This trend is already becoming apparent. 

Japanese banks have also begun to prune overseas branches 
outside of Asia. Nippon Credit Bank, for example, recently an- 
nounced plans to close branches or offices in Bahrain and Sao 
Paulo. Chuo Trust Bank is rumoured to be closing its Zurich office 
too — a significant development given the once great importance 
of this Swiss city as a centre for issuing Japanese Swiss franc- 
denominated bonds. 

The volume of such bond issues slumped along with the Japa- 
nese stockmarket and for similar reasons the collapse of the once 
roaring Japanese market in warrant and convertible bonds in Lon- 
don has left most Japanese banks and securities houses there in a 
loss-making situation now. 

Japanese banks are also eager to cut back their exposure to 
European real estate lending and, 
though their US business remains 
more profitable that in Europe, are 
equally unenthusiastic about US real 
estate financing. US leveraged buyouts 
— using the issue of junk bonds — 
represents yet another once-attractive 
area which has turned sour for Japa- 
nese banks. 

Thus all roads point to Asia, where 
lending margins have traditionally 
been a good deal higher than those in 
the US or Europe. The important ques- 
tion for Japanese banks is in what cur- 
rency the boom in Asia lending is 
likely to be denominated. They would 
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World Bank - p.50 Japan - p.55 
Hongkong - p.58 China- p.60 
Automation — p.62 Taiwan — p.64 
South Korea - p.66 Malaysia — p.68 


Philippines — p.70 Thailand — p.72 
Singapore - p.74 Bangladesh - p.76 
India - p.78 Pakistan — p.79 
Indonesia — p.80 New Zealand — p.82 
Australia — p.84 





like it to be in yen since this avoids the necessity for them to 
borrow dollars short in the Euromarkets or in the Singapore-based 
Asia-dollar market, and to lend long in Asia. 

While Thailand and Indonesia have become considerably more 
reliant on yen loans in recent years, however, others such as Ma- 
laysia have shown a reluctance to see their yen exposures rise. 
Asian countries generally tend to regard the yen as more volatile 
than the dollar — and to expect a long-term depreciation of the 
US currency. They thus prefer to continue borrowing in dollars 
and Japanese banks have to comply, at the expense of currency 
and maturity mismatching. 

Political factors could intervene increasingly over the next few 
years, however, to compel greater use of the yen in Asia — if not 
yet the formation of a formal yen bloc. The agreement on Nafta, 
together with a continued strengthening of the EC, suggests that 
support for a Japan-led East Asian Economic Caucus, as proposed 
by Malaysia, will grow. Increased use of 
yen within such a bloc would be natural. 

Both the Japanese Finance Ministry and 
the Bank of Japan (BOJ) have over the past 
year or so advised various Southeast Asian 
countries on possible ways of restructuring 
their financial systems. This can be seen as 
a prelude to increased financial integration 
within the Asia region. 

The Bo} has also instituted regular meet- 
ings among central banks within East and 
Southeast Asia as a means of enhancing 
financial integration and coordination 
within the region. Japan is very active too 
nowadays within the Asian Bankers 
Association, an influential body and one 
which is giving increasing attention to the 
needs for deploying bank loans on the basis of Asian regional 
needs 


It is difficult meanwhile to say what effect the shedding of 
assets in the US and in Europe by Japanese banks and their in- 
creased Asia orientation will have on their world ranking. 

As of 1991 figures, eight of the world's 10 biggest banks were 
Japanese, with no US bank in the list. Dai-Ichi Kangyo Bank re- 
mained the world's largest bank with assets worth US$446 billion, 
followed by six more Japanese banks — Sumitomo, Sakura, Fuji, 
Sanwa, Mitsubishi and Norinchukin. Two French banks — Credit 
Agricole and Credit Lyonnais — were eighth and ninth in the list 
with the Industrial Bank of Japan in 10th place. 

Although the next few years are likely to see a number of 
smaller banking institutions restructured in Japan in order to 
overcome their financial problems, it seems unlikely that mega- 
banks will emerge through mergers of big banks. The merger 
announced last year of Manufacturers Hanover and Chemical 
Bank in the US made Japanese bankers sit up and take notice, but 
it would probably require something like a merger between 
Citibank and Chase Manhattan to provoke a defensive response 
such as creating new Japanese super- 
banks 

Another crucial question for banks 
in and beyond Asia is the extent to 
which they are likely to be disinter- 
mediated from their traditional 
lending function by the growth of 
capital markets. This undoubtedly was 
the thrust during the 1980s and the 
recent reforms to the Glass-Steagall Act 
separating commercial banking from 
investment banking in the US and the 
imminent reforms in Japan's equiva- 
lent "Article 65" legislation, suggest 
that the direction could be the same in 
the 1990s. 2 
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| vestment, industrial development and economic growth 


tion in recent decades. But some big potential c constraints sta’ 
n the way of future growth and its financing. — 
F Biggest among these is the need for massive provis 
- mewal of public infrastructure right across the regior 
_ to cope with costly environmental clean-ups. Both 
of the successful dash for growth which has resulted in a r 
-of living standards for East Asia over the past 25 years. 





_ shadowed by the focusing of world attention on the problems of 
_the former Soviet Union — is the need to cope with what the 
World Bank calls the "socialist transformation" or modernisation 
of numerous Asian economies. 

_ China's problems, especially in reforming its state enterprises, 
are obvious. But as Vinod Thomas, the World Bank's chief econo- 


: that of former socialist states in Eastern Europe. Their needs for 
n external assistance are often overlooked, 


sia's impressive achievements i in terms of savings and i in- 


have made lending to the region a highly attractive e 









c. Another huge challenge for Asia — one that is often over- 






What all this adds up toisa a major i shift in spending priorities 
throughout the region in the 1990s and heavy pressure on human, 
as well as capital, resources. Public finances and external balances 
may be strained, with pressure on prices increased. 

Capital needs will increase dramatically right across Asia and 
though the region has managed over the past 25 years with a net 
inflow of. foreign savings amounting D D.oniy 0.396 of its aggregate 
the gap between 














: domestic savings and investment is set to rise appreciably. 5o too 
4; is the need for external finance. 















| The aggregate current account deficit of the East Asia and Pa- 
cific region is likely to expand from US$5.6 billion in 1990 to over 
US$20 billion in 1992, according to World Bank estimates. Next 
year it should rise to US$26 billion. In South Asia, the aggregate 


d deficit is also set to expand again after contracting sharply in 1991. 


. These deficits have to be financed somehow or other, and 
though institutions like the World Bank and its sister body the 
International Monetary Fund (IMF) provide very useful advice in 
aping policies which attract such finance, their own direct fi- 


2 nancial contribution is relatively small. 


The World. Bank group — which includes the International 
Finance Corp. (IFC), private-sector arm of the Bretton Woods insti- 
tutions — has provided directly only 1-2% of total investment in 
the Asia region over the past 10 years or so. Other multilateral 
sources are also relatively small providers of direct funding, as are 
bilateral aid donors in terms of total financing. 

This means that the bulk of Asia's rising needs for external 


financing in the 1990s will have to come from commercial banks 
-mist for Asia and the Pacific points out, the six other socialist | out 
|, economies of Burma, Cambodia, Laos, Mongolia, North Korea _ 
and Vietnam have a total population which is 40% larger than ` 





side the region and from foreign direct investors. Those who 
o problem, Asia has always been a bankable proposition 
da good investment" may be missing the point, or rather, sev- 


“eral points. 


One is that, with economic regionalism taking hold in various 
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lhe Trans-Siberian Railroad e xpands contact between 
Russia and the East. 


Sven Hedin of Sweden explores the remote corners of Tibet. 


Rudyard Kipling completes The Jungle Book. 


Bank of Tokyo opens its first 
office in Asia. 





ee eee 


En 


E 
4i 3 
1 


NT IT 







The ( 





Gateway of India, Bombay, early 20th century The 1890s were milestone vears for travel, learning 






and the arts. 






Thev also marked a new chapter in international 
trade — thanks, in part, to the timely opening of Bank of 
Tokyo's office in Bombav in 1894. 


Bank of Tokyo has been serving companies with a 






global orientation ever since. 





In the process, Asia turned into an economic 






powerhouse. Our clients grew. And we grew with them to 






become one of the region's most trusted financial institutions. 






Today, Bank of Tokvo has 42 offices in Asia alone — 






including the only Japanese banking presence in Manila, 






Jakarta, Kuala Lumpur and Karachi — and a kev role 






everywhere in promoting business, the capital markets, and 






regional development. 
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parts of the world, the IMF has already noted a tendency for capi- 
-tal flows to be concentrated more in the regions where they origi- 
.. nate and this tendency is expected to increase. Put simply, Euro- 
. pean bankers and investors are looking more to Europe and 
- American ones to the Americas. P. 

© This in itself would not condemn Asia to becoming a victim to 
-vany global “capital crunch" — even the IMF acknowledges nowa- 
~ days that such a crunch is possible — but the changing nature of 
Asia’s investments in the 1990s suggests that the region may not 
-be able to attract foreign capital with quite the ease that it did in 
“previous decades. 

- Broadly speaking, the surge in investments over the past 10 
years — and especially the “second wave" of Japanese direct in- 
vestment into Asia in the latter half of the 1980s — was concen- 
trated upon manufacturing industries. The return on capital for 
“such investments was relatively easy to estimate and they earned 
sufficient foreign exchange through exports to make sure that ex- 
ternal debt or equity was serviced fairly easily. 

. Public infrastructures of the kind Asia will require in great 
store during the rest of the 1990s and beyond are not such a 
readily bankable proposition. 

Roads, bridges, harbours, ports, railways, telephone systems, 
power stations and grids — not to mention even less glamorous 
things such as water supply, sewers and drains, or even intangi- 
bles like cleaning up air and water pollution — are not the kind of 
projects which foreign investors rush to finance. 

^ Yet financed they must be, and there is a consensus right across 
Asia — from Taipei to Telok Blangah, from Nanjing to Phnom 
Penh and from Poona to Pattaya — on the urgent need to begin a 
massive and region-wide programme of providing and renewing 
infrastructures. 

. This consensus is shared too within the World Bank and the 
IMF. Two years ago, the World Bank's then vice-president for 
the Asia region Attila Karaosmonoglu spoke of a looming 
“infrastructure crisis" in Asia and estimated increased regional 
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expenditures of US$20-30 billion a year 
over five years on top of the US$120 billion 
which is already spent annually on such 
projects. 

Karaosmonoglu’s successor Gautam 
Kaji estimated to the REVIEW that Asian 
countries might need to spend an addi- 
tional 2% a year of their aggregate GDP on 
infrastructural renewal in coming years. 
This is extra to the roughly 5% of GDP 
which they already dedicate to infrastruc- 
tures. Thus region-wide spending of well 
over US$50 billion a year on infrastructures 
will be needed, to which Kaji suggests it 
might be necessary to add as much as 
US$20 billion a year on environmental 
cleaning up. 

In view of the importance of this sub- 
ject, there is a remarkable lack of data as 
yet on precisely what it all adds up to in 
money terms. The World Bank is busy 
compiling more figures and though offi- 
cials predict spending of at least US$250 
billion between now and 1996, they freely 
admit that actual expenditures may turn 
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ms involved 

hifi t iue efforts are 
being made within the Weld Bank, the Asian Dev@éigpment Bank 
(ADB) and other multilatesal institutions to into Nag the private 
sector to the maximum d&grée possible, not si iif by catalysing 
private bank lending alongaidé official, fixi but also by get- 


ak : 


¿ting private corporations directly-involyed.an Building and operat- 


ing infrastructural projects. 

However successful such approaches may prove in involving 
the private sector in what has traditionally been a public-sector 
domain, there is a strong body of opinion which believes that, in 
the initial stages as least, private-sector involvement will be little 
more than marginal. 

This has sobering implications for public-sector finances in 
Asia. Some IMF officials worry that the need to remedy serious 
infrastructure bottlenecks in Asean countries especially could re- 
sult in a deterioration of fiscal positions. This has more serious 
implications than the likely need to finance increased current ac- 
count deficits. 

In fact, if such countries prove unwilling to raise taxes or 
charges for public services in order to finance spending on infra- 
structures, they could risk catching the disease of chronic budget 
deficits affecting major industrialised countries such as the US, 
some officials suggest. 

For Indonesia, which the World Bank's Karaosmonoglu noted 
will need to devote 2096 of its development expenditures up to 
1994 to transport and communications alone, the need for fiscal 
discipline is obvious. Yet it is precisely the need for such fiscal 
restraint in other countries such as the Philippines which has re- 
sulted in a cut back in infrastructure spending and a resultant 
crisis in areas such as electricity supply. 

There are other looming problems. The need for reconstruction 
of infrastructures is likely to place enormous pressure on labour 
markets and other resources in those Asean countries such as 
Thailand and Malaysia where industrial takeoff has been achieved. 
The result could be upward pressure on prices and a new era of 
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inflation. 

Economists in the Bretton Woods institutions say that however 
Asia's great infrastructural and environmental clean-up pro- 
gramme is managed and financed in the 1990s the result may well 
be some slowing down of industrial expansion so as to achieve a 
better balance between manufacturing and non-manufacturing 
sector growth. 

In terms of smooth financing and easing other resource con- 
straints, the more outside investment and expertise that can be 
brought in the better, though again if the Asia region is to avoid a 
hiccup in its generally good record of servicing external debt a 
balance will need to be maintained between capital imports and 
export earnings. 

One of the most promising approaches so far to solving the 
problem of getting foreign long-term private capital and other 
resources involved in Asian infrastructures is the so-called BOT 
(build, operate and transfer) formula which both the World Bank 
and the ADB have helped devise. 

The most notable example so far in Asia is the US$1.8 billion 
Hub River thermal energy project in Pakistan, which Peter 
Ludwig, a World Bank official concerned with Asian infrastruc- 
tures, describes as “the most complex project-financing deal ever 
for a developing country” and the second most complex in the 
world after the Anglo-French Channel Tunnel project. 

Although local Pakistani debt and equity investment is in- 
volved to a substantial degree in this project, foreign commercial 
banks are being called upon to supply something like US$600 
million worth of project debt. Compared to the huge volumes of 
syndicated foreign bank loans raised for developing countries in 
the 1970s and 1980s this appears quite small. 

But the day of the "sovereign loan" when some Third World 
governments, including the Philippines, assumed responsibility 
for massive balance of payments financing which ultimately 
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proved unrepayable, are over. The object now is to secure financ- 
ing which is in effect off balance-sheet for the borrowing country. 

Yet governments still have to bear some risk if foreign lenders 
are to finance projects. Through a very complex formula the Hub 
River agreement commits the Pakistan Government to protect for- 
eign lenders against sovereign risk such as any change in the 
ground rules for pricing or supply of power — or even nationali- 
sation — while leaving project risks such as delays in construction 
with the lenders and investors. 

More important still, the agreement provides for sufficient for- 
eign exchange to be placed in an escrow account for the foreign 
debt to be serviced even if Pakistan should suffer a balance of 
payments crisis. All this has only been possible through the influ- 
ence and participation of the World Bank in the deal, even though 
its own direct financial contribution is relatively small. 

The reason why the Hub River project is so important is that it 
prov ides a mechanism through which foreign lenders and equity 
investors can look forward to being repaid even though the prod- 
uct produced — electricity in this case — does not directly earn 
foreign exchange. Pakistan has to undertake to service the debt 
out of its general foreign exchange earnings. 

How far the project can be replicated elsewhere for other pub- 
lic services — transport, telecommunications, basic utilities or 
whatever — which do not normally produce foreign exchange 
earnings, remains to be seen. But BOT is seen as one way of bridg- 
ing the gap in Asia between financing export-earning manufac- 
turing ventures and infrastructure projects which produce mainly 
for the domestic market. 

There have been other successful BOT projects in Asia such as 
the Navotas gas turbine power station in the Philippines in which 
the IFC has been involved alongside the World Bank. And there 
has been a railway project in China. But these are relatively small 
in size. m Anthony Rowley 
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Japan's banking system roared ever faster through the late 

E. 4 1980s — only to plunge into a long and very dark tunnel in 

which it was very nearly derailed. When it finally emerges, it will 
be going at a much more sedate pace. 

It must then climb a long steep gradient of profit restoration 
and balance-sheet repair, which is likely to take several vears. 
And, to extend the metaphor, the track branches towards inter- 
continental expansion in the 1990s — a more likely prediction in 
Asia than in North America or Europe. 

The breakneck speed of growth of the Japanese banking sys- 
tem during the 1980s was faster than at any point in its century- 
long history. By the end of the decade, eight out of the world's 10 

largest banks were Japanese. One third of the world's biggest 100 
banks were also from Japan. 

During the five years alone from 1983 to the end of 1988, Ja- 
panese banks' international assets expanded nearly four-fold to 
reach US$1.8 trillion, according to Brian Waterhouse, of broker 
James Capel. US banks by comparison increased their aggregate 
assets by only 11% during this same period. 

Japanese banks recorded a constant annual expansion of 20% 
in their total assets during the five-year period, with international 


I ike a runaway express train with an over-heated boiler, 

























assets increasing at 31% a year. The manner in which 
achieved this seeming economic miracle says much about w 

has proved to be relatively short-lived — and why the future wi 
be very different. 

The key to rapid expansion lay in the treasure-house of hid 
reserves — or "unrealised gains on stocks," to use the more p 
saic phrase preferred by analysts — at the command of Japan 
banks during the five-year long bull market in Tokyo stocks E: 
the end of 1989. 

According to Akio Mikuni, who runs an independent cre 
rating agency in Tokyo, Japanese banks were able to invest heav 
ily in stocks as a result of the virtually assured profitability tl 
enjoyed during the long period when interest rates were officiall 
regulated in Japan, up to the mid-1980s. 

As a result, says David Atkinson of investment bank Salon 
Brothers, the total size of hidden assets held by Japan's eleve 
main commercial or "city" banks, seven trust banks and tl 
long-term credit banks reached around ¥10 trillion, or nea 
US$80 billion, by March 1986. As the bull market in stocks Y w 
on, these assets became worth almost ¥40 trillion. 

With this wonderful money-making machine at their comm; 

— the ability to sell stocks in order to realise profits — Japa 
banks were virtually able to ignore basic banking prudence. T 
is how they achieved their reputation for lending at razor-thin 
even non-existent spreads, much to the irritation of their Ame 
can and European competitors. S 

When the "Swiss-gnomes" at the Bank for International Settle 
ments (BIS) in Basle decided at the end of the 1980s that all bank 
should be compelled to prove sufficient assets to support thei 
international lending, the Japanese banks saw no problem. The 
were allowed to include their hidden stock gains as part of. total 
assets, and the booming Tokyo stockmarket made it cheap to raise Ü 
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Spurred by the strength of the Japanese yen after the Plaza 
Accord in September 1985, and encouraged by record low domes- 
tic interest rates from 1986 onward, Japanese businesses went on a 
uge binge of overseas direct investment in anything from facto- 
ies to golf courses. Japanese banks followed them and became 
'ery big overseas, lending billions of dollars to foreigners too. 
This compensated the banks only partly, however, for the fact 
that major companies in Japan were discovering the joys of capi- 
tal-market financing at home and in the Euromarkets — thereby 
by-passing the banks. So Japanese banks turned to retail lending 
nd to financing real-estate speculation in a big way, sowing the 
seeds of their near downfall. 
. The collapse of the Tokyo stockmarket from levels approach- 
ng 40,000 points on the Nikkei-225 average at the end of 1989 to 
something nearer 14,000 by August 1992 brought the value of the 
banks’ total hidden assets crashing down to nearer ¥15 trillion. 
» As the stockmarket plunged, Japanese banks began cutting 
Overseas assets in anticipation of having to meet the BIS require- 
< ment of minimum capital risk-asset ratios of 8% by March 1993. 
Japanese banks had lent heavily to real estate development 
both in North America and in Europe at the top of the market in 
the late 1980s and could not pull out easily. But this was nothing 
to the problems they faced at home with the collapse of land and 
real estate prices in Japan. 
|. Land prices fell by 30% on aver- 
age in Tokyo in 1991 and by up to 
..5096 in neighbouring regions. Resi- 
-dential and commercial property 
prices fell in sympathy. The fall is 
- continuing despite a reversal of the 
"tight money policy by the Bank of 
Japan (BOJ) since late last year and it 
4; ds causing massive headaches for 
the Japanese banking and financial 
“system. According to Nomura Re- 
search Institute, Japanese banks, fi- 
znance companies and insurance 
-companies have a total of Y120 tril- 
lion of direct and indirect loans out- 
(standing to the real-estate sector. 
This is equal to around 16% of their 
~ total loans. 
,,. Salomon Brothers’ Atkinson sug- 
. gests that banks are receiving no in- 
terest now on around Y20 trillion of 
-non-performing loans, mainly to the 
real estate sector, and that there is a 
- further ¥6 trillion in doubtful quality 
“loans. The trouble is that the long 
¿period (six to 12 months) that Japan- 
ese banks are allowed before they 
report loss of interest makes. estimating very difficult. Some ana- 
lysts suggest that Japanese banks may have more than Y50 trillion 
of potentially bad loans on their books. 
- ust as banks had boosted Japan's national wealth tremen- 
ously in the late 1980s — because of their ability to leverage 
stockmarket gains — so the problems they have been having since 
the start of 1991 have now pushed the economy to the brink of 
recession. 
^. Worse still, investors fears about banks drove them to dump 
bank stocks heavily in mid-August, pushing the Nikkei very 
briefly below 14, 000 and thus exacerbating even further the prob- 
lems of banks themselves. Banks' hidden assets would disappear 
entirely if the Nikkei fell below 13,000 and Japanese insurance 
companies would also see their unrealised stock gains evaporate 
‘at around these levels. 
" Investors had good reason to worry. At the end of the first half 
of the current financial year this month, banks were due to dis- 
close what were feared to be heavy valuation losses on holdings 
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of equities — a very different picture from that at 31 March when 
the 11 city banks declared an average 31% rise in business profits 
for fiscal year 1991. 

By late August with the stockmarket sliding towards the level 
where Japanese financial institutions could have seen their hidden 
assets eliminated completely, the Ministry of Finance and even 
the BOJ decided that enough was enough. 

They declared that banks need not reveal valuation losses until 
March 1993 and that they could set aside special tax-free reserves 
against loan losses that are still mounting on the back of a tide of 
bankruptcies among smaller Japanese firms, especially those in- 
volved with real estate. 

More dramatically, the government has moved to set up a new 
land corporation to buy up about Y3 trillion of real estate which 
banks have been forced to accept as collateral for bad loans. This 
appeared to put some kind of floor under the dangerously bur- 
dened banking system and it gave an immediate shot in the arm 
to stock prices. 

But it by no means marks the end of all the banks' worries. The 
balancing act they have to perform now is to ensure that the 
interest income they lose on a rising volume of bad loans is more 
than offset by improved lending margins. The continuing fall in 
Japanese interest rates — especially at the short end — automati- 

! cally helps most banks because they 
borrow short and lend long. 

Japanese banks have raised lend- 
ing rates over the past year to the 
point where their average margin is 
now a healthy 2%. 

Faced with higher lending rates 
at the banks, many Japanese corpo- 
rations are now turning to the once- 
moribund Japanese domestic corpo- 
rate bond market to raise funds. 
Akio Mikuni suggests that even this 
is profiting the banks who are 
charging up to 1% to provide the 
obligatory guarantees which accom- 
pany such bond issues. 

The slowing Japanese economy 
has reduced overall demand for 
funds in Japan, however, which is 
one of the major factors underlying 
recent historically low levels of 
money-supply growth. Unless loan 
demand picks up soon, banks may 
have to sacrifice some of their im- 
proved margins in the interests of 
getting the economy moving again. 

But the Japanese have at least 
learned the value of banking pru- 
dence. As well as seeking to make money from basic banking 
business (rather than mainly from stockmarket speculation), the 
banks have begun to look more searchingly at credit risk. When 
Sakura Bank announced recently that it had separated its credit- 
analysis function from its marketing department it was acknowl- 
edging that risk can no longer be subservient to growth. Many 
other Japanese banks are following suit. 

Japanese banks are also cutting costs. Nippon Credit Bank — 
an institution heavily exposed to real-estate loans in general and 
housing loans in particular — announced recently that it intends 
closing a number of branches at home and overseas, including 
some in the US. It is unlikely to be alone in making such moves. 

The exception is likely to be Japanese banking operations in 
Asia. Operating margins have been higher in Asia than in either 
North America or Europe and with a rash of huge infrastructure 
projects to be financed in the region during the 1990s Japanese 
banks are, if anything, likely to open new branches in Asia, espe- 
cially in Indonesia, China and Indochina. u Anthony Rowley 
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HONGKONG 


Looking ever 


northwards 


By Henny Sender in Hongkong 


ith only five years left before the return to Peking's sov- 
W ereignty, the maps of China are going up in offices all 
over Hongkong. 

There are 163 banks in Britain's last colony in Asia. For most of 
them, business is a matter of balancing local, cross-border and 
regional activity. This year, however, the focus has shifted; re- 
gional integration which anywhere else means sharpening the 
focus on Asia, means something else in Hongkong. China is virtu- 
ally the only game in town. 

"Sensible banks regard themselves as 'southern Chinese' banks, 
not Asian banks," notes Simon Smithson, bank analyst for 
Kleinwort Benson Asia. "Their market is China, of which Hong- 
kong is a part, and that is the target of their energy. It is banks 
outside Hongkong that are starting to take 
a broader view." 

China is where the growth is. For 
Hongkong banks, China-related business 
will underpin future growth in lending. 
Indeed, it is doing so already. Outstand- 
ing loans to China maturing beyond 1997 
from Hongkong-based banks amounted 
to HK$55 billion (US$7.11 billion) at year- 
end 1991, according to Karen Udovenya, 
bank analyst for Morgan Stanley Asia. 

The banks are adopting different ap- 
proaches to their China business. Because 

itis early days, much China strategy con- 
sists of intention rather than commitment. 
But whatever the strategy, optimism is 
common to all. 

Among the most committed, however, 
is Bank of East Asia, Hongkong's third- 
largest local bank. It has moved way be- 
yond conventional trade finance to lucra- 
tive advisory work which nets it fees as 
well; serving as a bridge to help South 
Korean, Taiwanese and Singaporean as 
well as locals find their way in China. 

It is using its Shanghai-based leasing 
arm, for example, to fund development of 
Taiwanese technology to improve manufacturing in such newly 
vital areas as cosmetics. 

Even Hang Seng Bank, which is believed to take the most 
conservative view, has become involved. "Hongkong is becoming 
China risk anyway," says vice-chairman T. C. Ho, who can iden- 
tify more than 1,500 clients his bank has financed in setting up 
factories across the border usually on a secured basis. 

Foreign banks are equally optimistic but at this point, most are 
less involved. “Foreign banks will prefer to work through foreign 
firms," explains the head of Asia for one major US bank. "It is 
better to have sponsorship." 

"Hongkong will remain an important regional centre, but the 
relative balance may change," says Timothy Rattray, managing 
director at Bankers Trust and head of Asian merchant banking. 
Bankers Trust's strategy so far has been to meet the financing 
needs of mainland Chinese companies, such as China Resources, 
based in Hongkong. “As they expand and grow their regional 
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business, we are developing a good book of business with them," 
notes Rattray. i 

Even the Japanese banks, hard pressed though they may be by 
troubles at home, are not about to write off China. "We have to 
focus on China," explains Yukuo Suzuki, general manager of 
Sanwa Bank, the second-largest foreign bank in Hongkong. “The 
importance of the China market is growing so quickly. Other re- 
gions are gloomier, so we are shifting resources here. We can 
increase exposure here by decreasing exposure in the US and 
Europe." 

"We are less cautious about China risk," agrees Shigeoki Togo, 
the Bank of Japan (BOJ) representative in Hongkong. "So many 
Japanese banks come to Hongkong to do business with China. 
And to do business through Hongkong is much easier than 
through Shanghai or Dalien. 

The one exception to the general trend is a big one. With the 
acquisition of the British high street bank Midland, more than 
50% of the assets of Hongkong and Shanghai Banking Corp. now 
lie outside Asia. 

"We are putting in an enormous amount of effort to make sure 
that the focus of the bank in this part of the world should not be 
underestimated," says David Eldon, soon to head the bank's in- 
ternational operations. But the bank's role in Hongkong will come 
under challenge in a myriad of ways. 

The biggest threat to the bank's retail client base comes from 
, the Bank of China (BOC) group the sec- 
$ ond-largest banking group in the terri- 

tory. Its style has been a mix of low-pro- 

file and aggressive marketing which has 
brought it almost 25% of total loans and 
deposits, according to estimates by 

Morgan Stanley. It has made particular 

inroads in the home mortgage market 

where one of its sisters can usually be 
counted on to undercut, but only slightly, 
the competition's rates. Still BOC is rap- 
idly becoming part of the establishment, 
and shows little inclination to dismantle 
what many regard as the informal inter- 
est rate cartel operated by the Hongkong 

Association of Banks. 

The BOC will inevitably come to usurp 
some of the Hongkong Bank's quasi cen- 
tral bank functions, as well as its market 


e E share. While the BOC has never publicly 


acknowledged interest in issuing notes — 
at the moment only undertaken by the 
Hongkong and Standard Chartered banks 
— many expect that this will happen in a 
few years. And in fact, Hongkong Bank 
has already surrendered some of its 
"privileges." 

"There is nothing much left; it is a question of perception," 
suggests one spokesman for the bank. For example, it is no longer 
the de facto sole lender of last resort in the territory. 

Even if a central monetary authority is established next year or 
the year after, the BOC's leadership role will also become more 
critical. The BOC has already set up an internal task force to coor- 
dinate its contribution to financing the new Hongkong airport, 
despite continued political bickering about the project between 
Britain and China at the political level. Many bankers hope that 
this signals a willingness by BOC to act as the lead bank in raising 
commercial finance for other major infrastructure projects centred 
on the airport and new port development. 

The way the fortunes of China and Hongkong have become 
intertwined is nowhere more evident than in the way in which 
the foreign banks regard these projects which straddle 1997, the 
year of return to Chinese sovereignty. 

Regional integration in Hongkong has a hard physical dimen- 
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sion to it. “In Asia, Japan was the story of the 1980s, and Hong- 
kong and China are the story of the 1990s," says John Rindlaub, 
who heads Asia for Bank of America. “And the issue isn't 1997; it 
is 1992 and 1993." The massively expensive projects have already 
inspired numerous buys from the territory's bank analysts for the 
local banks which will play some part in the project. But to what 
extent will the international banks commit resources to Hongkong 
at the expense of other projects in the region or at home? Has the 
fear of a global capital crunch permeated the boardrooms over- 
looking Hongkong harbour? 

So far, the debate has been rather theoretical, especially given 
the gap between the bankers' desire for information and details 
that have so far been made available. 


Part of the answer will depend on who the contractors are. The | 


Japanese banks, which have traditionally accounted for about 609; 
of total lending in the territory, according to BOJ figures, will be 
there in full force if Japanese companies receive leading roles in 
the project. 

Given China and its own infrastructural imperatives, Hong- 


kong bankers have become somewhat self-absorbed. While out- - 


siders debate the extent to which Hongkong is less committed to 
the region at large, and whether the business focus will move 
southeast, others note the interest in which regional banks, par- 
ticularly in Singapore, are looking to Hongkong and beyond it, to 
China. 

The Development Bank of Singapore's 10% stake in the tiny 
Hongkong-based Wing Lung Bank, announced several months 
ago, is not a particularly dramatic step for an institution which 
was supposed to channel the vast resources of Singapore Inc. into 
Hongkong and China. But it may foreshadow other forays into 
Hongkong by other regional players. Many expect Taiwanese 
banks to make bids for local banks as well, though that expecta- 
tion has been around for some time. “We keep hearing footsteps 
on the staircase,” says one local Chinese banker. “But nobody 
comes up.” 

Self-absorption makes sense when the highest growth in the 
region is at home. It is also a reflection of changing times. The era 








of the mega loan syndications centred on Hongkong is over. “In | 


the past, we would send out 300 telexes [inviting international 
banks to participate in a deal], and we would get back 100 or 150 
acceptances,” recalls the head of one US bank in Hongkong. 
“Now, if there is a deal, you would get 30.” 

But few bankers think this means that Hongkong's importance 
as a regional centre is about to diminish any day soon. “Singapore 
is fow trying to establish itself,” says one Japanese banker. “But 
Singapore lacks contact with investors. Even if the syndicate is in 
Singapore, the issue is placed in Hongkong. The actual power of 
Hongkong is overwhelming." 

The other potential threat to Hongkong comes from the pros- 
pect of liberalisation elsewhere. But that is hardly an immediate 
threat. Liberalisation in the eyes of foreign bankers means access 
to the local market on equal terms, and in Taipei and Seoul, the 
markets that are most vital, that day is yet to come. Moreover, 
newly established offshore banking facilities lack the critical mass 
to affect the overall deal flow. "Nobody is about to move their 
syndication apparatus to Labuan," says one American banker, 
referring to Malaysia's island offshore banking centre. “That is all 
niche activity." 

Hongkong's advantages remain overwhelming, particularly its 
favourable tax environment. Even if Hongkong does establish a 
central monetary authority next year, as widely expected, unless it 
introduces stringent or expensive regulations as well (such as de- 
posit insurance or liquidity requirements), its competitive advan- 
tages are not likely to be affected. 

In the long term, though, all this might change. When Hong- 
kong really is part of China — though under the terms of the 
Sino-British agreement with a capitalist system and a high degree 
of autonomy — many foreign banks may find that they have less 
reason to be in Hongkong. z 
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Bringing up the 


rear — fast 


By Lincoln Kaye in Peking 


s banks worldwide pull in their horns, prune their asset 

books and brace for economic downturns ahead, China 

stands out as one of the industry's last Eldorados of 1980s- 
style non-stop growth. The country's contra-cyclical allure for in- 
ternational banks lies in its newly liberalised banking environ- 
ment and its officially proclaimed double-digit GDP growth rate 
target for the rest of the century. 

With foreign exchange reserves at an all time high of nearly 
US$42 billion early this year (and still growing), China can easily 
take in its stride this year's record overseas debt service obliga- 
tions of Rmb 9 billion (US$1.4 billion). The international banking 
fraternity has long since recovered from its post-Tiananmen 





| Squeamishness. 


Last year, when the Bank of China (BOC) became the first major 
Chinese borrower since the 1989 massacre of pro-democracy dem- 
onstrators to tap international capital markets with a Y20 billion 
(US$160 million) 
Samurai bond, it had 
to offer a "relatively 
steep" coupon of 
7.7%, one European 
banker recalls. This 
year's Y15 billion Boc 
Samurai is priced 
finer, at an effective 
yield of just 6%. 

"Improved senti- 
ment toward China" 
even allowed the 
Shanghai-based Bank 
of Communications, 
China's first joint- 
stock bank, to list a 
US$70 million float- 
ing-rate note issue on 
the Hongkong stock 
exchange, according 
to lead manager 
Daiwa Securities. 

Syndications 
aside, foreign institu- 
tions are drawn to 
China by commercial 
banking prospects. 
Burgeoning capital and real estate markets could generate inter- 
mediation fees and make commercial credits easier to collateralise 
— especially if foreigners soon enjoy a wider scope of renminbi 
business, as hinted lately by Wu Nianlu, director of the Boc’s 
Institute of International Finance. 

At the same time, trade finance, the staple of foreign bank 
business in China, shows no sign of slackening. And increasingly 
market-oriented domestic institutions, in their quest for enhanced 
products and services, could pose opportunities for correspond- 
ent banking or even direct foreign investment in Chinese banks. 

"Bankers look at the place and see another ‘Asian Dragon’,” 
says a Western bank representative in Peking. “After all, Deng 
Xiaoping himself has told them so.” The 88-year-old patriarch, on 


‘Your country needs growth.’ 
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his Chinese New Year swing through the south, held up such 

. Asian success stories as Singapore, Taiwan, Hongkong and South 
Korea as models for China's export-oriented coastal enclaves. 

In June, Áye, People's Bank of China (the central bank) an- 
 nounced it wó ia! foreign banks to open branches in an 
additional seven coastal cites, ranging from Dalian in the north- 
east to Canton up-river from Hongkong. Previously, foreign banks 

. could only open branches in the five Special Economic Zones of 
Southeast China, plus Shanghai. 

- Of the first dozen banks to rush through the newly opened 
door, fully three fourths were Asian, reflecting China's determina- 
tion to forge regional economic links. Japanese banks snapped up 
a couple of branch licences in Dalian and had an inside track on 
branches in Canton and Qingdao, Shandong. Hongkong banks 
were also in line for Canton and Qingdao licences. 

Barely a week after Seoul and Peking normalised diplomatic 
relations, South Korea's Medium and Small Industry Bank joined 


Standard Chartered and Banque Nationale de Paris on the short- | 


list for branches in the port of Tianjin, a major beach-head of Sino- 
Korean trade. South Korea is also bidding for a branch in Shang- 
hai's up-and-coming Pudong development area. 

Seoul's harvest of licences typifies Peking's use of banking lures 
to bait the hook for political and diplomatic gains. Broad hints 
from banking officials suggest that China may be getting ready to 
angle for an even bigger fish: Taiwan, the "breakaway province" 
that now enjoys the world's highest foreign exchange reserves. 

Taipei inched closer to direct banking links with the mainland 
in May when it allowed its banks to remit corporate, as well as 
individual, investment capital across the Straits of Taiwan through 
third country correspondents. But, with the island's banking sec- 
tor now thrown open to private sector entrants, Taiwan's China- 


bedazzled businessmen can be expected to press for still more | 


direct contact. Wu, at the BOC, foresees "an exchange of bank 
branches [with Taiwan] in the long run." 

Another harbinger of things to come could be the Xiamen In- 
ternational Bank (XIB), listed as one of the "foreign" institutions in 


line for branch licences in the newly opened coastal cities. Al- | 


though it is incorporated in Hongkong, its main investor is Fujian 
Enterprises,.à- provificidl góvegptent corporation. 

XIB is China’sfirst iia vea bank thanks to a 25% stake, 
worth US$200^million, held bya A&ian Development Bank-led 
vce inet includes Hongketig‘and Japanese investors. XIB 
will me the Brenig” bark fo ppen a branch in the Fujian 
capital Df &&zhou. It ts"Shopping for Banks to buy in Hongkong 
and Matti, According to Fujian officjgls. 

With foreign banks moving the coast, China's own for- 
eign exchagge;bàmk, the BOG afndinced it would shift its atten- 
tions inland"in.a bid 45, "motivate development of slow-growing 
areas." For startets, it eagatetked HK$3 billion (US$390 million) 
for projects in Jiangxi, Hebei, Xinjiang and Ningxia. 

In the future, "service lending" should be left to a specially 
designated "Policy Bank," according to a blueprint spelled out in 
the Reform Times newspaper by economist Zhao Haikuan, director 
of the central bank's Finance Institute. Aside from the policy bank, 
all others — whether regionally based or specialised in such sec- 
tors as agriculture, construction or communications — should 
function increasingly on market principles. 

That means greater flexibility in credit pricing and deposit 
rates, a broader range of financial instruments and development 
of financial secondary markets. The central bank should concen- 
trate on macroeconomic regulation, using market mechanisms in 
preference to administrative fiat. 

Zhao's blueprint failed to offer a timetable for these reforms, 






however. China still has no comprehensive banking law some | 


four decades after the communist takeover in 1949. Instead, the 
country makes do with a welter of sometimes conflicting regula- 
tions — nearly 800 of them introduced since Deng's rise to power 
in 1979, As of late last year, a draft banking law had already gone 
through five revisions and was still in “embryonic form.” n 





AUTOMATION 


Touch an ATM 


for the money 


By Mark Clifford in Hongkong 
| decade ago, back in the early days of Automated Teller 
| A Machines (ATMs), Citibank caused outrage among thou- 

sands of New Yorkers when it declared that anyone with 
less than US$10,000 on deposit could not see a human teller for 
routine transactions. The masses, decreed Citibank, would simply 
have to deal with machines. 

Citibank gave up this plan as a result of the public outcry that 
followed. But it has not abandoned its goal of replacing tellers 
with machines wherever possible. Since that New York debacle it 
| has been careful to use honey, not vinegar, to attract the custom 
by making its machines as easy — sometimes even easier — to 
deal with than human beings. The machines are finally living up 
to their promise by making global retail banking a reality. 

For most of those who 
are not bankers, global 
banking has quite a sim- 
ple meaning: being able to 
check on balances, or at 
least get some cash, as 
easily in Honolulu as in 
Hongkong or wherever 
they have an account. Un- 
til recently, bank custom- 





FAR EASTERN ECONOMIC REVIEW 


ers have been imprisoned 
by national or even local 
boundaries, forced to use 
high-cost credit cards or 
cumbersome traveller's 
cheques. 

But the time of seam- 
less global banking is at last arriving, thanks largely to huge ad- 
vances in technology in the past decade. Quick satellite links, more 
computing power and the consolidation of national and regional 
ATM networks, have made it cost-effective to deliver retail bank- 
ing services across national boundaries. 

Two leading retail banks, Hongkong Bank and Citibank, now 
allow Asian-based customers to get cash from ATMs around the 
world. By tapping into shared networks of ATMs, Hongkong Bank 
customers can get cash at 120,000 ATMs in 50 countries. Most of 
these machines will only allow customers to get cash, because 
| they are not tied into Hongkong Bank's computer system on a 
live basis, but some will allow transfers between accounts. 

Citibank lets customers get cash from 150,000 machines world- 
wide, although the most advanced features of its system are avail- 
able only at Citibank ATMs in the most advanced markets, such as 
the US, Germany and Singapore. That means Taiwan or South 
Korean-based customers, for instance, can withdraw cash in New 
| York or Berlin, but account holders based in Europe or America 
cannot yet use ATMs in Citibank branches in Taipei or Seoul. Hong- 
kong will be hooked up on Citibank's proprietary global network 
before the end of this year. 

Citibank's ATMs have user-friendly colour touch-screen termi- 
nals, manufactured by Toshiba, making them — it is claimed — 
easy to use even for hardened computerphobes. The machines 
| themselves are built around a powerful Motorola 68010 chip, a 
microprocessor typically used in super-microcomputers. Each ATM 
has at least 8 megabytes of memory and a 200 megabyte hard disk 
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Customer and clever teller. 
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se incorporate 10 languages — are stored in the ATM. A Japa- 
ese businessman in Hóngkon, 


will be given Japanese as his first 
ioice of language when h 





e inserts his Citibank card, whether he 
-in Tokyo, Singapore or Berlin. This sort of linguistic ability 
oks deceptively simple, but it requires huge amounts of compu- 
memory. | 
-Jf that Japanese businessman is in Singapore, he will be elec- 
onically routed through Milwaukee, Wisconsin, on the way to 
his account in Tokyo. There he can peruse his accounts, see what 


ish. Citibank claims that response time anywhere in the world is 


30 seconds. 


oice recognition technology. It remains to be seen if customers 
ally want an electronic machine talking in the street about their 
rivate banking affairs or if they are happier simply touching a 
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language of business — in Russian and English. 

TO DISCUSS HOW much we can do for you, just contact 
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ues have cleared, check on his balance and, of course, get. 


` Citibank's boffins in California are working on the next gen- 
ation of ATMs, designed to talk to customers with the help of 













By Julian Baum in Taipei 
D | anking in Taiwan is emerging from an era of domination 
> by the state into a period of intensified private competition. 
E ! The first steps have been a dramatic expansion of new 
private banks and the opening of financial markets previously 
prohibited or controlled by a few institutions. 

At a time of steady growth for the economy as a whole, these 
reforms have transformed banking into a dynamic and expanding 
industry, despite the poor performance of financial shares on the 
Taipei stockmarket. 

. For consumers, there is now a clear choice between dreary 
banks with indifferent clerks and banks with lavish reception halls 
and eager staff, ready personally to guide customers through their 






transactions. The competition has forced banks to raise deposit 


rates, lower loan requirements and adjust to a faster pace of doing 
business. The more ambitious institutions are also looking beyond 
Taiwan to Hongkong, mainland China and even outside the Asian 
region for future expansion. 

Despite the uncertainties of these adjustments and the poten- 
tial instability of having so many new private banks open their 
doors at once, bankers say that their industry is healthier than 
elsewhere in the region. They say that several decades of con- 
servative management and tight government controls have pre- 
served a financial system that avoided the imprudent practices of 
bankers elsewhere, especially in the US and Japan. 

"Taiwan's banks have been protected,” said C. Y. Chao, execu- 
tive vice-president of Dah An Commercial Bank. "They have 
mostly stayed out of the stockmarket and the property markets, 
so they are in a more solid position to expand than banks else- 
where." 

The island's commercial banks have also not been weighed 
down with heavy financing of infrastructure development and 
debt binges by corporate speculators. Such activities in Taiwan, 
while having important economic impact, occur largely outside 
the commercial banking system. 

The government's massive infrastructure programmes are fi- 
nanced by tax revenues and relatively modest bond issues, while 
stock speculation has subsided as the market index hovers well 
below the 4000 level, less than a third of its peak two years ago. 
The Central Bank has reined in property loans in an attempt to 
tighten credit and check inflation. 

The most dramatic evidence of the banking revolution pro- 
moted by a reform-minded Finance Ministry has been the large 
number of new institutions. The ministry has authorised 17 new 


| banking licences since last year, including the conversion this July 


_ of Taiwan's largest trust company, China Trust, into a commercial 
! bank. The newest addition is An-Tai Bank which expects to open 


for business in December. This would bring to 20 the number of 
private commercial banks, accounting for almost two thirds of the 
31 domestic banks on the island. 

The arrival of so many new institutions since January this year, 
each highly capitalised at NT$10 billion (US$400 million) or more, 
has boosted consumer and corporate credit as the banks have 
aggressively sought new borrowers. Banks have also financed a 
surge in home purchases and overseas investments, including di- 
rect financing of several billion US dollars in China ventures. 

Total loans outstanding from Taiwanese banks during the first 
six months of 1992 jumped an impressive 26% to NT$4.5 trillion 
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paed to the first half of last year, while deposits grew more 
moderately by 16% to NT$4.0 trillion over the same period. 

Shares in the new banks, which may not be publicly listed for 
several more years, are trading on the grey market in a range of 
NT$10-13. This is far below the NT$25-105 range in grey market 
prices for the older banks whose publicly listed issues have re- 
mained depressed as the government prepares further privatisa- 
tion of state-owned financial institutions. 

While the new banks have had little success attracting the top 
200 corporate accounts, the fight for retail customers has lowered 
interest rates and raised deposit rates, dropping yields to a mod- 
erate 2-2.5%, down from 5% several years ago. The squeeze has 
disappointed many investors and pointed to the risks for the more 
than US$6 billion committed as equity in the new banks. 

^With so much equity, the new banks are under heavy pres- 
sure from their stockholders," said Howard L. Chang, president 
of Far Eastern International Bank, which opened in April this 
year. 

Under such conditions, Chang and other bankers complain 
that government regulations are pinching their profitability. The 
biggest complaint is the high hurdle to qualify for a foreign ex- 
change licence which will enable the banks to attract more corpo- 
rate accounts. Banks may apply for such a licence one year after 

opening their doors if they have transacted at least NT$400 mil- 
lion in foreign exchange business through cooperation with other 
banks that are licensed for foreign exchange trading. 

But the older banks have not been very willing to help future 
competitors. In addition, the Central Bank has imposed a ceiling 
on such transactions for each bank to limit volume on the foreign 
exchange market, giving banks little room to add new business. 

“These limitations are grossly unfair,” said Dah An’s Yao. Some 
bankers say the restrictions have been imposed to hold back the 
private institutions to allow the state banks to adjust to the more 
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Out of the trough 


competitive market conditions. 

Meanwhile, the Finance Ministry has liberalised the credit 
business and the short-term money market. Many financial t 
tutions are preparing to issue their own credit cards in the ; 
few months as well as a new integrated circuit card which’ wi 
allow customers to use the card as instant cash. 

Besides such market openings, Taiwan's banks have been mov- 
ing overseas though they depend heavily on Taiwanese custom 
ers and have not successfully penetrated local markets. All-but 
one of the dozen banks with overseas offices are state-run institu- 
tions whose expansion plans appear motivated by governmen 
policy rather than commercial considerations. a 
















capitalise on the rapid movement of South Korean firms 
offshore to Southeast Asia and China by expanding their 
verseas operations in the region. The problem is they must also 
repare for a costly dogfight at home with predator foreign banks 
ad nimble local upstarts from among the highly competitive 
hort-term finance companies. 
: What extra resources banks have — and they are very limited 
deed — must be deployed in the fight for domestic market 
hare. Thus their weak base of operations in the region — exclud- 
ig Japan, where more than 40 South Korean banks compete 
ercely for retail and wholesale business among the overseas Ko- 
an community — cannot be significantly expanded because of 
e lack of financial resources and capable personnel. 

|... South Korean banks are handicapped first of all by their poor 
_ Starting position in the region. Again excluding Japan, they boast 
. only four branches and 10 subsidiaries in Hongkong, substan- 
-tially fewer in Singapore, and only a smattering of representative 
. Offices and joint ventures elsewhere 
. dn the region. 

~~ Matching the rapid expansion of 
overseas investment and trade by 
. South Korean firms in the region 
. with new offices abroad is a goal of 
.local banks. "We have halted our 
expansion programmes abroad ex- 
-cept for Southeast Asia and China,” 
says Cha Seung Chal, the head of 
"Overseas operations for Korea Ex- 
_ change Bank (KEB). 

= KEB and other large South Korean 
. banks are actively looking at new 
-Opportunities in China in the wake 
< of established diplomatic ties. And 
several banks are looking to open 
presentative offices in Vietnam, 
and expand their presence in the 
her countries of Southeast Asia. | 
But the effort will be difficult at best. A snapshot of the bank- 
g industry's financial health reveals why such plans look quix- 
ic. In late August, the Bank of Korea, the central bank, had to 
inject a total of Won 4 trillion (US$5.12 billion) into the nation's 
mmercial banks for them to meet local reserve requirements — 
substantially less onerous than those required of banks from mem- 
ber nations of the Bank for International Settlements. 
: Moreover, commercial banks’ bad debt ratios ostensibly stand 
at 2%, down from 5% levels in the late 1980s but up slightly from 
1.8% in 1990. But brokers say these calculations are meaningless 
they do not include a rash of bad debts accumulated over the 
it few years. Most recently, government requirements that banks 
extend more loans to small and medium-sized industries has left 
»anks exposed to the rising number of bankruptcies in this sector, 
hich exceeded 4,000 in the first half of the year. 

Pinched for profits at home, there is the added insult of the 
uth Korean Government's likely aid programme for South Ko- 
rean companies' push abroad. A concerted government-financed 



































outh Korean commercial banks would very much like to 


Thin on the groun 


ffort to get the nation’s sunset industries to relocate offshore will- 


lead South Korea's small and medium-sized companies to seek 
advice and financial assistance from state-owned banks. 

The nation’s larger business conglomerates, meanwhile, will 
tap cheaper funding from foreign banks or Finance Ministry-man- 
dated loans from the city banks in Seoul. These likely develop- 
ments will leave most commercial banks with little direct overseas 
business to conduct, except for the more independent and com- 
petitive wholesale banks such as Korea Long Term Credit Bank, 
which are lean enough to battle foreign banks on lending terms. 

Indeed, South Korean banks see their greatest overseas oppor- 
tunities in foreign exchange trading at home, due to the govern- 
ment's recent decision on 1 September to liberalise South Korean 
companies' abilities to transact foreign exchange business without 
significant Finance Ministry meddling. 

But ironically, this is one market where foreign banks have 
made the greatest inroads in South Korea. KEB holds about a 33% 
share of the foreign exchange market, and other local banks about 
15%. This leaves about half of the business in the hands of the 
foreign banking community. 

As the Finance Ministry moves ahead with its plans to further 
liberalise the domestic financial system, local banks will face the 
increasing pressure from foreign banks and lean local competitors 
such as Hana Bank and Boram Bank — two successful short-term 
finance companies that recently became commercial banks. Under 
a putative agenda set by the ministry earlier this year, local banks 
and foreign banks operating in the country will gradually be freed 
from administrative guidance and allowed to set their own de- 
posit and lending rates by the end of 1997. 

The ministry now is forcing the banks to become more com- 
petitive so that they can face the onslaught of liberalisation. To . 

| in i prepare the nation's cosseted banks, 
the Office of Bank Supervision as 
from last year began to rate local 
banks by their ability to cut bloated 
staffing and operating costs, im- 
prove management skills and in- 
crease efficiency by rapid compu- 
terisation. 

In fact, though, banks have been 
rapidly expanding their branch net- 
works while reducing their over- 
head costs only slowly, say banking 
analysts. The nation's 13 city banks 
have added more than 600 new 
branches to their networks since the 
beginning of 1991. General admini- 
stative costs stand at 18% of rev- 
enues for the five main city banks, 
compared to 4% for more competi- 
tive local banks such as KLTCB. 

Further, the banks still remain under the effective control of 
the Finance Ministry, which saps the banks' ability and desire to 
rationalise their operations. The bulk of local banks' loan books 
and most deposit rates are still largely dictated by government 
fiat, complain local bankers. 

Support for the stockmarket also falls upon the backs of local 
banks in a crisis. So far this year, commercial banks have been 
obliged to bailout the nation's three insolvent investment trust 
companies — to the tune of Won 3.9 trillion — and to contribute 
the bulk of the government's Won 4 trillion stockmarket bailout 
move of 24 August. 

When the next stage of interest rate liberalisation is instituted, 
probably sometime after the mid-December presidential elections, 
bank's deposit rates are likely to rise considerably while their 
lending rates are expected to fall. 

Demand for capital will likely taper off in 1993, say Baring Se- 
curities, just as competition for deposits will squeeze lending mar- 
gins. The commercial banks may be forced in turn to deal with 
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their top-heavy management structure and operations costs. a 
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MALAYSIA 


Catching the 


missed boat 


By Doug Tsuruoka in Kuala Lumpur 
O ne reason why Malaysia's banks are striving hard to re- 





gionalise their operations is that they never made the tran- 

sition to globalism. While better-capitalised rivals in Singa- 
pore and Japan made multiple forays into worldwide banking 
over the last decade, most Malaysian institutions were shackled 
close to home — coping with the demands of an unprecedented 
five-year economic boom. 

In view of this, it is ironic but fair to assume that Malaysia is 
now in a sounder position to meet the new regional requirements 
of banking in the 1990s — since it will be spared the disruptive 
‘reassessment of banking priorities which faces Asian competitors. 
All this has arisen because the country missed the global banking 
boat during the 1980s. 

According to analysts, the country is still addressing the prob- 
lem of having too many commercial banks and finance compa- 
nies. As of 31 December 1990, there were 23 domestic commercial 
banks, 16 foreign incorporated, 12 merchant banks and 44 local 
finance companies doing business in a nation with slightly under 
20 million people. 

In aggregate terms, the unaudited pre-tax profits of all com- 
mercial banks surged by 24.5% at the end of the 1991 financial 
year to M$1.8 billion (US$722 million). Their total revenue grew 
by 20.6% to M$11.3 billion. 

Profit margins of this sort are enough to turn competitors in 
the battered US banking market green with envy. But dense com- 
petition in Malaysia has kept many of these institutions from fully 
utilising their resources and moving into regional markets. 

The country also suffers from a chronic labour shortage in the 
financial sector in which skilled professionals — essential in de- 
veloping competent domestic and regional banking concepts — 
are in short supply. The labour drain and the crowded nature of 
local banking has also crimped its ability to embark on universal 
barfking-style operations, though both brokerages and finance 
companies have entered the game by purchasing "back-door" 
stakes in local banks over the last few years. 

The government has been reducing such proliferation by en- 
couraging mergers between robust and less healthy institutions. 
This was seen in the merger between Bank of Commerce Berhad 
and United Asian Bank which was announced in late 1990. But 
the number of mergers is still below the government target. 

There are factors, on the other hand, which are helping to 
make Malaysian banking more competitive and which may pre- 
pare the way for greater regionalisation. Currently high interest 
rates averaging 8% at the interbank level, are narrowing profit 
margins and forcing local banks to rationalise their operations. 

Foreign banks, which have never posed much problem for 
domestic institutions because of a screen of government protec- 
tions, will be even more constrained come September 1994 when 
all of them will be required by law to locally incorporate their 
branches. This will force foreigners to commit substantial sums 
for shareholders funds in their local operations and prevent them 
from using the money elsewhere. 

But despite domestic sandbagging, critics say more needs to be 
done on merger and other fronts before there can be any serious 
talk of regionalisation. Stronger and bigger Malaysian banks will 
be needed if Malaysia is to play the regional banking game. 

Although total non-performing loans in the commercial bank- 
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ing sector fell by M$1.1 billion, or 6.8% to M$15.3 billion in the 
1991 financial year, representing 15.7% of total loans, the percent- 
ages of dead loans for some banks is more than 20%. The level of 
risk in lending activities averages about 15% even in good times. 

The pell mell growth of the economy since 1988 and a spillover 
of demand for credit and banking services has kept formerly trou- 
bled banks afloat due to an outpouring of new business. But with 
the economy slowing to between 7.5% and 8.7% real growth this 
year, more consolidation will be necessary if a repeat of the near 
bank failures which greeted the last recession is to be avoided. 

One encouraging sign, however, is that a majority of commer- 
cial banks had a risk-weighted capital adequacy ratio of 10.8% at 
end 1990 — considerably higher than the 8% mandated by the 
Bank of International Settlements in 1992. Most merchant banks 
and finance companies had a ratio of 8%. 

Putting local banks on a sounder footing is also critical because 
of an expected deflection of western capital to Eastern Europe and 
China in the next few years. A continuing slowdown in direct 
foreign investment from countries such as Taiwan by mid-decade, 
will make the search for alternative sources of capital in Malaysia 
and throughout the region even more pressing. ^I think we should 
begin to get worried," says Tan Sri R. V. Navaratnam, the chief 
economist for Bank Buruh, a local commercial bank. 

One of the chief hurdles for Malaysia's banks in raising capital 
nearer home is the country's low savings rate. Malaysia's total 
savings pool is small — and slipped to 27.8% of GNP in 1991 from 
30.0% in 1990. The gap be- 
tween private gross domes- 
tic capital formation and 
private savings hit M$10.5 
billion in 1991, and is ex- 
pected to fall to only M$7.7 
million in 1992. 

The government has re- 
sponded by boosting sav- 
ings incentives and allowing 
local interest rates to rise — 
both as an inflation fighter 
and to make it more attrac- 
tive to keep money on de- 
posit. But this has only 
served to satisfy part of the 
country's banking and capi- 
tal requirements. 

The need to bolster sav- 
ings rates and identify new 
sources of capital will in- 
crease in view of a raft of multi-billion-ringgit development 
projects which have been announced over the last year. One of 
these projects is the new M$20 billion Sepang International Air- 
port south of Kuala Lumpur, due to be completed five years from 
now under an accelerated timetable. 

While Malaysia has secured external financing — mainly from 
Britain and Japan — to build a series of huge hydro-electric and 
petroleum-related projects since 1985, other infrastructure projects 
will increasingly require domestic or regional sources of funding 
since the government is trying to trim its external debt and inter- 
national loans will be harder to come by in view of a coming 
global credit crunch. 

Central Bank Governor Tan Sri Jaffar Hussein remarked at a 
banking conference in Kuala Lumpur in July that banks in Asean 
countries should "hang together" or risk being "hanged sepa- 
rately." But the notion throughout the six countries which make 
up the grouping is receiving more attention on paper than in 
actual practice. 

At present, most analysts point out that cooperation is greater 
between the central banks of various Asean countries and Bank 
Negara than between different commercial banks in Malaysia, 
Singapore, Indonesia and Thailand. Li] 
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Bank's Hussein: ‘hang together.’ 
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Read the Japanese Mind! 


f you want to know what the Japanese are thinking, read what they re reading, 

Every week Zhe Nikkei Weekly reports in English all the majorstories appearing 
inthe Japanese businesspress. You getthesamenewsthe Japanese are getting, You 
gethighlyinformativecommentary, too. You getinsightyoucan get nowhereelse. 
The Nikkei Weekly is put out by Nikkei, the pre-eminent business publisher in 
Japan. Nikkei publishes many business papers and magazines, including the 
giant (daily circ. 3,000,000) Nihon Keizai Shimbun, the ‘bible’ of Japanese 
business. Through these authoritative publications, Nikkei gives Japanese busi- 
ness people the news and views that shape their minds. If you'd like to read those 
minds, read 7he Nikkei Weekly, 


THE NIKKEI WEEKLY 


Japans leading business newspaper 


FROM NIKKEI PUBLISHER OF THE NIHON KEIZAI SH MBUN 


Subscription rales (Japan, Asia & Oceania): Six months — US$60, V10,200 One year — US$108, ¥17,300 
Vibon Keizai Shimbun, Inc. 1-9-5 Obtemachi, Chiyoda-ku. Tokyo 100-66 Japan Tel: 81-3-5255-2164 


Nibon Keizai Shimbun (S) Pte. id. 331 North Bridge Road #13-02/03, Odeon Towers Wngapore 0718 Tel: 65-336-4122 
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By Rigoberto Tiglao in Manila 
ew in Asia’s small world of bankers will dispute the 
F following statement: among the Philippines’ many ironies 
is the fact that the region's laggard economy has the most 
sophisticated and internationalised corps of bankers and finan- 
ciers. 

So much so, according to Citytrust Banking Corp. president 
Jose Facundo, that during the rapid expansion of Indonesia's fi- 
nancial system in recent years, many of Manila's banks have been 
raided for their executives by its southern neighbour. It is also 
well known in the industry from New York to Hongkong that 
there has been an abnormal number of Filipinos in the upper- 
middle, and in a few cases top-level, rungs of international finan- 
cial institutions. 

The strength of Manila's corps of bank- 
ers is the result of various factors, the most 
important being the fact that in the 1950s 
the country was one of the most developed 
in Asia, and its banking infrastructure was 
laid down at that time. 

The country was also the first in South- 
east Asia to undertake a financial liberali- 
sation programme in 1974 which injected 
competitiveness into the system. 

Four branches of foreign banks have 
been operating in the Philippines since 
even before World War II, functioning as a 
training ground in banking craft. US banks 
in the region have produced many of the 
country's top executives, and these include, 
for example, Philippine Commercial and 
International Bank president Rafael 
Buenaventura, previously Citibank's divi- 
sion executive for southern Europe, and 
United Coconut Planters Bank's Ramon Sy, 
former head of Bank of America's South- 
east Asian division. 

Through the 1960s and 1970s, however, 
the professional strength of Manila's bank- 
ers was put in the shade, as the oligarchic 
families who mostly controlled the banks 
treated them as simply financial centres for their companies. 

That had changed through the 1980s, in the wake of the finan- 
cial crisis triggered by the massive default of textile magnate 
Dewey Dee in 1981, and then as a result of the 1983-84 foreign- 
debt crisis. Manila's banks learnt a lesson: banks which had been 
merely families’ piggy-banks or which relied on only a very lim- 
ited clientele could topple. 

Since then, even the family-controlled banks have seen it as 
necessary to recruit professional bankers as chief executive. They 
have gradually transformed their banks from being only a con- 
venient source of easy credit for their companies, into full-fledged 
profit-centres which would have to compete, just like any other 
company. 

Competition had encouraged Manila's banking oligarchs to 
take in foreign partners as a way of accelerating technology-trans- 
fer. Despite a law that limits foreign equity to 40%, which has 
discouraged international banks which prefer to have full control, 
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Old treasury building: symbolism. 
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11 out of the country’s 25 private commercial banks have foreign 
investors. 

Among these are the biggest banks: Bank of the Philippine 
Islands, in which J. P. Morgan Overseas Capital Corp. has a 20% 
holdings; Far East Bank and Trust Co. with holdings by Chemical 
International Finance Ltd and Mitsui Bank; Solidbank Corp., with 
a holding by the Canadian Bank of Nova Scotia; International 
Corporate Bank with American Express interest; Rizal Commer- 
cial Banking Corp. with Sanwa Bank involved; and Citytrust Bank- 
ing Corp. with Citibank, N.A. 

Foreign banks’ participation — in some cases said to be in fact 
larger than their minority holdings suggest — has provided con- 
tinuous pressure on management to professionalise their organi- 
sations, and served as a foil to some stockholders’ attempts to 
avail themselves of easy bank credit. 

The expansion of high-yielding government securities since 
1983 and easy profits from foreign exchange holdings resulting 
from subsequent peso devaluations have somewhat shielded the 
banks from the country’s harsh economic environment in the past 
few years. 

But if the banks as a whole had not been as efficient as they 
were, they would not have been as profitable as they are now, 
even with the country’s continuing economic troubles. There has 
also been no bank failure since 1985. 

For the first half of the year during 
which the GNP growth was practically flat 
at a 0.5% rate, the country’s 29 com- 
mercial banks (including the four foreign 
branches and the state-controlled Philip- 
pine National Bank) recorded total profits 
of P7.9 billion (US$347 million), a 5.4% 
improvement over the same period last 
year. 

According to a study made by the cen- 
tral bank on their performance from 1986- 
90, a large part of the increase in bank prof- 
its was due to the widening of their spreads 
on financial intermediation as well as on 
bigger non-interest income mostly coming 
from foreign exchange gains caused by the 
peso’s depreciation. 

The banks also quickly managed to 
learn how to skirt the tax imposts and the 
high reserve requirements by shifting to 
trust operations. 

From a negligible amount in 1980, 
banks’ trust placements expanded to P78 
billion in 1990, and reached P134 billion at 
the end of March this year. 

Even so, a World Bank, February 1992 
study emphasised: “The Philippine finan- 
cial market has lagged substantially behind 
the markets of its Asean neighbours, and it is likely to falter unless 
concrete measures are taken by the policy makers to arrest this 
trend.” 

It has not been the banks’ fault. The World Bank study ex- 
plained: “The primary reason for the poor performance of the 
system rests with the losses incurred by the central bank — losses 
which have not been financed by the financial system. This situa- 
tion has led to major distortions j& the ftfiancial system and to 
increased disintermediation." EA 01 o. 

It is an ironic situation: no matter how siceted fnd'xompetitive 
Philippine banks have become, it is the unrehabiliated céptral bank 
which has in effect been suppressing their role as fingricial inter- 
mediators. | TT PNT 

The bright side of the situation isobvious,4f and A 
economy finally moves, and when government solves i 
sector deficit problems, it already has an efficient” bi 
chine to feed growth requirements. _ €T » 
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A BANK WITH A GLOBAL OUTLOOK. 















Those wishing to 
do global business have to 
f think and act globally. We can 
f assist them with our financial 
f know-how. Bayerische Landesbank, 
one of Germany's leading banks, is 
at home in all international financial 
markets. We can put our expertise and expe- 
rience to work for you in all areas of banking 
and finance. 

Contact us and find out what we can do to 
help you. Bayerische Landesbank could well become 
one of your biggest assets. 


Head-Office: Bayerische Landesbank, Brienner Str. 20, 
D-8000 München 2, Telefon 89/2171-01, Telefax 89/2171-35 79. 
Singapore Branch, Robinson Towers, 30 Robinson Road 05 
to 07, Singapore 0104. Phone: 2 22 69 25. Fax: 2250973. 
Tokyo Representative Office, Yusen Building, 8th Floor 3-2, — 
Marunouchi 2-chome, Chiyoda-ku, Tokyo 100, Phone: 32 87 0135. | 
Hong Kong Regional Representative Office, 12E./ Bank of China Buil- 
ding 2A, Des Voeux Road, Central, Hong Kong, Phone: 877 8123. Fax: 8773817. 
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y Paul Handley in Bangkok 


A ^« his," says a happy Supachai Panichpakdi, president of 
d I Thai Military Bank, “has been an exceptional year for 
Thai banking." 
. That is an understatement. Profits soared in the first half, im- 
roving on the already buoyant 1991 returns, throughout all but 
ne of the 15 commercial banks. In the year to 30 June, aggregate 
rofits for the 15 were up 60%, and earnings per share increased 
on average 80%. 
-. Even stripping out Union Bank of Bangkok, whose 461% jump 
profits was due to a slight break in the four-year old standoff 
between the two families which share ownership, the other 14 
banks registered an average 47% expansion on a per-share basis. 
The only bank to fall down on the job was long struggling Bang- 
kok Metropolitan Bank, whose 50% profit 
| growth was damped by a 10% fall in earn- 
. ings per share in the period. 
'5^. All that came as banks made what ana- 
:: lysts said were generally very prudent in- 
* creases in reserves for bad debts. And, as 
- well, continued to pay decent dividends. 
-.— The results also proved to investors that, 
after four years of capital calls that repeat- 
- edly watered down per-share earnings 
. growth, patience does have its rewards. 
^. Bank share prices began climbing in De- 
. cember last year after years of little change, 
.. "and by April had climbed nearly 50%. 
5. The profits came flooding in as lending 
_. growth slowed from its pre-1991 pace of 
. over 30% to 21% last year and 20% ex- 
«pected for 1992. The slower 1991-92 pace 
- gave the banks more flexibility in manag- 
_ ing their funding needs, but was still strong 
- enough to allow them to take full advan- 
. tage of falling interest rates around the 
|... world. From the second half of 1992 on, Thai banking is going to 
-— be a new game. And it is one to be played, coincidentally, by a 
whole new generation of very professional bankers who have 
sen to the top of their respective institutions. 
- They will be faced with changes in the market in the coming 
"years that their predecessors can offer little guidance on. What 
makes mid-1992 a turning point are the massive structural changes 
‘in commercial and capital market regulation set in place by the 
technocratic government of Anand Panyarachun. They include a 
shakeup of the commercial code, the establishment of a Securities 
-Exchange Commission (SEC) to promote and supervise capital 
market development, the revision of tax rules surrounding capital 
markets, and, last but not least, the implementation of capital 
adequacy rule of the Bank of International Settlements (BIS). 
. Guided by the Bank of Thailand (BOT), the central bank, the 
«changes aim to keep the banking sector more competitive and 
eepen the capital markets as an antidote to the low level of local 
ong-term savings. In the future, BOT probably foresees some con- 
jlidation among the banks and the several dozen finance compa- 
ies scattered around, while at the same time breaking down the 
arriers which separate the two businesses. BOT also sees Thai 
banks Ai more aggressive internationally, while simulta- 
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neously allowing more foreign institutions into the local market. 

This restructuring and liberalising of the financial system of- 
fers the banks many opportunities. It also sets up one stiff chal- 
lenge: with the creation of the sec, the imminent build-up of a 
market in debt instruments. 

Up until early 1992 numerous government regulations, espe- 
cially regarding taxes, heavily discouraged the issue and trading 
of corporate debt instruments. That left corporates only the choices 
of bank loans and the equity market for funding. 

With the sweeping changes BOT engineered, beginning late last 
year and nearly completed in June, the way has been paved for a 
boom in "securitisation" — Thai businesses issuing bonds and 
debentures, as well as hybrid debt-equity paper. Such new instru- 
ments have the potential for stealing away 15-20% of banks’ as- 
sets, says Siam Commercial Bank's Tarrin. 

The defence, of course, is to get as much of a piece of that 
action as possible. Siam Commercial Bank already has inaugu- 
rated a new department dedicated to advising, underwriting and 
placing corporate debt issues. Most other banks will follow suit. 

Likewise, many of the local banks are partners in the nine 
recently licensed mutual fund management firms which will natu- 
rally be a part of the market for the new instruments, Just as the 
issue market is deepening, so is the investment market. 

That is not enough, Tarrin says. Banks also have to go back 
and look at their traditional consumer businesses, to boost effi- 

ii ciency and competitiveness. And, adds 
Supachai, they will have to look more seri- 
ously at small commercial and industrial 
borrowers for business. 

A second challenge set in place this year 
is those new BIS capital adequacy stand- 
ards. After a sometimes tense tussle with 
the commercial banks, BOT settled around 
mid-year on a compromise in implement- 
ing the BIS standards. Thai banks will have 
to meet a 7% capital-to-risk-assets ratio 
from 1 January, 1993. They have then two 
years to bring that to the international 
standard of 8%. 

The new standards will bring both ben- 
efits and difficulties to the banks. Bangkok 
Bank senior executive vice-president Piti 
Sithi-amnuay says they expect substantial 
gains to their capital base from revaluation 
of real estate assets. These can be included 
in second-tier capital to some extent, and 
recent changes have reduced some of the 
tax liability to the banks of the revaluation. 

On the other hand, points out Piti, banks will be forced to 
include many types of formerly off-balance sheet financing and 
credit guarantees in risk assets. This could slow down the growth 
of some banks. 

There are two new targets for Thai bankers. First is the leap 
into other regional markets: Thai banks have rushed to open new 
subsidiaries, joint ventures, branches and representative offices in 
China, Burma, and the Indochinese countries. The quarry is an 
explosion of new economic growth, or an expected explosion, that 
will involve Thai investment and trade. 

Thai Military Bank, Siam Commercial Bank and Bangkok Bank 
have been the most aggressive, but even some of the smallest Thai 
banks have attempted to get into. this business, particularly in 
Laos and Cambodia. 

The other target will appear in the middle of Sépterber when 
the BOT announces its scheme to build Bangkok into an interna- 
tional finance centre with the new Bangkok International Banking 
Facility. The facility will license foreign banks and some local 
banks to do offshore lending with competitive tax breaks from 
Bangkok. The main target is business in surrounding countries, as 
well as offshore lending into Thailand. x. 7 T " 
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Does your corporate bank 
see the future or 
focus on the past ? 


LTCB enables you to see 
a world of financial possibilities. 


We scan the horizon for new ideas. Our global vision and innova- 


tive ideas can complement your own strategic planning—and bring 
things into sharper focus. 


Money isn't everything...especially in finance. Sometimes you 
need a bank with the right perspective. 
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on world stage 


By.N. Balakrishnan 
KW 7 hile the giants of the banking world from the US to 
Japan are clipping their global wings to come home to 
| tend their backyards and meet the capital adequacy 
standards imposed by their central banks, Singapore's banks are 
sitting on a solid home foundation and cautiously expanding 
abroad to overcome the limitations of a small domestic market. 
What the Singapore banks lack as they prepare to regionalise 
_ their operations is not capital, but management expertise on the 
home front and an ambivalence on the part of neighbouring coun- 
tries about Singapore’s expansion into their territory. 
|; While the big banks around the world are still struggling to 
.. meet or just exceed the 8% capital adequacy ratio mandated by 
the "central bank of the central bankers," the Bank for Interna- 
-. tional Settlements (BIS), by next year, Singapore's banks have more 
-othan met the 12% adequacy ratio imposed by their own, the Mon- 
. etary Authority of Singapore (Mas). The banks in the republic 
have capital adequacy ratios ranging from 13-16%. 
«." Analysts also say that it is the strategic plan of the Singapore 
regulators to push the local banks out on to the global stage as 
.. they force them to look beyond the small Singapore market for 
|. their future growth. . 
|... This is the reason that some of Singapore’s banks such as the 
|... OCBC and the Overseas Union Bank (OUB) have been raising capi- 
. tal in the local stockmarket through rights issues amounting to a 
_ total of S$720 million (US$453 million), even as they have been 
|. reporting near record profits. As loan a : 
-growth locally is slowing down, the new 
|... funds are more likely to be used with a 
_ view towards enlarging their capital base 
^. ahead of their overseas expansion. 
_ Despite increased profits for Singapore 
|. banks in 1991, even their small home base 
. may not be secure in the future. Singapore's 
- government continues to be under pressure 
from foreign banks, particularly the US af- 
filiated banks, to open up Singapore's lu- 
erative retail banking sector. Thus over the 
ong term, the option of staying at a pro- 
ected home is not really open to Singapore 
'anks. 
. While the regional expansion remains a 
vision for the future, the reality is that it is 
only in Malaysia that Singapore's banks 
have established any significant presence. 
The largest Singapore bank in terms of as- 
sets, the government controlled DBS, does not even have a single 
branch in Malaysia. Among the "Big Four" banks it is the OCBC 
and the United Overseas Bank (UOB) which have the largest for- 
eign exposure and derive about one-fifth of their profits from 
abroad, mostly Malaysia. 
- The Malaysian presence of OCBC and UOB is not the result of a 
concerted regional expansion strategy but the legacy of history 
from those days when Malaysia and Singapore used to be one 
country. The Malaysian Government has given the Singapore 
banks in Malaysia until the end of next year to restructure their 
Ownership to accommodate Malaysian, particularly bumiputra, 
interests and this may have adverse consequences for income de- 




































FAR EASTERN ECONOMIC REVIEW 





rived from Malaysia, at least in the short term. - 

The domestic banking market slowed last year with bank loans 
growing by 11% last year compared with 14% in 1990. The local 
commercial banks and investment banks were profitable and their 
total profits went up by 18% in 1991. Profits came from increasing, 
margins rather than increases in volume. 

As the margin between deposit rates and lending rates 
widened in 1991, income from interest charged by banks in the 
domestic sector increased by 30% to $4.8 billion last year, which 
was a substantial increase from the $$3.7 billion that the banks 
received as interest income a year ago. 

As the US and Japanese banks continued to cut down on their 
lending activities in order to conserve capital to meet the BIS re- 
quirements, inter-bank loans fell by 14% in 1991 after a fall of 4% 
the year before. 

The commerce sector took the biggest chunk of loans in 5inga- 
pore last year and accounted for nearly 25% of the loans. Loans 
extended to this sector grew by 15% last year compared with 11% 
growth the year before. 

Loans to the manufacturing sector accounted for 12.7% of the 
total loans and grew by 9% last year, much higher than the 1% 
growth seen in 1990. E 

The sharpest growth rate in loans to a major sector occurred in 
the loans to the construction industry, where loans grew by 21% 
in 1991, compared with a 11% growth rate seen in the year before. 
The government has been pump priming by embarking on large 
scale infrastructure projects to counteract slowing exports and this 
has been reflected in the construction sector loans. The property 
market in Singapore has been able to confound the doubters by 
remaining strong and this was reflected in the 2196 rise in housing 
loans that occurred last year. 

As consumer spending remained weak, loans extended to pri- 
vate individuals grew by just 7% in 1991 compared with a 11% 
growth in the year before. 

Loan syndication activity was adversely affected early in 1991 
by the Gulf War but soon recovered. The year saw 84 applications 
amounting to $$4.7 billion in loans being approved under the tax 

E exemption scheme that operates in Singa- 
pore for syndicated offshore credit and un- 
derwriting facilities compared with the 
S$4.9 billion approved under similar 
schemes the year before. 

So strong was the growth in the issue of 
credit cards that the MAS decided to im- 
pose fresh curbs on their issue. As of the 
end of 1991 there were 1.01 million charge 
and credit cards circulating in Singapore 
which has a population of about three mil- 
lion. The number of such cards grew by 
25% last year compared with a 28% in- 
crease the year before. 

The MAS raised the minimum require- 
ment for a cardholder to $$30,000 a year in 
November last year from the previous 
limit of $$24,000. The authority also re- 
duced the maximum credit that can be ex- 
tended to the cardholders from three 
months salary to two months salary. 

The government is expected to implement as law the Drug 
Trafficking (Confiscation of Benefits) Act introduced in Singa- 
pore's parliament in February 1992, making it a criminal offence 
to launder money associated with drug trafficking. Singapore al- 
ready participates in the Financial Action Task Force that has been 
set up by the G7 countries and the EC Commission, to act against 
drug money laundering. 

As of March this year, Singapore had 131 commercial banks, six 
fewer than in March 1991. The reduction in numbers was largely 
due to the merger of several of the large foreign banks and their 
subsequent decision to merge their operations in Singapore. m 
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We look after 


over 10 million 


People want performance from 





their savings but they also want 
safety, which is why 10 million savers 
put their trust in us. 

We’ve been in the personal savings 
business for over 100 years, and now 
| in 4 members of the adult popula- 


tion of the UK are our customers. 


people’s savings. 


We're a household name, they like 
us, and are very comfortable doing 
business with us. 

We're one of the two largest 
mortgage providers in the UK. We 
achieved this by being innovative, 
but cautious. 


We rigorously assess the quality 


of our lending. As a result, we have 
built up a solid asset base of over 
£40 billion. Which means, combin- 
ed with our activities in the capital 
markets, we have total assets of over 
£60 billion. 

Our strong asset base, our steady 
profit growth, and the fact that we 
stick to the customers and busines- 
ses we know, are the basis for a very 
strong business. 

Three years ago we became a pub- 
lic limited company. It's given us the 
flexibility to offer our customers a 
broader range of financial services, 
and increase the opportunities for 
funding our business. 

> 

So if you are looking for a sound 
and secure company, with Abbey 


National you could be sitting pretty. 


ABBEY 
NATIONAL 


A SPECIAL KIND OF SECURITY 








Abbey National and Abbey National Treasury Services are rated Aal by Moody’s and AA by Standard and Poor's 


Abbey National ple, Abbey House, Baker Street, London NW1 6XL. Tel: 071 612 4000. Fax: 0 
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Lights, music 
— inaction! 


By.S. Kamaluddin in Dhaka 


N obody knows what his specific duties are 





at work, but the leader of the Janata Bank 
Employees Union is known to be cur- 
rently producing two full length commercial 
films in his own name — and on the bank's time. 

This is just one example of the ills besetting 
the Bangladesh banking industry which is, to put 
it mildly, in total disarray. Despite the enactment 
of the Banking Companies Act (BCA) 1991, in Feb- 
ruary last year, the Bangladesh Bank, the central 
bank, which was given a mandate to clean up 
the system, has failed to do so. 

The bank has remained a relatively weak and 
ineffective institution since it was set up in early 
1972, following the emergence of Bangladesh as 
an independent country. 

Few officials from the former East Pakistan, 
which broke away to form the new country, held 
senior positions in the State Bank of Pakistan and 
those who did, were quickly elevated in the 
Bangladesh state system. The same thing hap- 

ed in the commercial bank world. Unfortunately, many of 
those officials who remained were promoted on the basis of their 
political connections, not their competence. 

On top of that, trade union activists, backed by political leader- 
ship, began to assert their influence and interference. Militant trade 
unionism not only forced the management to give the employees 
higher wages and perks, it also began to determine the recruit- 
ment rules for the management and to approve or reject applica- 
tions for loans. A couple of top bank officials were physically 
beaten up some years ago for their refusal to accept this, and 
afterwards resistance crumbled. 

Both the central bank and other commercial banks rarely re- 
cruited their officers directly on a competitive basis because the 
trade unions insisted that promotion should be given on the basis 
of seniority. According to a competent Finance Ministry source, 
only 12% of the Bangladesh Bank's senior officers were recruited 
directly, and no government at any stage tried to rectify this sui- 
cidal policy. 

Given the genesis, the bank management was never able prop- 
erly to monitor or take a strong position on the failure of well- 
connected individuals, nor pressure loss-making state-run firms 
to repay their debts. By the time the BCA was enacted, the level of 
non-performing loans at the nationalised commercial banks (NCBs) 
had reached over 30% of all loans. 

Currently the NCBs are stuck with loans in the jute sector alone 
amounting to more than Taka 40 billion (about US$1 billion), Taka 
10 billion in the textile sector and another Taka 10 billion in the 
Agricultural Development Corp., which is in the process of liqui- 
dation. The NCBs' deposits total about Taka 170 billion. Total de- 

its of the private sector banks — 10 local and six foreign — are 
about Taka 30 billion. 

Industry insiders have alleged that many of the trade union 
leaders in the banking sector have amassed huge fortunes, own- 
ing properties, businesses and industries worth tens of millions of 
Taka. No official investigation has ever been carried out of such 
allegations. 
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Zia: strength needed. 


But it is known that most of the union leaders involved have 
no specific duties to perform at the banks where they are em- 
ployed. They spend time with senior bank officials and loan seek- 
ing clients and develop their own interests — hence the gentle- 
man who produces films. 

The elections of the unions' collective bargaining agents annu- 
ally are colourfully and expensive affairs. They put up colourfully 
decorated platforms on main roads — successfully blocking traffic 
— to hold the election rallies in Dhaka's main commercial district. 
Hundreds of thousands of taka are spent by the trade unions but 
nobody ever asks where the money comes from. 

These trade unionists have direct access to the 
country's political leaders. A senior banker from 
one of the NCBs says that once he had to wait for 
over an hour to meet a minister while two of his 
bank's union leaders were enjoying the minis- 
ter's hospitality. 

A highly placed government official told the 
REVIEW that though the new banking act gave 
some authority to the central bank to control and 
clean up the system, it was essentially aimed at 
the private sector banks' functioning. The state- 
owned enterprises are the main problem, but the 
government routinely comes to their rescue to 
ensure a continuous flow of bank loans. The cen- 
tral bank has quietly accepted the process with- 
out protest and the drift has continued. 

The BCA 1991 is now in the process of being 
further amended to provide the central bank 
with more authority to deal with the NCBs and 
also to more firmly handle the delinquent bor- 
rowers. 

The present finance minister, Saifur Rahman, 
appears serious in his resolve to tackle the problems of bank debts 
and anomalies in the banking sector. On his insistence, the central 
bank, using the authority vested in it by the new law, published a 
list of defaulting borrowers in newspapers last year. The minister 
thought that the publication of their names would force the de- 
faulters to pay up or at least try to come to terms with the banks. 
The minister proved to be wrong. The defaulters, many of them 
major players, in view of the publicity, chose to stay out of the 
game and overall investment slowed down. 

Rahman has also annoyed the bankers by publicly criticising 
them for their inefficiency and lack of the management skill re- 
quired to handle the situation. Addressing a group of senior bank- 
ers in early August, he said that critical appraisal of default credits 
would reveal the bank officials’ “dishonesty” in most cases. He 
said: “In at least 75%, bank officials who cleared those default 
credits could be put on trial." 

At another meeting of senior bank managers, Rahman was 
critical about slow working and delays in approving projects to be 
financed by the banks and other financial institutions. 

But as with the publication of the defaulters' list, the minister 
appears in trouble with the bankers for his blunt criticism. They 
are an organised group and the system has to depend on them. 
Any hasty decision would not produce results. It would take a 
long time effectively to introduce discipline and accountability in 
this sector. It would also need patience and subtle handling. 

A senior banker who recently retired from a private bank 
thinks that with about 5,600 bank branches, Bangladesh is an 
“over-banked” country. Questioning the government's policy of 
continuing to open bank branches in the rural areas, he said that 
the time has come when a number of branches should be closed 
to introduce efficiency and quality. 

Rahman, keen as he is to improve the banking system, needs 
to be tactful instead of being blunt. His biggest problem is to 
convince Prime Minister Begum Khaleda Zia that the trade union 
leaders should no longer be patronised by the ruling party lead- 
ers, and that could be a difficult task. s 
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. coverage of their financial needs. 

Thirteenth-largest in assets* worldwide, Tokai has a broad base of 
operations in 25 countries to keep you in tune with local markets, and 
assure you of precisely the information and advice you need — wherever 
your next project. 

So, for prompt coordination of overseas projects and a higher 
measure of individualized service and information, listen to the experts 
in integrated financial assistance—Tokai Bank. E 
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INDIA 


Clinging to the 


wreckage 


By Sucheta Dalal in Bombay 


ndian banking is going through its most traumatic phase since 

it was nationalised in 1969, caught as it is in the grip of a 

massive securities scandal, which led to the temporary clo- 
sure of the Bombay stockmarket. 

Over the last four months, the government has been struggling 
to define the dimensions of the scam, involving practically every 
law enforcement agency in the country from the Central Bureau 
of Investigation to the revenue authorities. 

The Reserve Bank of India (RBI), itself under a cloud because of 
its inadequate supervision, has appointed an inspection commit- 
tee under the chairmanship of R. Janakiraman, its deputy gover- 
nor, which has just released its third report. At last count, losses 
were Rs 35 billion (US$1.36 billion). 

So far the RBI committee's reports have shown rampant mal- 
practices in the bond market, which is basically an interbank mar- 
ket. Forged and false receipts showing bond and equity holdings 
were issued by finance companies to obtain clean credit from 
banks without collateral and the money fraudulently generated 
was invested in the booming Bombay stockmarket. 

The speculators' favourite stocks were then doubling in value 
within two weeks to a month, giving brokers enormous returns. 

There has also been large scale evasion of the statutory reserve 
requirements — Indian law requires more than 45% of bank de- 
posits to be locked up in low-yield government securities and 
bonds. Particularly guilty, according to allegations by the Reserve 
Bank, was Citibank, which accepted deposits through the “portfo- 
lio management services” (PMS) route but used them to generate 
profits for itself. 

The third interim report of the Janakiraman committee says 
that the PMs route was used to book dummy transactions, which 
either gave enormous profits to the foreign banks (in one instance 
Bank of America is alleged to have made Rs 120 million by buy- 
ing and selling the same equity within a day) or to brokers. 

There is reason to believe that the profits booked by brokers 
which ran into hundreds of millions of rupees was to offset other 
losses incurred on behalf of the bank. PMS has also allowed for- 
eign banks to dabble heavily in the stockmarket on behalf of their 
fiduciary clients. According to bankers huge sums of money 
(Rs 25 to Rs 50 billion per customs) were parked in PMS schemes, 
particularly by public-sector undertakings at a fixed unofficially 
pre-determined return. PMS rules laid down by the RBI do not 
allow a fixed return on PMS funds. Citibank has issued an official 
denial of allegations that it had been assuring returns to PMS cli- 
ents. 

In the case of US-owned banks, it is suggested that such deals, 
if proved, would be a violation of the US Glass Steagal Act. The 
Securities Exchange commission has written to its Indian counter- 
part for information on the operation of US banks. 

A committee to look into securities operations has suggested 
quick automation of the securities transactions and stringent in- 
spection and controls. A private management consultant, A. F. 
Ferguson & Co., has been appointed to look at the organisational 
structure and functioning of the central bank. Another committee 
has looked into the money-market operations of all banks and 
recommended automation of transactions in money-market in- 
struments to give real-time logging of sales and purchases. 

The scam which surfaced at the end of April has underlined 
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the need for drastic reforms in the banking system. Bankers in 
India believe that an already proposed reform programme would 
have a better chance of getting off the ground after the scandal, 
since the strident opposition to reform by bank employees’ unions 
have to an extent been muzzled by revelations of rampant corrup- 
tion, collusion and malpractice. 

The banking system has achieved a tremendous geographical 
reach and branch net-work since nationalisation, reaching out to 
small industry and agricultural borrowers. Loan portfolios, how- 
ever, have deteriorated due to political lending and high statutory 
reserve requirements. The price has been a gradual erosion in 
profitability, productivity and efficiency. 

A high level committee on financial sector reforms was set up 
last year, which recommended drastic changes in the banking 
system and the functioning and organisation of development fi- 
nance institutions (DFIs) in India. 

A World Bank loan of US$500 million which would have 
pushed through some reforms did not materialise, as talks on 
conditionalities fell through. Fortunately that did not stop the re- 
form process, though there was a perceptible slowdown. 

In April, all Indian banks with an international presence, were 
ordered to achieve the Bank of International Settlements norm of 
8% capital adequacy. At the same time, the government, accord- 
ing to sources, is planning to permit the nationalised banks to 
offer a part of their equity to the public. 

Other banks were asked to achieve the capital risk asset ratio 





Anguish for investors over scam. 


of 4% by March 1993 and 8% by March 1996. The central bank 
also revised the accounts formats and income recognition norms 
to make them more transparent, 

The Reserve Bank committee has to recommended the setting 
up of an Asset Reconstruction Fund, which would take over bad 
debts, but there has been little progress towards acceptance of this 
recommendation. 

An indirect reversal of bank nationalisation is expected by the 
industry, mainly by permitting private banks to be set up and 
removing the treat of nationalisations from existing ones. Over the 
last year this has led to a change in ownership of at least six 
private banks. Unfortunately the private and cooperative banks 
are riddled with bad debt and several are on the verge of closure. 
The RBI has ordered the liquidation of two private banks due to 
their massive involvement in the securities scam. 

In April, this year it appeared that the RBI would be more 
liberal in permitting foreign banks to open new branches and 
permit the entry of new banks. However, the enormous involve- 
ment of foreign banks in the securities scam is likely to force the 
central bank to re-assess their role and the source of their incred- 
ible profits this year. a 
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a new st: 


By Salamat Ali in Islamabad 


ue to recent and rapid fundamental changes, banking in 

Pakistan is in a state of transition. Professionals expect a 

stable pattern to emerge within at least a year, by which 
time the basic element of uncertainty — the controversy over al- 
lowing banks to pay or charge interest despite Islamic opposition 
— is expected to be resolved. 

In February this year, the federal Sharia court, Pakistan's su- 
preme religious court, declared that bank interest was unislamic 
and would cease to be lawful with the beginning of the new fiscal 
year on 1 July. Near the deadline, the government appealed to the 
Supreme Court of Pakistan, which has overriding jurisdiction, 
against the Sharia court's order and obtained a stay order pending 
adjudication. The supreme court has yet to hear the government 
case: that a commission assigned to examine the issue be allowed 
to complete its task, and also that bank interest is different from 
usury, forbidden in Islam. 

On other matters, all agree that most of the changes over the 
past few years, especially those under the present administration, 
have been positive. The Pakistani rupee now is one step short of 
free convertibility. At present resident Pakistanis can legally keep 
foreign currency accounts both at home and abroad. They can 
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freely transfer or receive foreign currency through banks and co 
vert their rupee deposits into US dollars, British pounds, Deu 
schemarks or Japanese yen at a price which during the past year 
has averaged between eight to 10% above the official rate. ES 
One vital element of the government's policy to deregula 
and privatise the national economy, has been the licensing of: 
banking companies in the private sector, four of which have bee 
declared scheduled banks. In addition to this, by the end of 
fiscal year on 30 June, seven investment banks and two housing 
finance companies had become operational in the private sector. 
To strengthen depositors confidence, the State Bank of Paki- 
stan (SBP), the central bank, now has full supervisory and regula- 
tory jurisdiction over all investment banks and housing finance. 
companies. p 
Besides ending the public-sector monopoly in banking, two of 
the public sector banks, Muslim Commercial Bank and Allied 
Bank of Pakistan have been privatised. While one more, the United 
Bank, is already on the auction block, privatisation of the coun- 
try's most prestigious commercial bank, the Habib Bank, is due to 
be completed before the end of the year. Bp 
The main obstacle to free banking operations had been the 
“directed loans" at varying rates of interest. The government was. 
pre-empting most of the bank deposits, leaving little for the banks. 
to lend elsewhere. This constraint is now drastically diluted. The 
management of domestic public debt is now done through auc- 
tion of government debt in the form of treasury bills and federal. 
investment bonds open to all banks including foreign banks. To 
strengthen a secondary market in these instruments, some desig- 
nated non-banking institutions, including members of stock ex- 
changes, have also been allowed to bid for government securities. 
These steps were coupled with the abolition of mandatory low- - 
credit ceilings for the banks. From July 1992, banks were freed to- 
extend credit up to 65% of their deposits, though the sBP's pru- 
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dential regulations govern debt to equity ratios, the banks contin- 
~ gent liabilities and limits on lending to a single party. 
<> The sps’s newly-set up credit information bureau keeps a 
record of borrowers, informs the banks of liabilities and overdue 
payments by borrowers. A credit rating bureau is to be functional 
by the current year's end to report to the banks the credit worthi- 
ness of any company asking for loans. 
~ Some professionals, such as Mutiur Rehman, managing direc- 
tor of the National Development Corp. are unhappy with the 
continuing public sector monopoly of the Development Finance 
Institutions (DFis) which handle most of the major business loans. 
He argues that the stiff competition in the domestic market and 
the SBP's prudential regulations, are severely constraining mobili- 
sation of deposits. He suggests immediate partial privatisation 


Supporting ol 


_through association of the private sector with the DFIs manage- 
ment. His own organisation is a DFI. 

<x- Rehman has a point, as the spp, which functions as a virtual 
-extension of the finance ministry, often announces credit control 
measures that make collection of scarce capital doubly difficult. 
‘One example is the latest stipulation that no commercial bank or 
. DFI, or anyone else financing any locally manufactured machinery 
. deal, can earn more than 8% profit per year. If a bank gets refi- 
-nancing from the ssp, its overall pre-tax profit cannot be more 
-than 6%. Besides, all banks apart from the cash reserves they must 
“maintain with the SBP, are required to maintain a special cash 
-deposit of 7% of their total outstanding credit. The spp gives them 
.1096 interest but, to cover any temporary liquidity shortages, 
charges 13% from the banks. 

< = The DFis and the public sector commercial banks have lost 
-their 40-year-old foreign credit lines, jeopardising foreign exchange 
. components of business financing which is being done increas- 
ingly from abroad through suppliers credit. But the suppliers 
redit also is not adequately available for all the business ventures 
oured locally. Both the World Bank and the Asian Develop- 
“ment Bank are financing sponsors in Pakistan directly and some 
sound local business houses have obtained funds directly from 
foreign institutions. Some leasing companies have foreign lines of 
credit and are partially taking over the erstwhile role of the DFIs 
nd other public sector banks. | 

. Pakistani businessmen see the Gulf region as their main source 
f finance and are also aware that only some of them have credit 
vorthiness with the Gulf banks. The president of the Karachi 
chamber of Commerce, Abdulaziz Haji Yaqoob, who at the head 
of a businessmen's delegation visited Dubai and Jeddah in July, 
-says that their plea for financing joint ventures met an overwhelm- 
-ing response and Pakistan could attract around US$10 billion over 
1e next two years. 

The need was to demonstrate higher returns during the 1990s, 
dentifying projects that could begin earning in two years. a 

































real world 


By Suhaini Aznam in Jakarta 


qaution has returned to Indonesian banking, with reduced 
liquidity in the financial market ever since the government 
imposed its watershed tight money policy in 1991. Govern- 
ment and bank responses have stabilised the overheated economy, 





| making it more reflective of actual available capital. 


Although bankers and businessmen keep referring to 1989 
as a banking benchmark, firing the robust economic growth that 
year, they are quick to add that the prudential management of 
1991-92 is more sustainable and far more reassuring in the long 
term. 

In February, the Indonesian legislature passed an integrated 
banking law to bring state and private banks under the same 
canopy of rules and requirements. The idea was to free the tradi- 
tionally dominant state banks from the bureaucratic and statutory 
shackles which had curbed their growth and ground down effi- 
ciency, compared to the plethora of smaller and more active pri- 
vate banks. This liberalisation of the state banks is part of the 
government's deregulation efforts in several sectors, aimed at 
making state banks more competitive. 

Since 1989, the number of local private banks has multiplied 
threefold to reach the present total of more than 100. And while 
the solid state banks continue to dominate the industry, present 
trends show that the lucrative private banks are fast catching up 
and could, within years, outstrip the seven national giants. State 
bank's share of deposits and loans had been steadily declining 
from 60% of total deposits at the end of 1988, to only 44% in 1991. 
In terms of credit, state banks accounted for 67% of total loans in 
1988, which had dropped to 53% by 1991. 

Although still high for the region, low interest rates remain 


| attractive domestically, which accounts for the bulk of loan 
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| portfolios. The general 


deposit rate has 
dropped three times 
this year, by 1% each 
time in March, June 
and August, followed 
by a narrower drop on 
loans, after a lag of 
only a few months. The 
three month deposit 
rate of 20% at the start 
of the year, for in- 
stance, is today 17% — 
still higher than in 
neighbouring coun- 
tries, which coupled 
with the depreciation of the rupiah, still attracts capital inflow to 
Indonesia from its neighbours, noted Bank Indonesia official 
Dahlan Sutalaksana. 

And most recently, the conversion of non-banking financial 
institutions to disallow them from owning stock has introduced a 
clutch of small new banks into the industry. Private bankers, how- 
ever, feel that these new entries, whose births stemmed from a 
need to conform to legal requirements, will pose no competition 
to the established giants in the early years. All 13 non-banking 
financial institutions have opted to separate their activities into 
two houses. 


Taking the lead 


‘State banks 
@ Private banks 
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"These three trends in particular have marked Indonesian bank- 
g in the past year, 





activity and made it more realistic. 











vice-president Hendrik Suhardiman. 





willing to go into long-term financing 

- ager for Indonesia for the Hongkong and Shanghai Bank. "Any 

fool can.lend money. It's getting it back that is the challenge." 

To generate 5% growth annually under the current Repelita V, 
fth Five-Year Plan, Indonesia needs Rps 259 trillion (US$127.6 

ion) in investments. 

The sharp rise in demand for foreign investments and offshore 

-. funding into the country in 1989-90, stemming from the rapid 

. expansion of the local banking industry then, continues today. But 

ye 
























‘commensurate spawning of joint-venture banks since it was 
. first allowed in 1988 — the easy solution then to attract foreign 
- capital — has today plateaued off, easing the government's initial 
"concerns over jeopardising balance of payments in the first two to 
three years. Of today’s 19 joint-venture banks, 11 involve Japanese 
partners. 
7... In comparison, entirely foreign banks continue to hold only a 
small share of the market, estimated at 3%, spread among the 11 
foreign banks which operate in Indonesia. Foreign banks, how- 
. ever are less susceptible to any tightening of the domestic market 
... since 50% of their assets are for export related financing, noted a 
=< foreign banker. 
—.- Asa major Asian foreign aid recipient, Indonesia has also had 
to conform with international banking standards to maintain its 
-financial credibility. Early this year, the government imposed a 
< 5% capital adequacy ratio requirement on state banks, as a first 
-..Step to achieving the standards set by the Bank for International 
.. Settlements within a few years. The government's timetable sets a 
. target of 7% capital adequacy ratio by March 1993 and the inter- 
.. national mark of 8% by December 1993, bringing state banks into 
line with the private sector. 
With the World Bank heading the new consortium of aid 
'.. donors to Indonesia, replacing the Dutch-led aid body which In- 
donesia cast off in March because it tried to link aid to human 
_ rights — particularly in Irian Jaya — Indonesia's state banks have 
also come under closer World Bank supervision. As a start, the 
_ World Bank has encouraged state banks to increase their portfo- 
Tios of small loans instead of concentrating heavily on the big 
“investors, to cushion themselves against bad debts. Under the 
new Banking Law, 20% of all money lent out must be for small 
“loans. 
.. Former coordinating minister for economic, financial and in- 
` dustrial affairs, Ali Wardhana, at an economic conference on 7 
September, urged the government 
to tighten supervision on foreign 
- commercial loans which today stand 
- at US$23 billion, or roughly 30% of 
'the country's total loans. The attend- 
ant pressures on balance of pay- 
ments and increased debt repay- 
ment burdens posed long-term risks 
to Indonesia's current account defi- 
cit, he warned. 
.. Most of Indonesia's investments 
remain domestic. "Regionalism is 
talked about but has not taken off,” 
said Bank Indonesia's Sutalaksana. 
"[ndonesia's role is largely passive. 
Very rarely do we see cooperation, 
even between Singaporean and In- 
donesian banks. 





































in which while slowing down the unbridled : 
growth and speculation of 1989-90, have also stabilised banking | 
“Today, all banks are being — 
-cautious and maintain secondary reserves,” said Tamara Bank — 


F The lessons learned in the past two years, as ba nks suffe rod | 
bad debts from clients who had over-extended themselves in the | 
boom, has made for more prudent management. "People are not - 

erm financing," noted Peter Atkins, man- | 
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They 
permarkets of financial services," as Bankers Association execu- 
tive director Simon Carlaw puts it. Worries about whether and 
how far to expand into other financial services, a major issue in 
Australia and East Asia, are just not issues in New Zealand, 
Carlaw told the REVIEW. 

To varying degrees major banks now offer life insurance, su- 
perannuation schemes and even some purchasing of securities, 
though none have gone fully into sharebroking. Some are now 
gingerly entering personal financial planning advice for their 
wealthier customers. 

The carefulness is part of the conservatism that followed the 
bursting in late 1987 of the share and property bubble stimulated 
by the sudden near-total deregulation in 1985. Most banks lent 
excessively and some recklessly in the boom and until recently 
have been digesting the costs. 

In 1989 registered banks as a group made an aggregate NZ$357 
million (US$193 million) loss. The charge for provisions and 
writeoffs that year totalled NZ$1.79 billion, equal to 3.7% of total 
lending. 

In 1991, according to a study just released by the Reserve Bank, 
the central bank which supervises the banking system, profits 
were back to NZ$340 million, provisions and writeoffs down to 
NZ$448 million (0.8% of total lending) and sub-performing and 
non-performing loans were starting to fall (to NZ$4.3 billion) after 
the application of more conservative criteria had added NZ$2 
billion in 1990. Steeply falling interest rates have also probably 
enabled some problem borrowers to get back on their feet, the 
Reserve Bank says. 

More important, the banks have been becoming more efficient. 
Operating expenses fell from 3.8% of average total assets in 1989 
to 3.4% in 1991. Staff at the four major banks fell 12% over the 
same period and numbers are continuing to fall. 

Banks’ capital is also looking healthier. After some failures in 
the wake of the share and property crash — most notably NZI 
Bank and DFC New Zealand, which disappeared, and the Bank of 

EE a New Zealand, which had twice to 
be recapitalised — the banks that are 
left now measure up to the Bank of 
International Settlement’s capital ad- 
equacy ratios adopted by the Re- 
serve Bank. 

In the aggregate, registered banks 
by 1991 had more than double the 
4% minimum ratio of tier one capi- 
tal to lending required by end-1992 
and, at 11.1%, well above the 8% ra- 
tio required for overall capital. No 
bank had less than 6.3% tier one 
capital and none less than 8.9% total 
capital. The Reserve Bank says that 

sition has continued to improve. 

With their books in better shape, 
a careful approach to lending and 
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"Ex-Im" Transactions Straight 
from Your Own PC 


Because Lippobank is taking an active part in encouraging export- 


import programs and two-way trade that strengthen the nation's economic 
development, we're now offering a brand new service called Lippólrade 

Lippolrade is an innovative on-line system for processing Letters 
of Credit, Shipping Guarantees, Bid Bonds and Documentary Collections. 
With Lippilrade you'll save valuable time and energy on document 
preparation because generating these vital documents in your own 
office on your own PC is quicker, simpler and has built-in features that 
provide for greater accuracy 


With LippoTrade we're proving once again how dedicated Lippobank 


is in accomodating you with the fullest range of sophisticated - - but easy 
to use - - financial services and advantages 


Why wait? Enjoy the benefits of Lippobank’s state-of-the-art services 
today 


ZD LIPPOBANK 


Hi-Tech for Better Service 
























n proving ouaa supervision hoyi the Reserve Bank, the in- 
ustry looks to be through the post-deregulatory turmoil and is 
ning cautiously to lend again to business. Australian owners 
ome banks, notably Westpac Banking Corp. and the ANZ 
nking Group, now see their New Zealand subsidiaries as "the 
wel in the crown," in the words of Westpac's head office manag- 
z director Frank Conroy. 
' But in the adjustment, New Zealand has lost ownership. The 
innouncement by the government in July of the sale of its 57% 
share i in the Bank of New Zealand to National Australia Bank saw 
the Jast of the big commercial banks pass into foreign hands. Only 
'rustbank, a bank for small depositors, the tiny regional Taranaki 
Savings Bank and the specialist Rural Bank remain in New Zea- 
and ownership — and owner Fletcher Challenge has the Rural 
Bank up for sale, almost certainly to a foreign buyer. 
~ In its 131-year history, the BNZ had occupied a central position 
the economy — it had until recently around 40% market share 
~ and in the politics of the country. It had to be rescued twice by 
the government in the 1890s amid scandal after irresponsible lend- 
ing to directors and shareholders. 
=> The New Zealand's first Labour government nationalised BNZ 
in 1946, and then the fourth Labour government partially dena- 
tionalised it in 1987 in accordance with the privatising ideology of 
he 1980s. The BNZ's market-share-chasing lending in both New 
Zealand and Australia during the mid-1980s boom epitomised the 
glitz and insubstantiality of that era. When the paper tigers crum- 
_ pled, so did the BNZ — twice, in 1989 for its New Zealand excesses 
- and in 1990 for its Australian excesses. 
_. NAB has the strongest balance sheet of the major Australian 





- v By Alan Deans in Sydney 


» : A recent Morgan Gallup Poll concluded that nearly half of the re | 
community believe that banks are doing a poor job. Only 10% 


of those polled thought they were doing a gooe job for the 
x country. 

-. It is hardly surprising given the foreign currency loan 
- ‘Seandals that have involved Westpac Banking Corp. and 


S Commonwealth Bank, commissions of inquiry into the huge — the c 
loan losses of Tricontinental and State Bank of South Australia, . weat 
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ar peak in the number of 
ships, a bank-imposed. credit — 
id weak industry. profitabit- 
y anc share prices. 
S Accountants - KPMG Peat Marwick 
have found in their annual financial in- 
stitutions’ performance survey thatbank — 
assets fell in 1991 by 0.2%. Profits after 
tax climbed by 10.2%, compared with a 
decline of 22.5% in 1990, but average 
return on assets remained severely de- 
pressed at 7.1%. 
. These figures were helped along by 
a solid performance by the four top 
banks, Westpac, Commonwealth, Na- 
tional Australia Bank and ANZ Bank- 
ing Group. That is not shaping ` up to be 
the case this year. — 
`- Westpac reported a net loss of ASI 67 
billion cia .2 billion) for its. half year 


























E Going down under 


— Return on net assets = 
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banks. It is paying twice the book value for BENZ, ‘reflecting both 
the emerging recovery in New Zealand and NAB's own desire to 
fill out its Australasian presence. NAB has been in New Zealand 
only since 1988 and has only 35 branches. 

NAB is expected to fold its branches into the BNZ's. In another 
rationalising move, Countrywide Bank, 60% owned by the Bank 
of Scotland, which is in the process of making a full bid, took over 
United Bank (both were formerly building societies, lending on 
house mortgages) in April. United was owned by State Bank of 
South Australia, which fell victim to reckless lending at home. The 
merged bank is already consolidating branches. 

Among non-retail banks, Indosuez, Barclays and Citibank have 
contracted. Thus at last the overbanked condition regularly noted 
in recent years is being addressed. 

Nevertheless, some are planning to expand. The Auckland Sav- 
ings Bank, majority-owned by the Commonwealth Bank of Aus- 
tralia, wants to move beyond its Auckland base. Hongkong and 
Shanghai Bank, strong in corporate and treasury activity, espe- 
cially in exports and inward Asian investment, is aiming to ex- 
pand retail activity, now confined to high net worth Asians and 
locals, either by organic growth or by acquisition. 

But generally, New Zealand remains largely cut off from Asia 
in banking terms. Hongkong and Shanghai Bank is the only Asian- 
based bank with a local presence. In effect, New Zealand is a 
region of the Australasian single-market economy developing 
under the Closer Economic Relationship free trade agreement. 

The government scoured the world for a buyer for BNZ but 
could find no Asian takers. NAB, in turn, owns banks in Britain 
and Ireland, but not in Asia. = 


ch after ering of if A$2.6 65 billion i in n bad loans. It 


is s making a sizeable A$1.2 billion share issue to replenish its 
TON severely depleted capital base. - 










aged a small lift in earnings in its 31 March half 
^$162.5 million to A$171 million, but it has been hit 
ed to fork out for exposures its ANZ Grindlay arm 
ndian stockmarket scandal. 
\ustralia is the strongest of the four, although its 
een marked back because of poor investor senti- 
raised A$1 billion in equity early last year, and 
1 Ju ed it would spend it by taking over New Zea- 
land's | gest bank, Bank of New Zealand. 
A strong. performance from regional banks has increased 
between good and bad — or those which have 
e storm and those which have not. Advance 
" Bank and St George in New South 
B: Wales, Metway Bank in Queensland 
? and Bank of Melbourne in Victoria 
have received strong shareholder 
support thanks to their financial 
performance. Each relies on home 
mortgages for the bulk of their loan 
books, and have been able to avoid the 
bad debt problems incurred by those 
which plunged into commercial prop- 

































5 “St George has raised A$102 million 
in equity this year, Metway has raised 
A$80 million in two separate issues over 
the past year, while Bank of Melbourne 
took in A$74 million back in January. 
Investors still- have been mading up 
their share prices. = — 

. Meantime, investors remaining scep- 
tical are marking down the banks. E] 
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irs we have 


become part of that tradition. 


The traders who do business there know that today's 
East Asia is more than just a thriving, dynamic economic 
region. They realise that it is made up of very different cul- 
tures, each with its own specific customs and traditions. That's 
why they appreciate a bank with a long tradition in the region, 
a bank with a profound awareness of, and roots in, these 
different local cultures, 

A bank like ABN AMRO Bank which can trace its 
presence in Japan, for example, as far back as 1858, and which 
has been in East Asia no less than. 150 years. 

In the 168 years of our history we have built up a 
network of 1850 branches in 53 countries. We have recently 


opened yet more new branches in Thailand, Indonesia, China 


ARGENTINA, ARUBA, AUSTRALIA, AUSTRIA, BAHRAIN: BELGIUM, BRAZIL, BRITISH WEST. INDIES, CANADA, CHANNEL ISEANDS; CHILE. CZECHOSLOVAKIA, DENMARK, ECUADOR. FRANCE, GERMANY, GIBRALTAR- GREAT Ba 1 
; GREECE, HONG KONG, HUNGARY, INDIA | INDONESIA, IRELAND, ISLE OF MAN: ITALY, JAPAN, KENYA, KOREA, LEBANON, LIECHTENSTEIN: LUXEMBOURG, MALAY SIA, MEXICO, MONACO, MOROCCO, NETHERLANDS, NE H 
ANTILLES, ‘PAKISTAN, Y PANAMA, PARAGUAY, PEOPLE'S REPUBLIC OF CHINA, POLAND, PORTUGAL, RUSSIA, SAUDI ARABIA, SINGAPORE, SPAIN, SRLLANKA, SURINAME, SWEDEN, SWITZERLAND. TAIWAN, THA LAND, ru 
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and Korea. Further validation of our reputation in the region 


as an active bank which perseveres in its aim for steady growth, 

With US$ 242.7 billion in assets and US$ 9 billion 
shareholders’ equity, ABN AMRO Bank ranks among. 
world's top twenty banks. | | 

But equally important to East Asian traders is the f 
that we're a bank which invests a great deal of time and effo: 
in understanding the local environment and building up e 


cellent local contacts. 


CREATING THE STANDARD IN BANKI 


| ABN-AMRO Bank 
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d Asia-Pacific airports will soon be bursting at the seams. Despite plans 





-.. By Michael Westlake in Hongkong 


f you are reading this in a congested 
airport terminal, take heart; it could 
be worse — and in a few years’ time 
it probably will be. Asia's booming 
travel market is straining airports and air- 
lines, which are facing increasing problems 
: trying to meet growth in demand. 
. .. The International Air Transport Asso- 
` ciation (IATA), an industry grouping of 
- most of the world's international airlines, 
- predicts that the number of passengers tak- 
| ing scheduled flights in the Asia-Pacific re- 
gion will soar from 87 million in 1990 to 
|. 132 million in 1995 and 189 million in the 
< year 2000. The region's share of the world's 
airline passengers is expected to grow from 
:3196 in 1990 to 39% in the year 2000 — and 
. to 51% by 2010. 

A slowdown in demand growth in the 
past year due to recession and the Gulf 
. War gives airlines, airports and govern- 



























— for new airports across the region, congestion will get even worse 
. uflless governments take decisive action. 


ments a little breathing space. But the prob- 
lem remains: how are they going to cope 
with this surge in demand, brought about 
by the region's growing affluence? 

For airlines, the answer seems simple: 
buy bigger aircraft or more of them. Larger 
aircraft might look like a solution, but the 
biggest wide-bodied jets available are al- 
ready heavily used on many routes in the 
area. And still larger types are unlikely to 
appear until the end of the century. Thus, 
IATA predicts that more than 85% of the 
extra seats needed will have to come from 
more flights, and that means more aircraft. 

For the travel industry, however, using 
more aircraft is only part of the answer. To 
be able to fly more aircraft, carriers need 
bigger airports and a lot more routes to fly 
on. These are where the biggest problems 
lie, because the solutions involve govern- 
ments and large sums of cash. 

Most of the strain is going to be taken 
by seven airport “hubs” in the region: To- 
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Approaching touch-down in Hongkong. 


. Hubs under pressure 


kyo-Narita, Osaka, Seoul, Taipei, Hong- 
kong, Bangkok and Singapore. Some 68% 
of all passengers in trips to and from Eu- 
rope go through these airports. For trans- 
Pacific routes, the proportion is 86%. 

IATA thinks that only two of these cen- 
tres — Singapore and Taipei — will be able 
to cope smoothly with the projected 
growth in demand. These two airports 
were built within the past 15 years as 
“greenfield” projects with future expansion 
in mind. The rest will suffer from growing 
logjams of passengers and planes. 

The region’s major bottleneck is likely 
to remain Narita airport near Tokyo. Most 
Asian flights to and from North America 
start from, or stop in, Narita. It has only 
one runway at the moment and political 
pressure over environmental problems has 
led to a limit being imposed on the number 
of flights possible on that runway. 

The authorities have been trying to 
build two more runways and two new ter- 
minals at a cost of US$6.8 billion, but there 
are problems over acquiring land from lo- 
cal farmers who have blocked expansion 
for years. Even with more runways work- 
ing, Narita will still be full up because there 
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are 40 airlines queuing to serve Tokyo. 

Narita's problems also affect Osaka, 
where the present airport is due to be re- 
placed by the US$12 billion Kansai airport, 
built on a manmade island, in 1994. The 
present Itami airport’s runway and park- 
ing area are close to their limits. [ATA warns 
that, unless expansion can be achieved at 
Tokyo, Kansai will be operating at full ca- 
pacity from the day it opens. Osaka offi- 
cials are now considering keeping Itami 
open after Kansai begins operation. 

Seoul's Kimpo airport is expected to 
reach capacity in its two international ter- 
minals in 1995. With no room to expand at 
the present site, a new US$4.5 billion air- 
port is planned off the coast near Seoul by 
1997, but funding has not yet been ap- 
proved. 

Hongkong's Kai Tak airport 
is forecast to reach capacity in 
1994, with a replacement airport 
due to open in 1997 (assuming 
financial and other arguments 
with China are resolved). But 
IATA's figures indicate that the 
U5$5.9 billion airport's second 
runway will be needed from the 
opening day. The Provisional 
Airport Authority merely says 
that this runway will be built 
"as demand grows." 

Bangkok, too, is planning a 
larger airport because of limited 
space at Don Muang. Aircraft 
parking space is already full 
and the terminal is expected to 
reach capacity by 1995, A 
US$2.5 billion airport is to be built at Nong 
Ngu Hau, with a provisional opening date 
of 2000. But the country's political battles 
have so far prevented a solid commitment 
to the project. 

Bombay and Sydney are two other im- 
portant airports for travellers within the 
region and both are congested. The 
former's passenger terminal is too small 
and Sydney's parking bays are close to ca- 
pacity. Whether to expand the present air- 
port or build a new one has been a matter 
of political debate for the past two years. 
Other airports, such as Kuala Lumpur's 
Subang, will be able to take some of the 
strain off the hubs, but not much. Malaysia 
plans a new airport for its capital, but it 
will not be ready until at least 1998. 

Most of the new airports will be able to 
operate 24 hours a day because they will 
be in areas without noise limits. So far so 
good, but IATA says this will not help ease 
the present bottlenecks. These are largely 
created by noise curfews in Europe and the 
US, as well as by airlines responding to 
passengers who want to depart and arrive 
at reasonable times of day. 

Peak-hour bottlenecks are also caused 
by airlines' need to feed long-haul flights 
with passengers from short-haul connec- 
tions, and vice-versa. Most Europe-Asia 


flights leave London, Paris and Frankfurt 
after midday, with non-stop flights arriv- 
ing in Asia's hubs early next morning and 
others in the afternoon. The pattern is simi- 
lar with trans-Pacific flights, with the re- 
sult that it is impossible to spread flights 
evenly throughout the day. 

IATA's forecasts were produced for the 
Air Transport Action Group, a coalition of 
consumer organisations, chambers of com- 
merce, travel-related businesses and the 
aviation industry. The Action Group has 
been trying to push governments into in- 
vesting in infrastructure to break travel 
bottlenecks worldwide. 

The only long-term way to expand the 
current hubs is to provide more runways 
far enough apart to be operated independ- 


indows of opportunity 





ently. More terminals are als T H 
nance is less of an obstacle than govern- 
ment willpower, since airports have 
proved to be excellent sources of revenue. 

IATA says more flights will offer a choice 
of operating more non-stop flights, increas- 
ing flights on existing routes and opening 
new routes. But new routes to where? And 
from where? Present route patterns have 
been dictated by several factors: growth in 
demand, bilateral traffic rights granted. by 
governments, and increases in aircraft size 
and the distances they can fly. 

This has produced a distribution sys- 
tem which heavily relies on hubs. More 
non-stop routes could be opened up tha 
would by-pass the hubs and thus relieve 
SORESSHOM, but these take time to develop 
because their commercial vi- 
ability depends on local mar- 
kets. Additionally, radar Sys: 
tems now being developed it 
the US will offer increases of up 
to 30% in air-traffic flows to and 
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only palliatives. 

In the longer term, IATA 
says, it is up to governments to 
help create new air-traffic con- _ 
trol systems as well as more. 
runways and terminals — or - 
face serious constraints on | 
growth in civil aviation. Until 
that happens, immigration 
queues and the intervals be __ 
tween connecting flights will 
grow longer. E 
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Taiwan’s PC gamble 


Computer firms cosy up to China 


By Carl Goldstein in Taipei 


eking’ s Great Hall of the People is is 
P an unlikely place for Taiwan's eco- 
J nomic policy to be decided. But that 
is pretty much what happened on 20-21 
August as Chinese officials met executives 
from Taiwan's top computer firms. 

The executives — led by Stan Shih, 
chairman of Acer, Taiwan's leading maker 
of personal computers, or PCs — were os- 
tensibly in Peking for a conference on Tai- 
wan-China technology exchange. The dis- 
cussions on investment opportunities and 
access to China's computer market, how- 
ever, were the highlight of the trip. 

That the talks took place at all might 
seem strange, given Taipei's ban on com- 
puter makers investing on the mainland. 
On the other hand, the discussions showed 
how businessmen are leading, rather than 
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being led by, Taipei's policymakers. D 
The same point was underlined by an 
August announcement in Taiwan by t 
Taipei Computer Association that it plans 
to open a computer showroom in Shang: 
hai. About 60 Taiwan companies hope to 
display their products at the showrootr 
when it opens in March next year. E 
This and the Peking initiative need for: 
mal approval from Taipei, but that do 
not appear to be a worry. The comput 
companies are confident. that the go-ahedé 
will come soon. ©. ^ | 
Tawan 8 compte makers, DOE i 





competition, are looking to China for s sal 
vation. Their determination to md t 
country's low-cost manufacturing facilit 
and rapidly growing market, hdwever, 
brought them into conflict with thei 

ernment. Taipei counts computers among 
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the handful of strategic industries in which 
a shift to China would damage the island's 
hi-tech future. Even the manufacture of 
components in China is prohibited, with 
the exception of keyboards. 

But deteriorating conditions in the 
world computer market have the industry 
looking for a break. "Our government has 
got to give us some relief from these re- 
strictions,” says Jim Chuang, senior vice- 
president at Mitac International, Taiwan's 
second-largest computer maker. "The in- 
dustry is facing big trouble." 

Acer's Shih agrees. "We don't want to 
go against government policy, but we also 
don't want to miss opportunities." 

Shih is optimistic that the government 
will loosen the policy by year-end. Indeed, 
the widening shakeout in Taiwan's com- 
puter industry is lighting a fire under the 
country's policymakers, forcing them to 
make unpleasant decisions at a pace they 
are unaccustomed to. 

Several industry players say 20% of the 
island's personal computer makers could 
become bankrupt this year and a further 
50% may be forced out of the business and 
into niche markets. In the notebook com- 
puter sector, the hottest segment of the in- 
dustry, the carnage will be even greater. 
More than 100 companies are making these 
machines, but analysts expect the number 
to drop to about 10 by mid-1993. 

Most analysts agree that Taipei will 
have to give ground, as it has with more 
labour-intensive industries. The computer 
industry will be watching closely when 
political, economic and security officials 
meet in Taipei on 18-19 September to re- 
view the island's China policy. The offi- 
cials hope to bring coherence to the jumble 
of policies and statements from different 
officials and ministries. 

One likely result of the meeting will be 
thé liberalisation of the ban on investment 
in China's service industries. For personal 
computer makers, this would mean the 
freedom to set up sales networks in China. 
It may also lead to permission to manufac- 
ture more components on the mainland. 

In August, the Taipei Computer 
Association proposed that the low- 
end assembly of personal comput- 
ers be permitted in China. Contrary 
to Taipei's restrictions, certain parts 
are already. being manufactured in 
tbe country by Taiwan's computer 

makérs. These inchade power sup- 
lies, keyboards, eabies and metal 
and plastic parts.* €. 
The ‘one compe iti in this in- 
dugüsy ous that companies 
. need rrt nd to te uce costs,” 
ays George Hou,’ an analyst at 
“Jardine Fleming Táiw 
— V Inthe longarum 
“market Fors 
prove=just agia uable. The market 
is small, but it is growing so fast that 






Pinched customers 
Taiwan’s personal computer exports 
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of Europe 
10.9% 


Ist half 1992 US$ 1.05 billion 
Source: Institute for the Information Industry, Taipei 


it could become substantial in a few years. 
Total sales this year will increase by 40% 
from 1991 to 200,000 units, including im- 
ports, says Saiman Hui, a Hongkong-based 
analyst for International Data Corp. (IDC). 
Mitac's Chuang says about 10,000 Taiwan- 
made personal computers were sold in the 
country last year. 

The personal computer market in China 
is unlikely to continue expanding at this 
pace, as this year's sales have been helped 
by steep cuts in the price of imports and, in 
response, price cuts by domestic compa- 
nies. Great Wall, China's top computer 
maker, announced price cuts of 43% in Au- 
gust after Compaq of the US cut its prices 
by 30%. 

But analysts expect personal computer 
sales to increase by at least 20% annually 
for the next few years, barring any political 
upheavals that could disrupt economic 
growth. Imports already account for about 
50% of the market, IDC’s Hui says, though 
the import share includes computers as- 
sembled at IBM's plant in Tianjin. 

IBM on 2 September announced that it 
had beefed up its China operations by set- 
ting up a wholly owned subsidiary to over- 
see its manufacturing and sales operations 
in the country. Other importers such as AST 
of the US, which ranks No. 1 in China's 
import market, and Compaq are currently 
negotiating agreements with Chinese part- 
ners to establish factories in China. 





Computer assembly may move to China. 
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One obstacle to personal computer im- 
ports is a 38% import tax, but barriers to 
foreign involvement in China’s computer 
industry, including tariffs, may be eased in 
the next few years. Acer’s Shih says that 
judging from his conversations with offi- 
cials from China’s information industry, 
Peking wants help in commercialising tech- 
nology. 

“But we're only interested if their do- 
mestic market is opened to us," Shih says. 
In an effort to make that happen, Acer be- 
gan a promotional roadshow on 10 August 
that went to Peking, Shanghai, Canton and 
four other cities. To maintain the appear- 
ance of being obedient to Taipei, Acer's 
sales in China are handled by a mainland- 
owned company, Yu Chi Electronics, that 
is based in Hongkong. Other Taiwan com- 
puter makers have similar arrangements. 

Shih says Acer hopes to sell 15-20,000 
personal computers in China this year. This 
is an ambitious target, but even so, it would 
scarcely reach 1% of the company's total 
sales. However, Acer expects to enjoy 50- 
100% annual growth in its sales in China 
during the next few years. 

Mitac is expecting 20% annual sales 
growth in China this year. The company 
opened an office in Peking in 1990 mainly 
to get to know the market. "But this year, 
we're going to become more aggressive," 
senior vice-president Chuang says. 

The company already is. Skirting Tai- 
pei's ban on direct investment in China, 
Mitac provides monitor kits to a Hitachi 
factory in Fuzhou, Fujian province, where 
they are assembled. Chuang says the 
company is also looking for a partner 
in the Shenzhen special economic zone 
to assemble personal computers. Mitac 
believes the zone, next to Hongkong, is 
the most suitable location for a factory 
because many components can be sourced 
locally. 

Developments in Taiwan's computer 
industry will have an impact far beyond 
the island. In 1991, Taiwan accounted for 
10% of the worldwide production of per- 
sonal computers and 22% of the output of 
notebook computers. 

Reasonable growth in exports, 
however, does not adequately reflect 
the trouble the industry is facing. In 
the first half of this year, Taiwan's 
personal computer exports rose 24% 
from a year earlier to US$1 billion. 
But analysts say profit margins at 
most companies plunged to virtu- 
ally nothing. 

Another factor motivating the 
turn towards China by Taiwan's 
computer industry is the desire to 
tap a pool of cheap engineering tal- 
ent. “Taiwan’s reservoir of technical 
and scientific personnel is too lim- 
ited to meet the competitive de- 
mands that the future holds," Acer's 
Shih points out. E] 
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World Bank presents its annual report card 


“A nena EANA NAKNE m herr a RAA erana manamana am anama aaa anaa a aaa anaa aa gaa pana r i yaa ed 


By A Anthony Rowley in Washington 


———Ó MEE aaa sa anaana amana annann e inah BR: 1 AIOE aen 


J ith economic stagnation afflicting 
most industrialised countries, 

Y East Asian and Latin American 
countries have emerged as the world's 
principal engines of economic growth, ac- 
cording to the World Bank's annual report 
published on 16 September. 

Countries in East Asia and the Pacific 
region grew 6.8% in 1991, consolidating a 
30-year tradition of doubling the size of 
their economies every decade. Aggregate 
output in Latin America rose 3%, marking 
an end to stagnation in real income. 

Contrast this with the slide in aggregate 
growth among the G-7 industrialised coun- 
tries to 1.9% last year from 2.8% in 1990. 
The stagnation in these countries was ac- 
companied by declining imports and eco- 
nomic introversion, whereas the relative 
economic buoyancy in East Asia and Latin 





America came on the back of increased 


imports and openness. 
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East Asian countries increased trade 
among themselves by an annualised 
17%, while Latin American countries 
increased their aggregate imports 10.5%. 


This was achieved against a background of 


sharply declining worldwide trade growth, 


Out in front 


Investment 
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bank, however, is that though the strength i 


Unique Opportunities for 
Profitable Investment 


Over 80 project proposals sponsored by the Nepalese 
private sector have been identified and are being 
internationally promoted. These are on offer at the Nepal 
Forum 
arrangements. Foreign investors are also encouraged to 
propose their own projects for investment in Nepal either 
as 100 percent foreign owned or as joint venture projects. 
Foreign companies and interested persons are invited to 
attend the NEPAL INVESTMENT FORUM. It will 
provide you with very good opportunities for serious 
business discussions. 


which slowed to 3% last year from 8% i 
The economic success of Asian ani 
Latin American countries in 1991 was 
the more remarkable because of a declin 
in the price of commodities. The Work 
Bank’s index of commodity prices exclud 
ing oil declined 4.8% last year, markin 
three-year slump in prices. 

The secret of success in East Asia is th 
increase of intra-regional trade driven. 
industrial specialisation and investmen 
both from within the region, especiall 
from Japan and Taiwan, and by flexibl 
policy responses to external events. In 199 
intra-regional exports among East Asi 
countries expanded 1076 from a year ear 
lier. 

Nonetheless, the World Bank sees pc 
tential dangers ahead. What the bank call 
“market-oriented regional integration" i 
East Asia has helped offset poor progres 
on multilateral trade negotiations. But th 
bank says the "major risk facing this highl 
trade-oriented region is the potential fo 
sluggishness or disruption in world trad 
flows.” 

The World Bank adds that economic: 
weakness in some of the region's tradi- 
tional export markets has underlined the 
importance of a further strengthening of 
ties within the region. Opinion within the 



















































for foreign collaboration 


Foreign Investment Promotion Divi sion 
Ministry of Industry ne: 
Singha Durbar ilm 
Kathmandu, Nepal 
Tel: 977-1-216692 
Fax: 977-1-220319 
—. TIx:2610 MOI NP 


MIHIDUUDNUIDENUNEREINEHLUDERITIUMUTANITIRAENIRDHUNIQUNMUUEUUMAAIRUUMIUIHIUURUN CU ESAERAREN ASORAR EEATT 


. ening of mutual economic ties would ben- 
efit Asian countries, they are probably bet- 

ter off avoiding the kind of formalised re- 

gionalism developing elsewhere. 

The World Bank says East Asia's 
progress in 1991 was all the more impres- 
sive given that “at the beginning of the 
year, there were reasons to temper the op- 
timism usually associated with the region” 
because of the economic slowdown else- 
where. Despite this, Malaysia and South 
< Korea had respective GDP growth rates of 
_ 8.896 and 8.7% last year, while China, In- 
donesia, Papua New Guinea and Thailand 
managed rates ranging from 6.4-8.2%. This 
went along with single-digit inflation and 
double-digit export growth. 

» South Asia grew only 2.8% in 1991 with 

_ little more expected by way of growth in 
1992. Political upheavals in the Soviet Un- 
ion have badly affected traditional export 
markets for these countries, especially In- 
dia. The World Bank says this and other 


external developments “brought into sharp 
focus the major weakness in the region’s 
economies in terms of lack of outward 
orientation in trade policies” and other 
areas. 

Delays in the economic-reform pro- 
grammes of India and Pakistan were a 
principal reason behind the US$1.2 billion 
decline to US$15.2 billion in total lending 
commitments during 1991 by the World 
Bank’s ordinary lending arm, the Interna- 
tional Bank for Reconstruction and Devel- 
opment. Soft-loan commitments from the 
bank’s International Development Agency, 
meanwhile, increased by US$256 million to 
US$6.6 billion. 

India is the World Bank's biggest 
borrower behind Mexico and Indonesia 
in terms of total loans outstanding. De- 
spite the slowdown in commitments to In- 
dia last year, South Asia was the only re- 
gion to receive a net transfer (US$1.4 bil- 
lion) of funds from the Bretton Woods in- 
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stitution. 

Accelerated repayments of existing 
loans, especially by South Korea, along 
with interest payments meant that the East 
Asian region repaid US$264 million to the 
World Bank in 1991, despite a sharp accel- 
eration in lending to China. Only sub-Sa- 
haran Africa joined South Asia in being a 
net taker of bank funds. 

South Asian countries need urgently to 
undertake policy reforms, the World Bank 
says. These include avoiding price distor- 
tions, creating sound financial systems, di- 
vesting public-sector enterprises and re- 
ducing restrictions on the entry of domes- 
tic and foreign private-sector entities into 
their economies. 

According to the World Bank, there is a 
growing convergence of views among its 
member countries that a "greater reliance 
on markets and a strong but more limited 
role for governments" is essential to suc- 
cessful development. m 
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The big picture 


Dutch giant awaits China electronics boom 








By Mark Clifford in Nanjing 
EE ————————————— 
hen North Korean paramount 
W leader Kim Il Sung visited China 
last October, party secretary-gen- 
eral Jiang Zemin proudly showed him 
around a huge television tube factory at 
Hua Fei, Nanjing. For China, this US$180 
million joint venture is a showpiece of 
modern production methods. For Dutch 
electronics giant Philips, it is a gamble on 
rising affluence in the world's most popu- 
lous market. 

The factory in which Philips has a 30% 
stake, underscores a change in the attitude 
of foreign businessmen to investment in 
China. No longer is the country universally 
viewed just as a low-wage export platform. 
Now, some foreign investors are eager to 
bring in up-to-date production techniques 
and management technology to crack what 
could be one of the most dynamic con- 
sumer markets of the 1990s. 

Philips, for instance, employs 1,600 
workers at Hua Fei to produce 1.6 million 
picture tubes a year. That is less than half 
the staffing level of a comparable state- 
owned facility. Moreover, the Dutch com- 
pany is pursuing an ambitious programme 
of localising its supply base. Domestic 
sourcing will cut Philips' import bill and 
upgrade China's electronics industry. 

For the most part, foreign companies in 
China have concentrated on selling rela- 
tiyely inexpensive products, such as soft 
drinks or coffee. Philips, however, is confi- 
dent that Chinese consumers with rising 
disposable income will soon be queueing 
up for more expensive household goods. 
Japanese-invested factories have also been 
gearing up for an upsurge in demand in 
consumer demand. Western consumer 
electronics firms, with the exception of 
Philips, are adopting a wait-and-see ap- 
proach. 

"China has such tremendous market 
potential that we cannot afford not to be 
there," says Ken Stewart, a Philips vice- 
president of manufacturing who oversees 
the China factories from Hongkong. 

Since it started making car radios in 
Huizhou in 1986, Philips has expanded 
quickly in China. The company now has 
nine joint-venture operations, whose out- 
put ranges from fibre-optic cable and semi- 
conductors to coffee makers, shavers and 
clothes irons. Its semiconductor fabrication 
plant in Shanghai, which opened earlier 
this year, is one of the most modern in 
China. Much of its output will go to sup- 








Kim and Jiang at Philips' Nanjing factory. 


ply the television industry. 

As a result of this expansion, turnover 
is poised to explode: the company expects 
that sales in China will soar from about 
Rmb 1 billion (US$183 million) last year to 
Rmb 7.5 billion by 1996. If achieved, that 
would equate to compound annual growth 
of 50%. Sales growth for Philips worldwide 
has averaged less than 1% a year since 
1987. Philips lost money in China last year, 
but turned profitable in the first eight 
months of 1992. 

The Dutch company is also taking ad- 
vantage of China's more liberalised retail 
sector. Philips products — like those of its 
Japanese competitors — are available in an 
increasing number of department stores. In 
Nanjing, Philips has a counter for goods 
made in China, such as radios and hair 
dryers. An adjacent showroom sells im- 
ported Philips goods for hard currency. 

The television market is the focus of 
Philips’ China strategy. Chinese consum- 
ers now buy about 9 million colour televi- 
sions a year. Domestic demand for colour 
sets is projected to grow to about 12 mil- 
lion units a year in the mid-1990s. Most of 
the growth will come in the larger screen 
sizes made at the Hua Fei factory. 

Philips is waiting approval to take over 
a money-losing state-owned television fac- 
tory in Suzhou, which is midway between 
Nanjing and Shanghai. This will allow 
Philips to produce and sell televisions un- 
der its own name in China and to use the 
firm's sales and service network for all of 
its consumer products. (Philips already has 
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17 service centres in China.) 

The Chinese colour television industry 
is fragmented and producers are for the 
most part internationally uncompetitive. 
Production capacity greatly exceeds de- 
mand because regional governments insist 
on maintaining an indigenous industry, 
and attempts at rationalisation have 
proved fruitless. 

For two years, since a survey on the 
competitiveness of the industry was car- 
ried out by the Ministry of Machinery and 
Electronics, there have been rumours that 
subsidies would be cut for inefficient pro- 
ducers and that the number of companies 
would be sharply reduced. But nothing has 
been done and inventories keep piling up 
at the less-competitive factories. 

The Hua Fei factory alone sells to 38 of 
the country's more than 50 television pro- 
ducers, including one more than 3,000 kilo- 
metres away in the far western province of 
Xinjiang. After-sales service is a luxury re- 
served for a few favoured customers. 

Nonetheless, change is coming to the 
industry as the grip of central planners 
weakens. "It's becoming very much a mar- 
ket-oriented economy," says Hua Fei's 
technical manager F. D. Zeh. "Three years 
ago there would be a meeting between all 
television set makers and tube manufac- 
turers and the Ministry of Electronics and 
the State Planning Commission. [The au- 
thorities] would indicate who would get 
what at what price." Now, says Zeh, the 
procedure is a ritual of little substance. 

A few years ago, the Ministry of Elec- 
tronics had sole authority over the indus- 
try. Now, says McKinsey consultant 
Stephen Shaw, four other ministries are in- 
volved in electronics-related projects, in- 
cluding the ministries of defence and avia- 
tion. That diffuses bureaucratic power and 
gives ventures greater freedom from capri- 
cious diktats. 

Philips by no means has the television 
market to itself. Matsushita, Hitachi and 
Toshiba have each provided technology to 
or invested in the three competing picture 
tube factories that produce for the domes- 
tic market. Philips was apparently brought 
in partly to balance the Japanese domi- 
nance of the consumer electronics indus- 
try. (There are also four major Japanese- 
invested tube makers in the Shenzhen spe- 
cial economic zone which manufacture 
solely for the export market.) 

Like many foreign-invested producers, 
the Hua Fei factory faces problems in meet- 
ing its foreign-exchange requirements. The 
factory depends on glass imported from 
Japan (supplied by NEC) and a Philips af- 
filiate in Taiwan. The Peking government 
is aiming for 50% local production of the 
glass used in television tubes within three 
years, but it has had little success in stick- 
ing to its schedules. 

The cost of bringing in this vital raw 
material, which is subject to tariffs, has 
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made the factory’s picture tubes uncom- 
petitive in the export market. Hua Fei must 
meet its import bill by buying hard cur- 
rency on the swap market at a rate 20% 
above the official exchange rate. That is a 
stiff premium, because glass counts for 
35% of the total production cost of the 
_ tubes. 

Getting into China can be difficult; get- 
ting out can be no easier. Philips report- 
edly would like to stop production at its 
laser disc operation in the Shenzhen zone, 
| near Hongkong. Unfortunately for the 
company, its joint-venture partner, the Peo- 
ple's Liberation Army, uses the discs for 
training and wants to continue in the busi- 
ness. Philips' 1991 annual report noted that 
income in China "was adversely affected 
| by the disappointing results" of the unit, 





though no details were given. 

Philips badly needs China to provide a 
boost to its global operations. It has spent 
much of the past two years slashing to its 
workforce (from 276,600 at the beginning 
of 1991 to 240,000 at year-end) and jettison- 
ing unprofitable divisions, such as comput- 
ers, and some of its semiconductor opera- 
tions. 

Its consumer electronics operations 
have been hard hit by global competition. 
Profits in the sector dropped by one third, 
to 1 billion Dutch guilders (US$615 mil- 
lion) in 1991 on flat sales. Its development 
of high-definition Tvs is flagging and ma- 
jor investments in compact disks and dig- 
ital tapes are some years from paying off. 
Profits from China could not be more 
welcome. w 
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Apec chooses 
. Singapore 


By Paul Handley in Bangkok 
Just about anything in Bangkok can be 
blamed on the traffic. Now the city can 
add to the list its failure to win the head- 
quarters of the Asia-Pacific Economic 
Cooperation (Apec) forum. 

Apec delegates who met in Bangkok 
on 10-11 September decided to locate 
their new secretariat in smooth-running 
Singapore. Stories about the Thai capi- 
tal's infamous jams — particularly a re- 
cent snarl-up that stretched a 30-minute 
journey to five hours — apparently 
tipped the balance. 

The setting up of a permanent secre- 
tariat is intended to "institutionalise" 
the 15-nation grouping, which was cre- 
ated in 1989 as a loose forum for eco- 
nomic discussion. Its members are Aus- 
tralia, Brunei, Canada, China, Hong- 
kong, Indonesia, Japan, South Korea, 
Malaysia, New Zealand, the Philip- 
pines, Singapore, Taiwan, Thailand and 
the US. 








The secretariat, Apec officials hope, 
will be set up by January, with a mod- 
est work budget of US$2 million. De- 
tailed budget arrangements will be 
hammered out in working committees 
during the next three months. So far the 
group's activities have consisted of 
small-scale research projects. 

Some countries, especially Malaysia, 
have been apprehensive about formal- 
ising Apec, fearing it may become 
dominated by its more powerful mem- 
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bers, particularly the US. Those fears 
seem to be giving way to greater opti- 
mism, however, as members see in the 
group a useful forum in which to dis- 
cuss issues such as the stalled Uruguay 
Round of Gatt talks and the trend to- 
wards regional trade blocs. 

Several members voiced concern 
that the planned North American Free 
Trade Agreement (Nafta), linking the 
US, Canada and Mexico, will create an 
exclusionary bloc that contravenes the 
free-trade objectives of Apec. South Ko- 
rean Foreign Minister Lee Sang Ock 
said: "If the Uruguay Round ends in 
failure, if the European market results 
in a protectionist Fortress Europe, and 
if this trend gains momentum with 
Nafta, relations between states will suf- 
fer from endless economic skirmishes." 
To counter these threats, Asia-Pacific 
nations must strengthen regional coop- 
eration, he added. 

US and Canadian delegates to the 
meeting found themselves repeatedly 
having to defend Nafta as being con- 
sistent with Gatt principles. They also 
pledged their support for the establish- 
ment of an Asean Free Trade Area 
(Afta), which a side-meeting of Asean 
delegates agreed would be formally 
launched in October in Manila. Asean 
delegates decided to set up an adminis- 
trative council to help develop free 
trade among its members. The timing 
of the move was intended to emphasise 
Asean's role at the centre of Apec. 

Thai Prime Minister Anand Panya- 
rachun, who opened the two-day meet- 
ing, caused a minor stir by suggesting 
that Apec could play a role in regional 
political and security coordination. No 
other members echoed this sentiment, 
however, and the association agreed not 
to take on a political role. ^ 


24 SEPTEMBER 1992 


Ith Unisys Imaging now . 
everyone can get the picture. 


With Unisys Imaging now 
anything on paper can be stored in 
your computer and accessed by 
anyone anytime. Or by everyone all at 
the same time. Signatures can be 
checked in a flash. Plans or pictures 
reviewed in crisp detail. A handwritten 
application needing approval can be on 
dozens of desks simultaneously. 

Because Unisys Imaging works 
with your existing hardware it can be 
set up with a minimum of fuss and 
won't cost a fortune to implement. And 
the Unisys open system architecture 
means you can easily expand your 
system to accommodate future growth. 

Unisys supports you during 
every stage of introducing imaging 


into your organization. From initial 


© 1902 Unisys Corporation 


‘ton OPERUM 


TTE 
International Trust 
ia 


consultation and planning, to installa- 
tion, training and after-sales service. 
And once your Unisys system is in 


place it's very quickly up and running 


UNISYS 


We make it happen. 





because time-consuming and expen- 
sive individual customer programming 
Is not needed. 

For the complete picture on 
how Unisys Imaging streamlines your 
office procedures, call your nearest 


Unisys office. 









Sales Offices: China 852-879 3800 Hong Kong: 852-879 3800 India: 91-22 499 3560. Indonesia: 6221-548 5580. Korea 822-768 1114 Malaysia: 603-263 2985 Philippines: 63-2-852 011 Singapore: 65-224 8333. Taiwan: 886-2-735 4567 Thailand: 662-260 7460 
Distributors: Bangladesh: Primax Computers 880-2.508908 Pakistan: Business Autnmation (2-21.58 MM. Sri Lanka: RC Comeuitore 041417059. Totatank Fr (4149004 







TAWANA RAMADA 
HOTEL 















provides 
executive 
travellers 
with 
sustenance 
i and 
substance 


As one of Asia’s leading hotels, 
Tawana Ramada Hotel 
understands that the frequent 
business traveller needs to keep 
in touch with what's going on in 
the Asian region. 

That's why it provides executive 
guests with the most 
authoritative publication 
on Asia. The 
Far Eastern Economic Review. 


REVIEW 


Tawana Ramada Hotel 

80 Surawongse Road, Bangkok 
Thailand, P.O. Box 1742 

Tel: 236 0361 Fax: 236 3738 


BUSINESS 





ECONOMIC MONITOR: 


AUSTRALIA 


Hard going 


ustralian politicians like to say 
they know a thing or two about 
luck, and the economy is set to 
add to their experiences — 
though not how they would like. Hopes 
that the government's budget could kick- 
start growth in the fiscal year beginning on 
1 July are fading fast. 

In the second quarter of this year, GDP 
grew only 0.6% on an annualised basis, 
down from 1.6% a year earlier. Figures for 
the third quarter are not expected to be 
much better. Moreover, the Australian dol- 
lar continues to weaken, fuelling fears that 
inflation could rise sharply. 

The government's top economic prior- 
ity is to get much of the country's idle 
workforce off the dole by increasing spend- 
ing on job programmes. In August, the sea- 
sonally adjusted unemployment rate stood 
at 10.9%, down marginally from 11% a 
month earlier. 

To finance this strategy for economic re- 
vival, the government plans to privatise 
many of its assets and to borrow heavily. 
Consequently, the budget deficit is ex- 
pected to expand to A$13.4 billion (US$9.7 
billion) in the current fiscal year from A$9.3 
billion a year earlier. The government's for- 
eign debt is also expected to rise. In June, it 
rose 9.4% from a year earlier to A$150.1 
billion. 

But to keep inflation in check and the 
recovery on track, the government needs 
to stabilise a weakening Australian dollar. 
On 11 September, the currency traded at 
72.3 US cents, down from 75.6 US cents on 
1 January and 74.5 US cents on 1 July. 

The financial markets have not ignored 
the Australian dollar's downward move- 
ment. The interest rate for three-year bonds 
rose sharply in August to 7.99% from 
6.08% in July, and the yield on 10-year gov- 
ernment bonds climbed to 8.87% from 
8.42%. 

In late August, National Australia Bank 
became the first Australian bank in three 
years to lift interest rates when it an- 
nounced a 0.2% rise in its prime rate to 
10.2%. Bankers, however, do not expect 
other banks to follow the move, but it has 
been taken as a further sign that rates have 
bottomed out. 

Some financial analysts are concerned 
that a weaker currency could fuel inflation 
because of rising import costs. Annual in- 
flation eased to 1.2% in the second quarter 
of this year from 1.7% in the final quarter 
of 1991. The analysts say the expanding 
current-account deficit could cause the 
Australian dollar to weaken further. In 
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July, the deficit expanded to A$1.9 billion 
from a revised A$1.3 billion in the previ- 
ous month and A$1.4 billion a year earlier. 

Australia had a merchandise trade defi- 
cit in July of A$504 million, compared with 
a surplus of A$123 million in June and 
A$493 million a year earlier. Imports rose a 
seasonally adjusted 6% from June to a 
record monthly level of A$4.9 billion, while 
exports gained 1% to A$4.8 billion, also a 
record. 

Prime Minister Paul Keating told Par- 
liament on 8 September that he was not 
concerned about the weaker Australian 
dollar because it was making exports more 
competitive. But Treasury Secretary John 
Dawkins told legislators that the govern- 
ment does not intend to ease further its 
monetary policy. 

Primary industries are also a problem 
for the government. These have been hit 
hard by worldwide sales of US-subsidised 
wheat and a lower-than-forecast Austral- 
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ian harvest for the grain because of a 
drought. 

Amid all the negative news, retail sales 
edged up 0.6% in July after declining by a 
revised 1.3% in June. Coles Meyer, the 
country's biggest retailer, reported that af- 
ter-tax profit in the year ended on 26 July 
rose 0.7% from a year earlier to A$370.7 
million. Sales increased 1.6% to A$15.2 bil- 
lion. 

Private-sector housing is also a bright 
spot. Approvals for new residential units 
in July rose 2.5% from the previous month 
to a seasonally adjusted 13,849 units and 
16% from a year earlier. Analysts expect 
the recovery in the sector to continue in the 
next few months as a reduction in mort- 
gage rates in May and July takes effect. 

m Alan Deans 
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Brawling in the ring 
US and China take off the gloves 


money on a successful resolution of 
the US-China trade row in time for the 10 
October deadline. Peking's fury, however, 
at George Bush's electioneering decision to 
sell F16 fighter jets to Taiwan will inevita- 
bly strengthen the hands of those in Pe- 
king opposed to concessions to the US, 
The escalation in their arguments runs 
like this. The US on 21 August issued a hit- 
list of US$3.9 billion worth of goods that 
may be hit by punitive tariffs. On 8 Sep- 
tember, Peking responded with a US$4 bil- 
lion list of American goods that may suffer 
the same treatment. On 10 September, 
China threatened to stop buying American 
grain if the F16 sale went through. The 
same day brought news of a Chinese- 
Iranian nuclear-cooperation pact that will 
probably include the sale of a power plant 
to Teheran. A State Department spokes- 





man in Washington denounced the deal as 
“highly imprudent.” 

Relations between the two countries 
have sunk to the lowest level in 10 years. 
Moreover, the tensions run across the en- 
tire spectrum of the relationship, not just 
human rights, but also trade, arms sales 
and nuclear proliferation. 

US trade negotiators are using tough 
language that appears as much aimed at 
scoring political points as promoting a 
solution. In remarks released by the US 
Embassy in Peking on 10 September, as- 
sistant US trade representative Ira Wolf 
bluntly warned Peking of the consequences 
if it failed to settle the Section 301 dispute 
over market access. “If they are not willing 
to make these concessions, there is no way 
in the world that the US can allow China 
into the Gatt,” he said. 

He also warned Peking against consid- 
ering retaliatory moves of its own. If the 
stand-off should escalate into a trade war, 
he said "the Chinese economy would be 
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ports." c 

These remarks could have hardly. 
helped the atmosphere when Wolf and his. 
boss, Michael Moskow, the deputy trade 
representative, arrived in Peking for three 
days of talks starting on 14 September. The 
session had been scheduled for weeks. But 
top Chinese negotiator Tong Zhiguang, | 
deputy minister of foreign economic rela- - 
tions and trade, found it politic to lewe 
Peking just days before the talks were to 
open. His urgent mission: to attend trade 
fairs in Oklahoma and Texas. E 

If a solution is to be found over US de- - 
mands that China eliminate quotas and 
other import restrictions, then it will have | 
to come in Washington, where talks are. 
scheduled to commence on 5 October. : 

China has made some efforts to. 
decouple the F16 issue from the trade dis- : 
pute. The lead editorial in the Hongkong 
lettwing newspaper Wen Wei Pao, which | 
reflects Peking's viewpoint on major issues, 
on 15 September said that "the Chinese | 
side has not linked the issue of the F16 sale : 
to Taiwan with the 301 negotiations" = 

Yet the Wen Wei Pao warned that "al: di 
though China does not wish to politicise . 
the trade dispute, it will not yield to com- x 
pulsion.” It remains to be seen whether 
mutual economic benefit or conflicting na- 
tional pride will win the day. Bo 
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Down on the farm 


Malaysian cooperative illustrates rural dilemma 





By De Doug Tsuruoka in Temerloh, Pahang 


Fifty-year-old Yusof Hussin 
b rises early, sometimes at 4 or 

—— 5 a.m. When he emerges 
à from his simple wooden 
house, he tosses fishmeal to 
his hens and roosters, then hacks, shovels 
and sweats until sunset to tend the oil 
palms on his six-hectare plot. 

Yusof, a pious and pensive man who 
reads the Koran every day, is a sun- 
scorched, 19-year veteran of one of Malay- 
sia's most daring social and economic ex- 
periments. The land he farms in Jerantut, 
in the central state of Pahang, is part of a 
plantation set up by the Federal Land De- 
velopment Authority (Felda), a govern- 
ment-run farmers' cooperative. 

Felda has brought jobs and social facili- 
ties to large areas of rural Malaysia, help- 
ing to narrow the income gap between the 
countryside and the cities. It is also a major 
exporter of plantation produce. 

Roughly half a million people live on 
its estates, many having been resettled 
from poor areas. Yusof and his family are 
typical: Felda provided Yusof with his land 
and his first seedlings, and in return for the 
crops he sends to a Felda palm-oil plant, it 
pays him up to M$500 (US$200) a month. 
Yusof's eight children attend Felda-run 
schools; his wife buys rice and other daily 
necessities from a Felda store. 

It sounds like a poor farmer's 

topia. But these days the agency, 








one of Malaysia’s oldest and big- = 


gest, is attracting a growing number 
of critics. Yusof is one of them. 
“Felda has deviated from its 
main objectives, he grumbles. 
“It used to be ‘land for the 
landless’ — but no more. All 
they want to do is to convert Felda 
into public companies." 

The accusation points to Felda's 
increasing focus on commercial ac- 
tivities, which has led to claims it 
is turning away from its social 
mission. Whether or not that is 
true, there are certainly signs that 
the agency has reached à water- 
shed. And in a broad sense, the 
changes emerging at Felda reflect 
those facing the country as a whole. 

For Malaysia, as for several other 
Southeast Asian nations, the question is: 
what will spread prosperity fastest in the 


trialisation? 

Malaysia may already have made its 
choice. For the first time, no new land is 
being made available this year to expand 
Felda's plantations. The government has 
cited the rising cost of clearing forests as 
the reason for its decision. But the move 
also reflects a reappraisal of Malaysia's ru- 
ral priorities. 


In the Sixth "er Plan, a five-year |^ 
^ issues have clouded Felda's future. A 
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countryside — rural support programmes, 
or the trickle-down effects of rapid indus- 






blueprint published in 1991, allocations for 
land and regional development were cut 
to M$2.4 billion — a 17% reduction from 
the previous plan. This alone presaged 
changes at Felda, which has been one of 
the main beneficiaries of this spending in 
the past. 

The plan's change in emphasis is in line 
with the contention of Prime Minister 
Datuk Seri Mahathir Mohamad that the 
economic future of the country's indig- 
enous Malays lies not on farms but in 
manufacturing. (Mahathir appears confi- 
dent that such sweeping changes will not 
jeopardise his political support; rural 
Malays have been the bedrock of his ruling 
party, the United Malays National Organi- 
sation [Umno].) 

Besides the land shortage, several other 


major one is that world prices for the cash 
crops it exports are still weak compared 
with their levels in the early 1980s. In 
August, there were claims that 
some Felda estates are paying 
smallholders less than M$100 a 
month net of fees — a below- 
subsistence wage that falls well 
short of the Felda ideal. State gov- 
ernments have been ordered to in- 
vestigate claims that the low wages 
are caused by excessive deductions 
for communal charges. 

Another source of dissent is an 
amendment to Felda’s rules, made in 
1985, which changed the basis on which 


"settlers may eventually obtain ownership 


of the plots they tend. In addition, there 
are growing signs that second-generation 
Felda settlers are rejecting the land. Many 
young people have moved off the estates 
to look for work in the towns, where in- 
comes are higher. In other cases, there have 
been incidents of drug abuse and family 
problems involving young people. 

These and other complaints were aired 
forcefully in August at a rally of 200-300 
Felda farmers in Temerloh, Pahang. The 
political dimensions of the problems are 
highlighted by the fact that the meeting 
was organised by the strictly Islamic oppo- 
sition party, Parti Islam, or Pas. 

Pas has become a sounding board for 
the charge that Felda's increasing focus on 
profitmaking activities conflicts with its 
social role. Suggestions from within Felda's 
top ranks that the whole programme 
should be considered a candidate for Ma- 
laysia's privatisation drive are likely to fuel 
these complaints. 

Any major changes at Felda will have 
an impact throughout the country. Even in 
comparatively well-off Peninsular Malay- 
sia, 29% of Malays live in rural areas where 
Felda is an integral part of the local 
economy. Its plantations produce 20% of 
the nation's annual palm-oil output. 

Whatever its critics say about it, Felda 
has come a long way since it was created 
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by Malaysia's first prime minister, Tunku 
Abdul Rahman, in 1956 — one year before 
the country became independent from Brit- 
ain. Felda became a building-block of na- 
tionhood, helping to bridge geographic, 
linguistic and economic divisions and act- 
ing as a counter-weight to the then com- 
munist insurgency. 

"In 1946 [often quoted as the well- 
spring of Malaysian independence], there 
was no Malay community as exists today," 
says one analyst. "People spoke in differ- 
ent Malay dialects. There was no Malay 
national tongue . . . but Felda helped to 
change all that." 

The agency encouraged smallholders to 
migrate southwards from the heavily Ma- 
lay northern states of Kedah, Kelantan and 
Terengganu. Many were resettled in forest 
clearances in the sparsely populated jungle 
state of Pahang, which still has the biggest 
concentration of Felda communal farms. 
The schools Felda set up taught Bahasa 
Malaysia, the adopted national language, 
thus helping to bridge the communication 
gap between north and south. 

Since its formation, Felda has also 
served as a political rallying ground for 
Malays in a country with a large minority, 
ethnic-Chinese population. At the time of 
independence, Malays were a largely rural 
people, economically lagging the more ur- 
ban Chinese. They have formed the back- 
bone of support for Mahathir's Umno, 
which has used Felda as a means to project 
its bumiputra policies, designed to uplift 
the Malays. Mahathir himself, however, 
has long believed that a more lasting solu- 
tion is to “urbanise the Malays,” a thesis he 
expounded in his 1970 tract The Malay Di- 
lemma. 

While Felda's contribution cannot be 
quantified, rural policies have succeeded 
in reducing poverty in the countryside, 
though not as quickly as in the towns. Ac- 
cording to the Geneva-based International 
Labour Office, the incidence of poverty in 
Malaysia's rural population fell to 25% in 
the period 1981-90, compared with 48% in 
the mid-1970s. Urban poverty fell to 8% 
from 18%. 

Felda’s success can also be measured in 
changed attitudes. In the darkly provincial 
days before it was formed, no Malay 
farmer in a northern state like Kedah 
would have dreamed of abandoning his 
family plot for a better life in Pahang, a 
mere 50 kilometres south. “Back then,” re- 
calls a veteran Felda watcher, “people 
didn’t know where Kuala Lumpur was, let 
alone Pahang.” 

Today, Felda settlers will go almost 
anywhere. Poor fishermen from the east 
coast have folded their nets and moved 
south to tend sprawling oil-palm estates in 
Johor. And in Sabah and Sarawak, the east- 
ern states which joined the Malaysian fed- 
eration in 1963, tribal aborigines have 
traded in their blowguns to live on com- 
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Pas organises Felda farmers; land shortage hits expansion plans. 


munal farms with running water and elec- 
tricity. 

But while observers are nearly unani- 
mous in acknowledging these achieve- 
ments, many also believe the agency faces 
an uncertain future as powerful changes 
sweep Malaysian agriculture. 

One of these is a shortage of land. 
Deputy Prime Minister Abdul Ghafar Baba 
said in July that the government has de- 
cided not to set up any new Felda estates 
this year. Ghafar cited high land costs and 
the difficulty of securing new sites for cul- 
tivation. Felda currently has 500 estates 
covering 800,000 hectares. 

Two factors have produced this situa- 
tion. First, state governments are increas- 
ingly redesignating farm land for indus- 
trial and commercial uses, which bring lu- 
crative development income into state cof- 
fers. Second, the costs of clearing forest for 
cultivation are rising as Felda pushes into 
remoter areas where roads and other infra- 
structure must be provided. In some cases, 
the cost of providing cleared land now ex- 
ceeds M$4,000 per hectare. 

More importantly, however, the plunge 
in commodities prices since Malaysia’s 
1985-86 recession has made it difficult for 
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small rubber and oil-palm cultivators to 
turn a profit. Felda farmers’ incomes have 
dropped dramatically, to around M$400- 
500 from around M$1,200 in 1984. Settlers 
claim that subsidies have not been ad- 
equate to offset price declines and that 
charges for the agency’s communal ser- 
vices are rising. 

Inefficiency and alleged corruption, the 
curses of other government bodies, have 
also not spared Felda. The former may 
have been inevitable, given Felda's mixed 
social and economic agenda. But charges 
of corruption and mismanagement have 
become so widespread that the govern- 
ment appointed a special troubleshooter 
last year to root out abuses. No report of 
his investigation has so far been published. 

Rural demographics are also changing. 
Many young, second-generation Felda set- 
tlers have quit farming in favour of manu- 
facturing jobs near the cities, where wages 
are three to four times higher. Squalid liv- 
ing conditions on some Felda estates have 
exacerbated this exodus, leaving the plan- 
tations largely to farmers aged 50 and 
above. The problem is now so widespread 
that Felda is considering buying back plan- 
tation plots at market rates if there is no 
one to take over when the present cultiva- 
tors retire, 

Compounding this, a growing number 
of youths in Felda communities have 
shunned farming but have made little ef- 
fort to seek other employment. Some state 
governments, like the one in Pahang, have 
responded by encouraging them to take 
jobs in local factories. But this only accel- 
erates the withdrawal from the land. 

Felda costs the government about 
M$120 million a year to run, net of profits 
by the agency’s commercial operations. 
This is exclusive of development spending; 
from 1956-88 Felda spent M$4 billion to 
open up new land and resettle families. 

While the annual running expenses are 
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not a huge sum relative to Felda's size and 
importance, it is obvious that much more 
would have to be spent to remedy its prob- 
lems. This has given rise among Felda's 
top officials and others to a quiet discus- 
sion about possible "corporatisation" of the 
agency, perhaps even leading to an even- 
tual share flotation. 

The idea is in line with Malaysia's cur- 
rent drive to privatise public enterprises. 
Byt while it would reduce Felda's reliance 
on federal funding and increase settlers' 
exposure to modern agri-business tech- 
niques, the notion faces pitched resistance 
from those who fear Felda's social man- 
date will be lost. Felda's existing forays into 
business have already drawn fire from op- 
position groups such as Pas. 

These business activities have come un- 
der scrutiny for other reasons, too. Local 
press reports say the agency lost M$10-20 
million last year in trading palm-kernel oil 
on the Kuala Lumpur and Rotterdam com- 
modity exchanges. The losses, which hap- 
pened shortly after the Gulf War, were re- 
portedly sustained because Felda manag- 
ers lost their nerve in a volatile market and 
liquidated their contracts. 

The depressed state of the commodities 
industry has also sparked a massive over- 
haul of Felda’s operations. Its collective es- 
tates are gradually being broken up into 
smallholder plots as part of a general de- 
centralisation of Malaysia’s plantation in- 
dustry. This parallels the departure of pri- 
vate companies like Sime Darby from 
large-scale palm-oil and rubber operations 
because of the bleak prospects for com- 
modity prices. Some analysts have ques- 
tioned the strategy, however, saying it de- 
nies settlers economies of scale and makes 
them even more vulnerable to price gyra- 
tions. 

, It is difficult to know how Felda views 
these and the many other criticisms it faces 
because the agency rarely makes public 
statements. Both Felda and the deputy 
prime minister, who oversees the agency, 
declined to be interviewed. Some officials, 
however, have responded on specific is- 
sues. 

Sulaiman Lingman, director of Felda's 
Land Organisation Division, defends the 
agency's land ownership policies. "Based 
on my 25 years of working in Felda," he 
says, "I would say that [the] settlers are 
happy. The number of people who have 
left the programme is minimal — that 
shows the success of the programme." 

He also rebuffs the notion that Felda 
overcharges settlers for its social services. 
"Their only obligation [to the government] 
is for the repayment of the land or the cost 
of land development," he says. Other 
monthly charges — including those for so- 
cial services — are set by the local coopera- 
tives themselves. "They organise this on 
their own," Sulaiman says. 

At Bukit Goh, a 3,000-ha model estate 
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in Pahang, manager Husin Ahmad also 
defends Felda's record. Most farmers are 
happy with their lot, he says. "Everything 
is here — lights, water, electricity — 24 
hours a day." 

Nearly two thirds of the scheme's 671 
settlers have telephones in their homes, he 
notes, and the estate facilities include pri- 
mary, secondary and religious schools, a 
huge mosque and a cooperative petrol sta- 
tion. "I am satisfied with what I have done 
here," Husin asserts. 


But for Abdul Malek Yusof, whe 
chaired the Pas rally in Temerloh, this 
misses the point. Abdul, who was a Felda 
officer for 20 years before joining Pas, blasts 
the agency for becoming too profit- 
oriented and ignoring social problems. He 
says the physical conveniences on the 
estates mask a decline in the farmers' qual- 
ity of life. "For Felda, the answer is escap- 
ism," he declares. "They cannot handle the 
problem, so they have left agriculture be- 
hind." E 
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Flawed vision 


Felda provides welfare but little democracy 





By Doug Tsuruoka 
Structurally, Felda resem- 
bles a self-contained farm- 
er's republic. Described as a 
UM cooperative, it is ostensibly 

run on democratic lines that 
give Felda settlers a voice at village, re- 
gional and national level. 

Most of the 800,000 hectares it manages 
are planted with oil palms. It boasts its 
own marketing, construction and transport 
arms, including 13 private companies and 
eight joint ventures. And it is landlord to 
112,000 families, for whom it provides 
credit facilities, stores, schools and health 
clinics. It even has its own police force to 
provide security on its estates. 

Prospective settlers are chosen on a 
points system based on need and suitabil- 
ity. This includes age (most applicants 
must be under 40), skills, educational back- 
ground and health. Anyone who already 








Integrated approach to oil palms. 
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owns more than 1 ha of land is barred. 
Applications are screened by state- and 
federal-government officials as well as by 
Felda itself. Although there is no official 
ban on other ethnic groups, in practice the 
programme caters overwhelmingly for 
farmers of Malay stock. 

Settlers typically occupy plots of 4-6 ha, 
each with a small, barracks-style frame 
house. The plots are planted at modest cost 
to the farmers, who may also use Felda- 
provided agricultural equipment at subsi- 
dised rates. Farmers who wish to purchase 
their land can obtain long-term credit from 
the agency. 

Felda farmers are not guaranteed a 
minimum income. Instead they are prom- 
ised an "adequate" amount of work which 
will provide a monthly wage. Theoreti- 
cally, they are also entitled to dividend and 
bonus payments in good times. 

Charges are deducted from this income 
for repayment of land clearance and plant- 
ing costs, land-purchase loans 
and the costs of using Felda 
facilities, including its social 
services. 

Settlers’ monthly income 
currently averages M$400-500, 
though there have been claims 
that some farmers are receiv- 
ing substantially less. Even the 
general level, however, is his- 
torically low. In 1984, the 
average was M$1,230 a month 
but it fell as low M$380 dur- 
ing the commodity-price 
slump of 1985-86. 

While the loss of income is 
at the root of much of the 
present unrest within Felda, 
farmers' anger has often fo- 
cused on its scheme for con- 
ferring land ownership. Af- 
ter a 10-20 year pay-back pe- 
riod, when land-development 
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. costs are deemed to have been repaid, each 
«^ farmer receives an "ownership certificate" 
.. which, superficially, makes him owner of 
his part-share of the plantation. 
i Technically, however, the land still be- 
<; longs to the state in which his scheme is 
located. In Pahang, for example, the land 
title is a gift from the state and may theo- 
retically be revoked. A 1985 change in the 
rules of the scheme made it even more 
unpopular. 

About 65% of the land under Felda's 
management is planted with oil palms. In 
1990, it accounted for nearly a fifth of the 
6.1 million tonnes of palm oil Malaysia 
produced. 

The rest of its land is devoted to 
rubber and cocoa estates and experimental 
fruit farms growing produce such as 
starfruits, mango and durian. On some 
farms, cattle and other livestock are 
raised. Nearly all of Felda's output is ex- 
ported. 

In introducing new products and meth- 
~ ods, Felda is able to draw on the expertise 
< of other government agencies like the Ag- 
ricultural Research and Development In- 
stitute. Improved techniques have enabled 
Felda estates gradually to increase their ef- 
ficiency almost to private-sector levels. Oil- 
_ palm yields on Felda estates were only 
. 72% of those on private plantations in 
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1975. But by 1988, they had climbed to 
96%. 

The government does not announce 
Felda’s profits and losses. But figures ob- 
tained by the REVIEW show that Felda’s 13 
private corporations — of which the big- 
gest is Felda Mills — have been profitable. 
That is to be expected, given that settlers 
are obliged to sell their produce only to 
Felda. 

In 1989, the latest year for which figures 
are available, the corporations posted com- 
bined pre-tax earnings of M$93 million, up 
22% from a year earlier. In the same pe- 
riod, turnover rose just 1%, to M$3.5 bil- 
lion. 

However, the agency's eight joint ven- 
tures, the biggest of which are Felda Oil 
Products and Malaysia Cocoa Manufactur- 
ing, turned in weaker results in 1989. Pre- 
tax profits dropped 9% to M$32.6 million 
while turnover rose 3.1% to M$544.1 mil- 
lion. 

To buttress its bottom line, the agency 
has in some cases abandoned agriculture 
altogether, turning land over to tourism 
and other projects. For example, Felda op- 
erates holiday bungalows at portat tour- 
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ist haunts like Fraser's Hill. 

While such innovations lend weight to 
claims that Felda is leaving behind its tra- 
ditional concerns, the agency remains a 
leading vehicle for federal policies de- 
signed to advance the rural sector. This 
year, for instance, it will spend a sizeable 
part of the M$160 million that has been 
allocated for rural electrification projects 
under Malaysia's 1992 budget. 

All senior officials of Felda — including 
the group chairman, director-general, and 
directors of its eight supervising depart- 
ments — are appointed by the federal gov- 
ernment, as are regional directors and 
managers of individual schemes. | 

Settlers may nominate representatives 
to their village councils, as well as to three 
seats on the national board. Separate set- 
tler regional councils have also been insti- 
tuted in areas such as South Pahang and 
Terengganu. More than 20 settlers also sit 
on the boards of Felda's 13 corporations. 
Roughly half of the equity of the corpora- 
tions is owned by local Felda coopera- 
tives. 

However, this show of democracy is 
misleading, according to Felda's critics, 
who say that only settlers who have been 
approved by the agency's management 
and the government may sit on these bod- 
ies. n 
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u “By Suhaini Aznam in Jakarta, Paul Handley 
in Bangkok and Rigoberto Tiglao in Manila 


The image is as old as the 
age of steam: the rural la- 
bourer leaving the land to 
search for a new life in the 
a city. Poverty and squalor are 
ES likely to greet him, but one thing is certain 
<. :— he has escaped from the hopelessness of 
rural life. 
In Southeast Asia, the effects of this ur- 
-. ban drift are plain to see, with tin-roofed 
; huts mushrooming on the outskirts of ma- 
= jer cities. In Jakarta, people arrive from the 
<- countryside at the rate of 400 a day. 
x+ Clearly, one answer is to set up factories to 
employ them, but it takes time to industri- 
alise. 
~~ On paper at least, Indonesia has been 
~~ more successful than neighbours Malaysia, 
=< Thailand and the Philippines in industrial- 
ising its economy. Industry as a share of 
.. GDP shot up from 13% to 40% between 
< 1965 and 1990. Agriculture's share 
= slumped from 51% to 22%. 
i In Malaysia and the Philippines, farm- 
^; ing's decline has been more gentle. In Thai- 
.* land, it has fallen to only 12% of the 
-- economy — surprisingly low for such a 
. successful agricultural exporter. 
3 But rapid industrialisation is only part 
^. of the answer, if only because governments 
^, must pay lip-service to their rural voters. 
- And enough people must stay on the land 


= to grow the food for the cities. Moreover, if 

















2 nothing were done to help the farmers, the. 








Industrialisation remains the best bet 











flow of migrants into the towns would turn 
into a flood. | 

Agricultural cooperatives, in various 
forms, are one means by which farmers can 
achieve economies of scale in terms of 
credit, marketing, research and the pur- 
chasing of inputs. They can also provide 
social support more cheaply than the gov- 
ernment. 

Thailand set up its first cooperative in 
1915, and there are now nearly 4 million 
members of cooperatives of one form or 
another — 1.6 million of them in agricul- 
ture. Cooperatives have helped to boost the 
bargaining power of farmers in relation to 
rice merchants. Up to 14% of the Thai rice 
crop goes through the cooperative-admin- 
istered Credit and Marketing Linkage Pro- 
gramme. 

In Indonesia, the only official rural co- 
operative is the Koperasi Unit Desa, which 
was set up by the government in 1967 in 
an attempt to raise farmers' incomes. But it 
takes a top-down approach that leaves lit- 
de say for individual farmers in the run- 
ning of local chapters. It is also open to 
abuse, with local monopolies falling into 
the hands of relatives or friends of 
Koperasi officials. 

Such monopolies prevent farmers 
achieving maximum efficiency. The World 
Bank noted recently that Indonesia's efforts 
to deregulate its economy have largely by- 
passed agriculture. It called for a bigger 
role for private business in order to encour- 
age competition. 

Cooperatives have been around in the 
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Philippines for many years, though with 
no noticeable impact on rural poverty, 
which has stayed high. Ironically, when 
former president Corazon Aquino was 
asked to describe her legacy, she cited an 
example of "people empowerment": a 
5,000-member farm cooperative run by 
former communist rebel leader Bernabe 
Buscayno. 

It was a dubious choice — there has 
been no rush to set up similar groups. In- 
terest in cooperatives is nonetheless grow- 
ing, and the 1987 constitution requires the 
state to create them. 

In Thailand, nearly 3,900 square kilo- 
metres of land has been distributed to 
farmers through cooperatives over the past 
four decades. This is an impressive 
achievement, but it is still less than 2% of 
cultivated land. 

While Malaysia is running out of good, 
cheap land on which to settle farmers, In- 
donesia's transmigration programme is 
continuing at full tilt because there is 
plenty of unsettled land to go round. The 
programme aims to relieve population 
pressure on Java by relocating farmers to 
sparsely populated areas such as 
Kalimantan and Sumatra. 

After the political demise of Philippine 
president Ferdinand Marcos, Aquino em- 
barked on an ambitious land-reform pro- 
gramme, involving the redistribution of 
10.3 million hectares. But this became 
quickly bogged down in politics, and to 
date, only 19% of the land has been redis- 
tributed. 

The lesson from Southeast Asia is that 
cooperatives can only ameliorate rural pov- 
erty. No amount of social support can off- 
set the fact that commodity prices are weak 
and have been for many years. Govern- 
ments can soften the impact of this — by, 

say, encouraging farmers to diversify their 
crops — but in the last instance, rapid in- 
dustrialisation is the only answer. g 
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The Individual 





One of the greatest pleasures in life is simply to be treated as 
an individual. To speak and be heard. To ask and be helped. 

That's why we created Sheraton Towers. To offer you what 
you want, when you want it. 

Like much of life, it's just that simple and just that difficult. 
But we like the challenge. Because meeting it makes life that 
much more satisfying for all of us. 
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> There is now a car built for 
those who want to go nowhere in 
particular and want to get there 
quickly. 

The Mercedes-Benz 190E Series, 
it would seem, is especially appointed 
for just that purpose. ; 

Whether it's a cruise through 
the inhospitable traffic of the 
corporate jungle or a weekend jaunt 
along a lazy country road, this fuel- 
injected, compact luxury sedan will 
deliver you in splendid stride. 
> But, make no mistake. The 
190E Series did not inherit its 
pedigree by subjecting itself to the 
whims of fashion. 

Little wonder its quiet 
dynamism and  understated 
contours make it the preferred car 
of those not easily given to the 
winds of trend. 
> Yet its lively performance, 
unmatched engineering and 
legendary resale value, would still 
appeal to the common man’s 
common sense. 

Which isn't unusual for a car 
as uncommon as the Mercedes-Benz 


190E. 
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Mercedes-Benz 


Engineered to move the human spirit. 
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Travellers Have Called Korea The Land Of Morning Calm 
For A Thousand Years. 
It Is A Reputation We Try To Live Up To Every Day. 


To us at Korean Air, First Class is more than just a higher level of services to offer. It is a state of mind. 

An oasis of quiet, punctuated only by the whisper of silk as your hostess glides by in her hanbok gown. A 
plateau of sheer relaxation, where more than five feet of legroom and wide, plush seats make up your own undisturbed 
private retreat. 

It is also, as one critic put it, perhaps the world's finest restaurant in the air. Muse over your choices: caviar, 
or páté for starters? Traditional Korean, or would you prefer European food, Sir? And the wines, Madame? Our 
French-trained chefs, in fact, are so in demand that seventeen other airlines use their services. 


Fly with us. Experience the calm, serenity and, certainly, the dedication that could only be Korean. 
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Fly the Spirit of Dedication. 








BUDGETS 


Over a pork barrel 


Presidential aspirant sways Seoul government 


By Ed Paisley in Seoul 


uling party presidential candidate 
H Kim Young Sam has again dis- 


played his clout with the govern- 
ment of President Roh Tae Woo, this time 
in deliberations in the past two weeks 
about the nation's budget. Kim has suc- 
ceeded in fattening parts of the budget for 
1993-and in forcing through a supplemen- 
tary budget for the remainder of this year. 
Both moves should help Kim's bid for the 
presidency. 

The Won 300 billion (US$380 million) 
supplementary budget will be submitted 
to the National Assembly on 2 October 
alongside the 1993 budget of Won 38.1 tril- 
lion, a 14.6% increase from a year earlier. 
The Economic Planning Board, which han- 
dles budget negotiations, and the Ministry 
of Finance were opposed to supplementary 
spending before the December presidential 
elections because of fears it would rekindle 
inflationary pressures. The two agencies 
had also hoped to hold the new budget at 
Won 37 trillion. 

But politics won out over economics, as 
important political constituencies of the 
ruling Democratic Liberal Party won in- 
creases in both packages. A total of Won 
960.7 billion in new or redirected funds are 
to be spent this year and in 1993 on small 
and medium-sized businesses, farmers, in- 
frastructure development projects and sala- 
ries for government officials. This is apart 
from the trillions of won set aside for these 
sectors in the general budget for 1993. 

The supplementary budget contains the 





most obvious political pork barrel. Half of | 


the Won 300 billion will go to the govern- 
ment's Credit Guarantee Fund, which sup- 
ports bank loans to small and medium- 
sized enterprises. The remainder is des- 
tined for local governments. 

The 1993 budget is slightly less politi- 
cal. The budget cut spending in the special 
account for fiscal investment and financ- 
ing, where government support for certain 
sectors of the economy. js nost direct. But 














the cuts were no. where close-te the Won 
700 billion veceinmen ate bythe p anning 
board. d "AP. E" 


The Demogratic Liberal Partyya 
Won 660.7 billion ijo the special ! 
from other parts o dget, diregiñ 
Won 189 Billion towards iniirasy'ucture 
velopment, Woh 165 billion to | 
ernment saleri 
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63.8 billion towards science, 
technology and education. 

In the general budget, 
the big winners were the 
several infrastructure pro- 
jects. The new budget pro- 
vides Won 4.2 trillion for 
transport-infrastructure de- 
velopment, a 16.3% increase 
from year-earlier levels. 
This includes Won 12 tril- 
lion for a high-speed rail- 
way that will connect Seoul 
to Pusan and Won 200 bil- 
lion for a new international 
airport west of Seoul. 

To compensate for these 
expenditures, the Demo- 
cratic Liberal Party and the 
planning board agreed to hold the increase 
in the defence budget to under 10*5, leav- 
ing the military with roughly Won 9.2 tril- 
lion to spend in 1993, or about 25% of an- 
nual national expenditures. The Ministry 
of Defence had sought a 12.5% annual in- 
crease. Another Won 460 billion was saved 
by freezing hiring and building by govern- 
ment ministries. 

The accord between the Democratic 
Liberal Party and the planning board still 
must be approved by Roh before it is sub- 
mitted to the legislature. Some are con- 
cerned that the Defence Ministry may per- 
suade the president to raise its spending, 





Kim: budget ploy. 


while other ministries are said to be lobby- 
ing for new staff and buildings. 

But the ruling party is confident these 
hurdles can be overcome without drastic 
change to the accord. More worrying is the 
possibility that the party may have some 
difficulty in pushing its expanded budget 
through the National Assembly despite its 
majority in the chamber. 
The ruling party has prom- 
ised to let the two political 
opposition parties chair sév- 
eral of the legislative com- 
mittees that will be review- 
ing portions of the two 
budgets. 

Still, the twin budgets 
should help Kim's presiden- 
tial bid. He needs at least the 
perception of a strong 
economy and, some money 
spread around the prov- 
inces to help offset political 
issues threatening his com- 
mand of the presidential 
race. 

A vote-buying scandal in 
the March national legisla- 
tive elections involving the Democratic 
Liberal Party and Roh's decision to delay 
local elections slated for the second-half of 
this year into the mid-1990s are becoming 
hot campaign issues for opposition candi- 
dates Kim Dae Jung and Chung Ju Yung. 
The opposition is also scoring hits by 
charging that Roh is pushing ahead with 
infrastructure projects for political expedi- 
ency. 

But the ruling party's Kim has defused 
this issue by forcing Roh in August to can- 
cel one of the contracts, the second mobile- 
telecommunications bid won by a consor- 
tium led by the Sunkyong group. * 
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TRADE 


Not-so-fine print 


Nafta’s details may exclude Asian traders 


By Susumu Awanohara in Washington 


t nearly 2,000 pages, the text of the 
A North American Free Trade Agree- 
ment (Nafta) is not everybody’s 
bedside reading. But trade experts who 
have studied the agreement have been 
struck by its byzantine complexity and its 
determination to keep the benefits of trade 
liberalisation within the US, Canada and 
Mexico. 
The question that has worried Asian 
producers is whether Nafta will become 
an open, outward-looking arrangement or 


| a closed, exclusionary bloc. The initial 
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evidence suggests the latter. But the answer 
depends most crucially on the outcome 
of the faltering Uruguay Round of the 
Gatt. 

The Nafta agreement was signed in Au- 
gust and released to the public on 8 Sep- 
tember. Under the pact, barriers to the 
movement of goods and services within 
the three signatory gcuntries will be 
phased out over a 15-year period begin- 
ning 1 January 1994. But complicated and 
generally stringent “rules of origin” will be 
applied before goods will qualify for pref- 
erential treatment. 

To be eligible for reduced tariffs, many 


105 









traded items will require not just a "sub- 
- stantial transformation" of foreign inputs, 
*' but also a certain level of North American 
.' content. This is to prevent “screwdriver” 
` plants in Mexico or Canada assembling 
components from outside the region, such 
as Asia, for export to the US. 
Regional content will be measured by 
:. one of two accounting yardsticks: one us- 
|. ingthe transaction value of a good and the 
other using its net cost. Footwear, for ex- 
... ample, must be processed and transformed 
—. from qualifying inputs and at the same 
time satisfy a regional content level of 55% 
under the net cost method. Toy dolls must 
have a regional content of either 60% un- 
der the transaction value method or 50% 
|... under the net cost method. 
|»... Furthermore, some items must use spe- 
_ Cific inputs produced inside the region to 
-.. qualify for preferential treatment. Clothing 
¿> made in Mexico will have to undergo “tri- 
ple or quadruple transformation,” starting 
-= with yarn or fibre made in North America. 
*. Under the US-Canada free-trade agree- 
.. ment, only a double transformation from 
« regionally woven fabrics to apparel is re- 
.. quired. 
. Similarly, a range of consumer and in- 














dustrial-electronic products must contain 
North American-made printed circuit as- 
semblies [PCAs]. For teleprinters, switching 
apparatus and facsimile machines, there is 
a requirement that "for each multiple of 
nine PCAs . . . that are contained in the 
good, only one PCA may be a [non-re- 
gional] PCA and that if the good contains 
less than three PCAs, all of the PCAs must 
be [regional] PCAs.” . ; 
The most extreme demands by the US 
electronics industry on regional content — 
relating to motherboards for computers 
and flat-panel displays for laptop comput- 
ers, for example — were apparently 
dropped. But certain colour TVs must use 
North American-made tubes. For these 
tubes to be considered “regional,” they 
must contain sufficient value-added or a 
specified amount of subcomponents manu- 
factured within the bloc. ^ | 
Under Nafta, Mexico must maintain its 
high external tariff against TVs tubes com- 
ing from outside the region, notably Asia, 
and must obtain US and Canadian ap- 
proval before it can lower them. This is to 
maximise the penalty for not fulfilling the 
rule-of-origin requirement. — . 
Ironically, the highly restrictive rules on 
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the sourcing of apparel and electronic 
products may serve to limit trade diver- 
sions, from Asian producers to Mexican 
ones. "If [producers of] Mexican shirts get 
duty-free treatment only if they fulfil so 
many conditions, effective preference for 
them — and damage to outsiders — are 
that much less," says one economist. 

Experts say it is too early to tell to 
what extent Nafta will create incentives 
for businessmen to change sourcing or 
move production facilities from Asia to 
Mexico. 

According to Canadian economist Mur- 
ray Smith, Asian concerns about trade and 
investment diversion under Nafta in the 
area of textiles would be allayed by com- 
mitments through a successful Uruguay 
Round to phase out the trade-limiting Mul- 
tifibre Arrangement. The interests of the 
Cairns Group of agricultural producers 
would likewise be served by a Uruguay 
Round deal to reduce export subsidies and 
liberalise farm-support systems. 

Many economists agree that a failure of 
the Round, reinforcing Nafta's discrimina- 
tion against outsiders, could have a se- 
verely negative impact on Asia-North 
American trade. ut 








24 SEPTEMBER 1992 








LU the key virtuoso performers use to unlock 
. Ste Grand no 500,007 in the Hamburg Concert Hall. 


The nineties promise to be a decade of turbulence. At all events, rapid change is on the 
cards. You'll have to cope with this change. And secure your assets through skilled 
diversification. At Swiss Bank Corpor ation, we've designed. our private banking around 


people like you. "Hi net orth clients who seek pened care and premium 






service. Our. 





rs are dedicated to cultivating ong term client 


gers 





growth or long ern Ri c “Contact our people oda They know kowi to listen. 


For details, contact Bernard von Arx (8 52) 842 1215, Luzia Mueller (852) 842 1249 
or Ringo Li (852) 842 1230 in Hong Kong or Swiss Bank private banking 


managers in more than 50 key financial centres around the world. 





The kay Swiss bank 


20TH FLOOR, ONE EXCHANGE SQUARE, CENTRAL, HONG KONG. TEL EPHONE: 842 1299 FACSIMILE: 868 541i 


| _ WORLDWIDE NETWORK: EUROPE - NORTH AMERICA + LATIN AMERICA = CARIBBEAN - "MIDDLE EAST. AFRICA + pm » AUSTRAL JA HA uel 














FarEastern Economic 


Subscription Service Form 





| & Start my subscription for one year. 
Please return the below coupon with your 
payment to your local office. 


I° Change my address. 

: For fast service, enter your new address and 
subscription number below and fax or mail 
the coupon to our Hong Kong office. 























NG (HK$625) Review Publishing — 
PO Box 160, Hong Kong. — 





"Co..] GPO Box 160, Hon, 
Tek: 832 8338. Fax: 572 2436. 







/ Indoprom Co., - 





PM E (Indonesia) Ltd., | 
: | JKT. THP 801936, 


Tel: 809 1928 Fax: 809 2679. 


|: JAPAN (22,500) Nikkei International Ltd, - 
CRC Kita-Otemachi Bldg.. 1-4-13 Uchikanda, ^ 
“Chiyoda-ku; Tokyo.101, Japan. = nee 

Tek 32700251. Fax: 32032759, ^ 57 





a 10001, Indonesia. — 


^» 








mel 


kN. Y. 10018, USA 
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able to respond with more ; 


risks. The result c De 
_... Hons given their head under deregulation. | M Anthony Rowley 














as contributed to more efficient financial 
5s and flexibility of monetary policy," accord- 
team. As a result, Asian economies have been 
external shocks, assert the study's authors. 
But the IMF emphasis o interest and exchange rates and on permit- 
ting "market forces to play ole in the financial system" is not universally 
accepted as an economic credo. Economists from the Bank of Japan stress the need 
to make the financial system a int of the real economy. And even the IMF 
admits that financial reform Ss ha en only one among many factors influencing 
Asia’s recent economic succes B 
Both approaches have 1 
missioned in 1991 to analy: 
Malaysia, the Philippines, 
and the poverty-stricken ecc 
same time, several Asean cou 





Asian deregulation during 




























een given an airing. The IMF study was com- 
reform in five Asean countries — Indonesia, 
and Thailand — as well as in South Korea 
f Sri Lanka, Nepal and Burma. At about the 
asked Japan's central bank for advice on how 
rged over reform of the financial system are 
between the macroeconomic approach of the 
-— id World Bank — and the more microeconomic 
views of Japanese policym . The Japanese favour the more cautious road to 
reform. Sufficient savings should be secured to meet the needs for domestic in- 
EXEC vestment before capital flows are liberal- 

ised, they say. This has a sound ring to it: 
Asia faces the burden of massive infrastruc- 
tural renewal. World Bank economists ac- 
knowledge that the region's ratio of aggre- 
gate savings to investment (and thus the 
current-account balance) is set to deterio- 
| rate. 
> The result of financial deregulation in 
|. Asia so far has been to raise the overall 
. level of real interest rates. Even the IMF is 
|. prepared to concede this. Thus, the cost as 
|. well as availability of funds is something 

policymakers need to consider before liber- 
alising their financial systems. 
| Perhaps the most significant point in the 
| ‘eed now for countries to "coordinate monetary 
policy with exchange-rate policy." This is a result of greater capital mobility and 
more flexible exchange-rate regimes around the world. In effect, the need for a 
given exchange rate can render domestic economic and monetary policies hostage 
to external factors. | 

Europe is an obvious example of this effect. The need to maintain parities 
within the EC's Exchange Rate Mechanism is imposing deflation right across the 
continent. Japan's asset inflation from 1987 to 1990 essentially flowed from mon- 
etary policies that sought to compensate for dramatic shifts in the exchange rate. 

Perhaps other Asian countries should note how one leading industrialised coun- 
try after another — the US, Japan and Germany — has been forced to go its own 
way on domestic monetary policy and to let exchange rates go hang. Hence the 
current turbulence in the foreign-exchange markets. 

Another point conceded by the IMF study is that reduced direct controls over 
financial markets have strengthened the need for supervision of financial institu- 
tions and for the deepening of money and capital markets. 


_ As to financial supervision; banks and institutions in partly liberalised Japan as 


uch freer US have learned a painful lesson: deregulation comes with heavy 
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he result can be what is politely termed the "socialising of private-sector 
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BRIEFING 


INDIA 

Investment freed 

Foreign institutions will be 
allowed to invest directly in all 
stockmarket instruments, the 
government said on 14 
September. They will also be 
allowed to operate foreign- 
currency accounts and convert 
funds to rupees at market 
rates. Investors must first be 
approved by the central bank 
and the Securities and 
Exchange Board of India. No 
more than 24% of any 
company's equity may be held 
by foreigners, while individual 
foreign holdings will be 
limited to 5%, Capital gains 
realised after one year will 
attract only a 10% tax. Taxes 
on dividends and interest will 


be 20%. 





Taiwan tourists in Peking. 


TAIWAN 


Tourist dollars 

A Peking decision that 
Taiwanese tourists in China 
may use New Taiwan dollars 
to buy goods and services 
from state-owned businesses 
drew a wary reaction in 
Taipei. Although the move is 
ostensibly aimed at expanding 
China's foreign reserves, some 
in Taipei worry it could be a 
ploy to undermine the 
Taiwanese currency. Taipei 
estimates that Taiwanese 
visitors will spend US$2 billion 
in China this year. 


24 SEPTEMBER 1992 





3€ NABOU 


advo 


PHILIPPINES 


Aircraft financing 

Eighteen local banks will 
provide a US$140 million 
credit facility to finance 
downpayments by Philippine 
Airlines for US$1 billion of 
aircraft purchases. The airline 
has ordered six A340-200s 
from Europe’s Airbus and four 
aircraft from Boeing of the US. 


MALAYSIA 
Securities watchdog 

The cabinet gave final 
approval on 9 September to 
the creation of a Securities 
Commission. A bill will be 
tabled in parliament soon. The 
commission will oversee 
securities and financial-futures 
markets and investigate 
offences such as insider 
trading. 


NEW ZEALAND 
Shoe imports hit 


The government said on 14 
September it will impose anti- 
dumping duties on men's 
footwear from China, 
Indonesia, South Korea, 
Taiwan and Thailand. A 
Commerce Ministry 
investigation found that 87% 
of men's shoes imported from 
these countries in the last six 
months were dumped. The 
duties will range from 7% in 
the case of Indonesia to 61% 
for China. Penalties have also 
been imposed on women's 
shoes from China. 


SOUTH KOREA 
China offers labour 
Peking is urging Seoul to 
accept more Chinese labourers 
under a proposed manpower 
cooperation pact. South 
Korean firms are eager to tap 
the supply of cheap labour 
following the two countries' 
recent opening of diplomatic 
relations. About 50,000 
Chinese of Korean descent 
already work in South Korea, 
half of them illegally. 


Airbus A340s under construction. 


VIETNAM 
Ethnic Chinese bank 


The government authorised 
the opening of Viet Hoa (or 
Vietnam-China) Bank in Ho 
Chi Minh City. It will be the 
first stockholding bank run by 
ethnic-Chinese to open there 
since 1975. The bank will have 
registered capital of Dong 20 
billion (US$1.8 million). It will 
be run by a group which built 
the US$5 million An Dong 
market and hotel complex in 
the city. 








JAPAN 

Confidence slides 
Business confidence in the 
June-August period sagged 
to its lowest level since 1975, 
according to the Bank of 
Japan, the central bank. The 
tankan index of conditions 

in manufacturing fell to 
minus-37 from minus-24 in 
the previous three months. 
The non-manufacturing index 
fell to minus-13, the first 
negative outcome since 
February 1984. 


Annual growth of labour 
force (96) 

1981-90 1991-2000 
Indonesia — 24 X 241 
Malaysia 2.9 2.6 
Philippines 25 — 24 
Singapore 1.5 0.6 
Thailand = 23 16 


Source: International Labour Office 
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Idemitsu pulls out 


Idemitsu Kosan said on 14 
September it is withdrawing 
from a ¥240 billion (U5$1.9 
billion) oil-refining project in 
Malacca because of disputes 
with Malaysia's state-owned 
Petroleum Nasional. Idemitsu 
was to have taken a 40% stake, 
Petroleum Nasional 45% and 
Samsung Trading of South 
Korea 15%. 


AUSTRALIA 
Airlines merge 


The two state-owned airlines, 
Qantas and Australian 
Airlines, formally merged on 
14 September. The new 
company is to be privatised > 
soon. Meanwhile, privately 
owned Ansett said on 14 
September it has applied for 
routes to Malaysia and is 
forming marketing alliances 
with foreign airlines. 





BANGLADESH 

New bank formed 
Bangladesh Shilpa Rin 
Sangstha, one of two state- 
owned development finance 
institutions, has been 
converted into a commercial 
bank. It will be known as 
Development, Bank, with the 
government holding 33% of its 
Taka 2 billion (US$51 million) 
capital. The rest will be sold to 
private investors. The bank 
will be required to devote 80% 
of its lending to industry. 
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Economic indicators, selected Asian countries 


ERY 2 451 39 a 3546) 7 38 | — 86 ! 


077 Latest i US$13.93b (Jun) US$46.31b Wer na. usse. 94b > (un US$10.71b (Jun) US$70.50b (Jun) US$12.79b (Apr) 
.. Yeareanier — US$i555b — —— ,US$3393b — — — na — US$ 19b — US$8.67b — à US$70.72b — ^ US$9Bb. > — * 


Trade Balance (total merchandise). | | E 

 Latest3 months - +US$0.85b (Feb-Ap) — «US$1.34b (Apr-Jun) -US$1.56b b (May-Jul) .US$1.03b (Mar-May) +US$1.09b/5) (Feb-Apr) — «US$26.08b (May-Jul)  -US$0.08b (Mar-May) 
Previous 3 months : +US$0.69b +US$1.21b -US$1.85b -US$044b.  +US$0,40b +US$28.38b -U8$0.74b 
Year earlier | | 3US$T.05b +US$1.42b | -US80.60b |. ^ 4«8$007b —— +US$18.13b US$ ASD 


“Latest 3 LR ae 37b US$20.64b US$30.63b USSA482b ^ — | US$7.07bi81 US$83.03b US$9.80b 
- *& change previous 3.months 0 3479. 4159. | 4127. ^— 04 -3.0 +17.6 
E dumeyereer à P P src A a ae 























_ Latest 3 months US$9.52b = US$19.300 `  US$32.19b US$5.850 US$5.99b;8) US$56.95b US$9.88b 
: % change previous 3 months - -10 340.2 +138 +239 - 307. 05 48.9 
% change year earlier — ——  — 463 — — 3938... B idi LE EMI V 


Base ; Jul 89-Jun 90-100 Jun 19912100 Oct 89-Sept 90=100/2) 1982-100. " Apr 88-Mar 89100. 1990=100 1990=100 

: Latest 3 months index average — 107.6 (Jan-Mar) 104.811) un) 124.9 (May-Jul) E 3 (Mar- May) kr 3 (May- -Jul) 105.2 (Mar-May) 109.1 (Apr-Jun) 
hs change previous 3months unchanged n.a. | a 4M 42 «14 

: TE eed earlier ur 48 z D i 5:389. 7 a 3 2 8 02 re: 


` Latest A$206.15b(9) (Apr) : mb 1 982. Bab (Jar: Mat) Haeo. 62b (Jul) | Re ea) (May) : res 106. ga un) Hr n .03t (dun) M$100.12b (Mar) 
` % change previous. month -0.03 DEES: | 401 
: % change year eaier —  — HS - B DRE or : pn Dm Ec i oe 8. s ave 


Official and other estimates ol GDP (GNP | in Japan) p Consumer Price then A B M2 or currency plus bank. deposits. (ay To March 6) | IMF definition of reserves minus gold except for Singapore (6) fob j "E ME 














: Stockmarkets B ‘ | 


ing Seg inox, $553.84 PF 
5,500 Average daily 1 ieu f 


Average daily tarmaver 


S (Loft sete) 


Nikkel Stock Average, 18,471.40 J 
Average daily tumover U5$3.5h 
m scam) 


2,000 Manila 
Composite index, 1,429.27 
Average daily turnover 
1,800 US$9.3m (ipt sace) 


Australia 

AUO-Ordinaries index, 
1200 545 . 1 

Average daily turnover 

u5$185, 3m (d xe 
1,000 








0 E? 
Bs 08 0 0E 


US$3.18b (Jun) ^ US$35.75b (Apr) 
US§242° US$28.26b 





ANSS1.7b (Apr-Jun) NM itb (May du) 
“US$O.95b —— hes 2 


cusses tl US$2.490 —- 
ams E US§19.61b 
4117 ^d 
468. l p Her 


US$18.05b 
495 
+6. 3 


Sept 87-Aug 88«100 
A (Apr-Jun) 


R3 


1990«100 

116.9 (Jun-Aug) 

te 
44 


‘9725 
, Ome 


l ATO 





.24 SEPT D 992. 





E _usgieszn an) 


E » usos ur 
-US§1.70b — 


Won 86.13t (Aug) 
03 


Kuala scien KLSE Composite Index, 585.91 


Average daily | | 


turnover M 
U9551.0m 


Beg soie 


Singapore 
Strait is Times index, | 


1,300 


Average daily 
turnover US$40. 8m 


igni scaiei 


1,100 


Pakis tan** 
An T 100 index, 1,146.23 
e daily 4. 


Heft scale) 


f Sri Lanka** 
CSE Sensitive index, 1,048.14 
Average deity turnover 
ussn. Sen igi tena " 


iombay 
BSE Sensitive index, 3,219.9 
600 Average dally turnover US$50.Bm go! scale: 


ONDJFMAMJJAS 


Thailand 


Taiwan 


79 


doc 


US$18.98b (May) - 
___US$15.59 


| posten 





«US$1.84b (Jun-Aug) 
«US$3.40b 


19864100 
So (Jun-Aug) 130.3 {Apr-Jun} 


859 


n——— 


Nr "E 
Ex | 


FAR EASTERN ECONOMIC REVIEW 


| e , " ina rises ii ito 7 ati | e tr a ye Be gt i i aH on gk 0 ng s lur mps $ on , np 0 iti ca lfa ctors mmm 


gthens on D yositipe. sentiment, Kuala Lumpur s 
ht volu me . a as eot i | eases in week ending o on 115 5 September "za 


809 5535253 
| eso 
100 | | 500 


1.390 — weighted Index, 2,716.72. 


200 


boo | | 110 





















ts under a cloud uuu 


—————HHÉÁ et lm arr ede Ee HPN 


Seoul Bangkok 
a Comp SET index, 817.74 11,000 — 
orc RIBA, ped C07 Buerage dally 75777707 : 
Average turnover US$480 1m 
turnover (Latt scale} 


U8$353.8m 
me (Lei! scale) od og. 000. 


Taipei 


Mr A eti 





Average daily turnover US8871.3m 
Hight scii 


La La a a i0 
0NOJtMAMJJAS 
ro rere | 
Chip index* 
109,54 Get scale! 


fet 


F AMM e 
PE 97.88 self sca 











M.S, Capital 
int'l World 
indext 508.2 (ony scel 






Totes Stanley Capital international — 
Eus (Far East Ud) — 


Prime gear interbank Interbank 










nid M. IN 3montet 6 monthet 





(875. 587 
3 10.0625 10. 





South Korea qnn _ bas 


: ien 7 ‘Shoe tem "Toren Stabilisa 
Hered rate Source: Telerate and Review Data 












posse of angry bankers is circling 
the listed Malaysian company 
Innovest, the cash-strapped op- 
erator of the local Kentucky Fried 
thicken franchise. The bankers say the 
ompany has defaulted on repayment ob- 
gations for loans of M$450-500 million 
US$180-200 million).. And the signs are 
hat they are in no mood to take prisoners. 
. Matters came to a head during the week 
beginning 7 September. At least one com- 
Yercial bank was so alarmed by Innovest's 
eteriorating financial position that it at- 
empted to call in its loans. That alarm 
ould easily have turned into a wider 
panic. However, Innovest's financial advis- 
rs, Aseambankers Malaysia, pleaded for 
-extra time to work out a repayment sche- 
< dule and were granted a one-month re- 
|| prieve. 

|. Several analysts contend that Innovest 
_| will have no option but to undertake an 
a emergency sale of assets, resulting in the 
.| dismemberment of the company. A 
cb scheme to save the company with a major 
| cash infusion from tycoon Tan Sri Khoo 
.| Kay Peng now seems a non-starter. Khoo 
| sold his 20% stake in Innovest for M$61 
d million in late July. The buyers were the 

| 

E 

| 










ap company’s founding directors, Datuk 
-Mokhzani Abdul Rahim and Lim Geok 
. | Chan. 
-|. Khoo'srepresentatives say he unloaded 
.|the stake after he received an offer for 
i "sentimental and business reasons" from 
Mokhzani and Lim. But the subsequent 
_| troubles at Innovest suggest that the tycoon 
did not need much persuading to take his 
money and know-how elsewhere. 
But with Khoo out of the picture, 
nnovest will be hard-pressed to satisfy the 
emands of its bankers. Its track record of- 
fers little encouragement. The company has 
posted net losses of M$10.1 million, M$21.9 
illion and M$42.5 million in the three 
ears to December 1991. 
A distress sale of Innovest's most lucra- 
ve assets — exactly what Mokhzani and 
im wanted to forestall — may be un- 
voidable. Among the company’s crown 
wels is the profitable Kentucky Fried 
hicken franchise. Innovest, together with 
related company Inno-Pacific, controls 42% 
f the listed operating company, KFC 
oldings (M). | 
The prospect of scooping up a large 
ortion of the Kentucky Fried Chicken 



















veral Malaysian businessmen, particu- 


hief executive of the MBf group of fina: 





anchise is sure to whet the appetite of.~ 


arly Tan Sri Loy Hean Heong, the group | 
ian- ums. To avoid ind to pay ME prices, 


cial companies. MBf owns the rival 
Grandy's fried chicken chain, and bringing 
Colonel Sanders into the stable would en- 
able it to corner Malaysia's fast-food mar- 
ket. 

Sources close to Innovest say MBf is 
keen to snap up as many shares as it can in 
KFC, to boost a stake that may already be as 
high as 20%. The travails at Innovest will 
probably mean there is no dearth of Krc 
scrip available to MBf. 

A large part of the collateral for the 
Innovest bank loans are the assets of KFC. 
Shroff understands that a major commer- 
cial bank owed millions of ringgit by 
Innovest is considering forcing the com- 
pany to sell part of its KFC equity to Loy for 
cash. Other banks may do likewise. 

a a Tsuruoka 
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The Stock Exchange of Thailand took another 
significant step in its modernisation at the 
beginning of this month with the introduc- 
tion of scripless trading. But in doing so, it 
has opened up a Pandora's box of exten- 
sive trading by foreign investors in shares 
registered in Thai names. 

Without a deft handling of this issue, 
the stock exchange risks losing much of its 
foreign buying support, which has helped 
the market index climb 1096 since the be- 
ginning of September. A bungled move to 
scripless trading could also wipe out the 
premium values that foreign investors pay 
for foreign-registered shares. 

Many Thai companies maintain for- 


-eign-ownership limits on their shares. 
When the limits are reached, investors 


seeking more shares have to pay premi- 


SHROFF | 





market. 


Ready for plucking 


many foreign investors use local nominees 
to purchase shares. 


When scripless trading and automatic 


share settlement systems are in place by 
year-end, it will be difficult for foreign in- 
vestors to purchase shares through nomi- 
nees. Under the rules of the new Securities 
and Exchange Commission (SEC), divi- 








dends are to be paid only to named share- . 
holders. It is not clear how the sec will : 


view the onpaying of dividends by nomi- : 


nees, but the wording of the sEC's rule is 
open to the interpretation that onpaying 
dividends is illegal. 

The stock exchange says that it will not 
pursue the issue before the end of 1993. 
Nevertheless, there has been some investor 
reaction. George Morgan of HG Asia Secu- 
rities points out that premiums have risen 
sharply in the past few weeks as institu- 
tional investors have increasingly acquired 
foreign-registered shares. 

A parallel reaction could be the disen- 
gagement of foreign investors, especially 


institutions, from the stockmarket. This | 
would be a devastating blow. HG Asia es- | 


timates that registered scrip held by for- 
eign investors amounts to 1096 of total capi- 
talisation. 

Consequently, the stock exchange and 
the SEC are in a jam. Taking a strong line 
on dividend payments could result in a 
collapse of the market index. And ruling 
that the payments can be made to anyone 
could take the wind out of the premiums 
of foreign shares — and burn investors fol- 
lowing the SEC's rules. 

One solution would be the setting up 
of a share trust for foreigners as has been 
done in Mexico. Under a government-con- 
trolled trust, foreign investors, who would 
have no voting rights, would be able to 
buy an unlimited number of shares at local 
prices. Currently, however, this type of 
trust is illegal, and a Thai official points out 
that forming one would generate a series 
of problems for the government. 

Similarly, revamping foreign-owner- 
ship rules would be impractical. Not only 
would such a change affect the stockmar- 
ket, it would have an impact on the Fi- 
nance and Securities Act, as well as Board 
of Investment rules and guidelines on the 
foreign ownership of property. 

The stock exchange is now mulling 
what to do. Four years ago, it swept the 
issue of foreigners trading on its floor un- 
der the carpet. But the problem is back, | 
and a solution is badly needed to help the | 
exchange mature into a global-standard | 
m Paul Handley. | 
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Dow Jones News Services 


The Wall Street Journal 


Telerate Dow Jones/Telerate 


Dow Jones Broadcast Services 


Far Eastern Economic Review 


Ottaway Newspapers Inc. 


Barron's 


Dow Jones News/ Retrieval 


DowViston 


“DOW JONES." 

Not even a handful of words in the language, yet it’s spoken, 
viewed and read fluently wherever and however business is con- e 
ducted in the world. 

IT'S A WRITTEN LANGUAGE, as exemplified by the many editions of 
The Wall Street Journal and publications like Barron’s and Far 
Eastern Economic Review. 

IT'S AN ORAL LANGUAGE, With "The Wall Street Journal Report" 


on television, 





"The Dow 


Business has a universal language. 


It consists of two words. : 
Jones Report 





over the radio, 





















and customized news services delivered over the telephone. 

IT’S AN ELECTRONIC LANGUAGE, With instantaneous delivery of 
the exclusive financial information of Dow Jones/Telerate. And 
up-to-the-second news from Dow Jones wire services. 

IT'S AN INTERACTIVE LANGUAGE, With breaking news and histori- 
cal data sped to desktops via Dow Jones News/Retrieval. 

And it's a language spoken and understood the world over 
because of its honesty, accuracy and independence. One that bh 
spans time zones and borders to encourage the freedom of 
expression and enterprise everywhere. 

For more than a century, Dow Jones has been the world's 
most authoritative, respected source of business news and in- 
formation. Our mission for the second century is to serve even 
arle Dow Jones. 
more customers in even more ways and places. 

In other words, a universal language. With the accent on 


business. 


HAWAN & USA 
Investment Opportunities 





Hotels « Golf courses « Apartment 
Buildings e Condo Projects e Shopping 
Centers e Businesses e Immigration & 





“| Consulting Services Available 





s. | Please contact: Mr. Sanford Friedman 





International Consulting Group 
Grosvenor Center, Mauka Tower 
737 Bishop St., Ste. 1655 
Honolulu, Hawaii 96813 












Fax: (808) 536-4280 Ph: (808) 433-3455 


CLASSIFIED ADVERTISEMENTS 





DEGREE COURSES 


Take a Master's degree in Business Admin- 
istration (MBA) entirely at home anywhere in 
the world. Also Bachelors, Masters and 
Doctorate programmes in Computer Sci- 
ence, Ecónomics, Education, Engineering, 
International Law, Languages, Sciences, etc. 
Knightsbridge University, Dept. FERS, 
Stefansgade 18, 2200 Copenhagen, 
Denmark. Tei/fax: +45 31 81 58 14 





If you have something 
tosay...sayit 
in the Classifieds! 


Review Classified Sections 


The classifications available in this section are as follows; when 
booking, please state your requirements: | 


Appointments 
Business Equipment 
Business Opportunities 
Business Services 


Conferences & Exhibitions 


Courses & Seminars 
Education 

Fellowships 

Hotels & Accommodation 


“WHO WAS 
BEHIND 


THAT COUP 





ATTEMPT 


Investment Opportunities 
Notices 

Personal 

Property 

Positions Wanted 
Publications 

Residential Schools 
Universities 





When you need important infor- 
mation, you invariably want it fast 
and accurate. The Review Index 
enables rapid access to the most 
respected Asia-Pacific information 
source: The Far Eastern Economic 


. Review. Everything published 


LAST YEAR?" | 


during the preceding quarter, by 
country, subject and date is 
detailed in the Review Index. 


This essential research tool is also available as a cumulative annual 


edition. End hours of needless searching. Sub- 
scribe now and receive your Review Index four 
times per year, including the cumulative annual at 
US$59 per annum, or the cumulative annual alone 


for US$43 per annum. 





FarEastern Economic 





A Dow Jones Publication 





Completely New and Revised | 


An Essential Book for 


Anyone Doing Business 


with China 


The Almanac of 
China's Foreign Economic 
Relations & Trade 1991/92 


China's trade policies with the rest 
of the world have never afforded 
more opportunities than they do 
today. The country represents 
unprecedented potential — an ex- 
panding market equivalent to one- 
quarter of mankind. And yet, data 
on this rapidly growing economy 
has, until recently, been scant and 
unreliable. 





. Now, there is one book that encapsulates every detail relevant to 


a businessman conducting dealings with China — The Almanac 
of China's Foreign Economic Relations & Trade. 


What is it? 

The Almanac features articles and data contributed by leading 
scholars and other authorities as well as representatives from 
China's Foreign Economic Relations and Trade Department. Its 
contents are extensive and detailed, systematically laid-out for 
ease of reference. It includes vital information to businessmen — 
such as trade policies and restrictions — and even offers listings 
of potential joint venture partners. 


Who needs it? 

The Almanac is absolutely vital to anyone engaged in business or 
government relations with China. It is also a fascinating record of 
the changing face of China's policies. Not only is it one of the few 
books that offers an accurate view of China's economy but it is 
also the most up-to-date documentation of its kind. 


Q Send ————OOpy(s) of The Almanac of China's Foreign 
Economic Relations & Trade 1991/92 at US$80/HK$624 per copy. For 
airmail delivery add US$29.50/HK$230.00; for surface mail delivery add 
US$14.00/HK$110.00. 

Q | enclose a cheque made out to The China Phone Book 
Company, Limited. 


Q Charge my credit card (tick one) 





J Visa Q MasterCard J Diners J Amex 
Card No. . ....... Expiry Date 
Name Signature E "- 
Address dut tee B 
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CLASSIFIED ADVERTISEMENTS 


uc 


The Institute is concerned with 
education, research and consulting 
in surveying, mapping and geo- 
information management for the 
exploitation and conservation of 
natural resources and human 
settlement development, 
particularly in developing 
countries. Extensive use is made 
of remote sensing, photo- 
grammetric and GIS techniques. 
All courses at the ITC are taught 
in English. 


Apehtemenà —— || — — O O 


INTERNATIONAL INSTITUTE FOR AEROSPACE SURVEY AND EARTH SCIENC 


The department of Land Resource 


. and Urban sciences is one of three 


scientific Departments within the 
Institute. The emphasis of this 
department's educational, 
research and consulting activities 
is on the collection of land 
resources and urban data, their 
interpretation and processing and 
the transfer of the generated 
information to the users. 

The Institute invites applicants 
for the post of 


ASSOCIATE PROFESSOR (UHD) wr 


in NRM policy planning in the 
Social Sciences Division, with 
special interest in information 
handling for planning and 
implementation for Natural 
Resource Management (NRM) 
in developing countries at sub- 
national level (governmental 
organization & NGO's). 


Tasks: 

— teaching in the postgraduate 
and MSc courses on socio- 
economics of (renewable) 
natural resource management 
n sermons students at 


~ contribution to the further 
development of the research 
programme of the Institute 
and active stimulation of 
research projects of staff and 
MSc/PhD students 

- promotion of and 
contribution to consulting 
studies 

- some management tasks in 
the Division of Social Sciences 
in dialogue with the Head of 
the Division. 


350 Boulevard 1945 

7511 AL Enschede 

The Netherlands. 
Telephone: ++.31.53874444 
Telefax: 44.31.53874400 


Requirements 

— PhD (or equivalent 
qualification) in Geography, 
Public Administration, 
Environmental Studies or in 
any related scientific field 

— experience in implementing 
practical resource planning 
and management in 
developing countries, 
preferably at local level 

- some experience in the design 
and application of information 
systems (GIS/LIS) 


| — capacity and motivation for 


organizational tasks in ITC 
and in interuniversity 
cooperation, particularly in 
the Netherlands 

— ability in teaching (English 
spoken) 

— foreign applicants should be 





prepared to learn the Dutch 
language. 


Salary and conditions of 
employment will be according 
Dutch Governmental 
regulations. The gross annual 
salary depends on experience 
and qualifications and ranges 
(including holiday allowance) 
from NLG 89.152 to NLG 
120.295. 


In view of the ratio between 
men and women on the staff at 
ITC, in case of equal 
qualifications and abilities, 

reference will be given to a 
emale candidate. 


Written applications and a 
detailed curriculum vitae should 
be sent within three weeks after 
publication to Mr. Jan G. Droog 
of the Personnel and 
Organisation Department of 
ITC, P.O. Box 6, 7500 AA 
Enschede, The Netherlands. 
Additional information about 
the position may be obtained 
from prof. dr. ir. H.A. Luning, 
Department of Land Resource 
and Urban Sciences, 
++31.53874232. Information . 
regarding suitable candidates 
will also be welcomed from third 
parties. 

















| ot knowing where you are can be 
stressful. Airlines realise this, which 
is why they project charts on the 
streen (between movies) to keep passen- 
| gers constantly updated on the aircraft's 
| location. Similarly, i in every carriage on East 
| Japan Railways’ service from Narita Air- 
| port to central Tokyo there is a map of the 
line showing the train’s position. 
| Motorists also like to know where they 
| are. And, as anybody who has ever map- 
| read for a driver can tell you, things can get 
pretty stressful when you are lost. Hence 
the attraction of in-car navigation systems. 

Many of the world's car makers and 
electronics companies are scrambling to 
build such systems. But, thanks partly to a 
concerted effort between government and 
industry, the Japanese have got the jump 
on their American and European rivals. 

For the past few years, car 
| makers like Honda and 
| Toyota have been offering so- 
| phisticated navigation sys- 
| tems as optional equipment 
| on their top-of-the-line do- 
| mestic models. Meanwhile, 
young Japanese drivers have 
| been splashing out on simpler 
| systems sold as accessories by 
| electronics firms like Pioneer. 
| As prices of navigation sys- 
| tems begin to drop, some in- 
| dustry optimists predict sales will reach 
| US$2.5 billion by 1995. 
| Honda claims to have developed the 
| dion in-car navigation system in 1981. The 
navigator was adapted for automobiles 
from an inertial guidance system originally 
developed for US missiles. It was based on 
helium gas flowing past heated wires. 
When the car turned, the change in the gas 
flow was detected by the wires, and could 
be used to calculate the angle of the turn. 

Honda's gas sensor was very accurate, 
but the problem was how to display the 
results. Showing position was relatively 
easy: Honda used a circle on a cathode-ray 
tube. An arrowhead indicated direction, 
with a trail of dots behind. The hard part 
was reproducing the map. Honda's first 
solution was to print maps on transparent 
film which was then superimposed on the 
screen. When the position marker reached 
the edge of the screen, the map had to be 
changed by hand. 

Honda's initial navigation system was a 
cumbersome and expensive flop — only 
| 160 units were ever sold. However, during 
the 1980s, two crucial improvements for 
navigation technology were developed. In- 
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dividual companies found the process of 
digitising maps too expensive to undertake 
alone, and banded together with govern- 
ment support to form the Japan Digital 
Map Association. Thanks to this initiative, 
Japan is the only country for which nation- 
wide digital road maps exist. 

The advantage of digital maps is their 
ability to allow for error correction. Data 
from the navigator is matched against the 
map's road data to produce an accurate 
reading of the car's position. 

But all that map data had to be stored 
somewhere. The second crucial innovation 
was to use a compact disc. The storage ca- 
pacity of a single disc in the Honda system 
can hold maps of the entire country, in 
eight different scales ranging from the 
macro (all of Japan) to the micro (city 
block). The discs also enable scrolling so 
that the location indicator 
stays in the middle of the 
screen as the road rolls by. 

In 1990, Honda un- 
veiled a navigation system 
costing nearly US$5,000 as 


Now it's a scramble for in-car navigation. 


an option in its luxury Legend model. 
Toyota, Nissan and Mazda followed suit 
with their own expensive navigation sys- 
tems for their top models. 

Japanese motorists tend to use their cars 
for leisure — trips to the golf course, fam- 
ily outings, joy rides — rather than for 
commuting like drivers in other industrial- 
ised countries. Thus they are more likely to 
need help finding their way. 

There is another reason for car makers 
to be optimistic about the future of naviga- 
tion systems in the domestic market. This 
is the Japanese love of novelty. Young Japa- 
nese are particularly fond of new gadgets 
and are quite prepared spend US$1,500 or 
more for the latest car stereo system. In- 
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INNOVATION 


— The way to go 


deed, so important is stereo to young con-_ 
sumers that the interiors of cars like the’ 
Honda Prelude are acoustically designed - 
to enhance sound reproduction. i 
Auto makers now routinely offer their: 
customers a range of stereos. In the proc- 
ess, car audio specialists like Pioneer have 
been elbowed out of a lucrative market. 
Casting around for something new, Pio- 
neer hit on the idea of manufacturing navi- 
gation systems. á 
In 1990, the company launched its first. 
such system. It was already a specialist in: 
laser disc technology, which closely resem- 
bles that of compact discs. It acquired nàvi-. 
gation expertise via a tie-up with a small. 
Silicon Valley-based firm called Trimble. 
Navigation. i 
Pioneer's system determines latitude: 
and longitude based on signals from three 
satellites. These are part of the Global Posi- 
tioning System, a network that will even- 
tually consist of 24 satellites covering the 
entire globe. Originally established by the 
US for military purposes, the US$10 billion | 
system's services are also available free to: 
civilian users. They can provide ac . 
curacy to within 30 metres. 
Although less accurate than. 
Honda's system, the Pioneer box. 
does have the virtue of simplicity. 
Unlike inertial systems, it does not 
need to be told what the car's initial 
position was. During its first two: 
years, Pioneer sold 20,000 copies of 
its first-generation system. 5 
In June, Pioneer introduced two 
new models. One sells for the same. 
price as its US$4,000 predecessor, 
but can also play other sorts of com- 
pact discs. These include quiz: 
games, horoscopes and, of course, : 
karaoke — perfect for whiling away", 
the hours in Japan's traffic jams. è 
The other model costs around US$1,850 . 
and dispenses with compact discs in fa-*; 
vour of wallet-sized memory cards. It re- ^ 
quires 32 cards to cover the entire country - 
but most people buy only the ones they . 
need. At first glance the system resembles ^ 
a game machine. This impression is rein-| 
forced by the software which was written 
by Hudson Soft, a leading game maker. . 
The question is whether Japanese con-a 
sumers will go for such expensive non-es- | : 
sentials. Ichiro Hatano, a product planner: 
at Pioneer, is confident they will. After all, 
he points out, the consumers Pioneer i 
aiming at — males aged 25-29 — still hav: 
jobs and feel they must have the lates 
gadgets for their cars. — i Bob Johnston 
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Something's Qut There 
Doing Things You 
Can't Even 

Imagine. 


Its McDonnell Douglas. 


The company responsible for some 
of the most extraordinary advances 
i aerospace history. Like the F/A-18 
Hornet — which can change from bomber to 
fighter in midmission. The C-I7 — which can land 
in 3,000 feet, even while carrying 80 tons of personnel 
and equipment. The highly efficient MD-Il airliner. Delta— 
the world's most reliable space booster. And the space station Freedom, 
our next giant leap into space. The fact that we've turned out one amazing performer 
E 
after another should come as no surprise. When you're a world aerospace leader, 


you have to do some pretty incredible things. 


MCDONNELL DOUGLAS 


Performance Above And Beyond. 


© 1992 McDonnell Douglas Corporation 








